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FOREWORD 

The Lyndon B. Johnson School of Public Affairs has established interdisciplinary 
research on policy problems as the core of its educational program. A major part of 
this program is the nine-month policy research project, in the course of which two or 
three faculty members from different disciplines direct the research of ten to twenty 
graduate students of diverse backgrounds on a policy issue of concern to a government 
agency. This "client orientation" brings the students face to face with administrators, 
legislators, and other officials active in the policy process, and demonstrates that 
research in a policy environment demands special talents. It also illuminates the 
occasional difficulties of relating research findings to the world of political realities. 

This study is the product of a joint effort of the LBJ School of Public Affairs and 
the Institute of Latin American Studies at The University of Texas at Austin, which 
have recently introduced a joint degree program. This project represents the 
inauguration of this collaborative effort. Its subject is public policy during the 
political transition in Brazil. The research was largely conducted with resources 
available in the Benson Latin American Collection of the University of Texas library 
system. It received financial support from the LBJ Foundation and the Institute's U.S. 
Department of Education Latin American Language and Area Center Program grant. 

The curriculum of the LBJ School is intended not only to develop effective public 
servants but also to produce research that will enlighten and inform those already 
engaged in the policy process. The project that resulted in this report has helped to 
accomplish the first task; it is our hope and expectation that the report itself will 
contribute to the second. 

Finally, it should be noted that neither the LBJ School nor the University of Texas 
at Austin necessarily endorses the views or findings of this study. 

xi 

Max Sherman 
Dean 





PREFACE 

This report is the final product of a year-long policy research project (PRP) jointly 
sponsored by the Lyndon Baines Johnson School of Public Affairs and the Institute of 
Latin American Studies (!LAS) in which faculty members and students from the two 
programs collaborated. It is the first major activity of the recently created joint 
degrees program of ILAS and the LBJ School. The students worked principally from 
the extensive Brazilian source material available in the Benson Latin American 
Collection of the University of Texas at Austin. The students either already had a 
working knowledge of Portuguese or enrolled in intensive Portuguese classes during the 
previous summer. Their knowledge of Portuguese proved indispensable for undertaking 
the research. The project received funding from ILAS including grants from the U.S. 
Department of Education through its Latin American Language and Area Center 
Program and the Lyndon Baines Johnson Foundation. The PRP and this resulting 
volume demonstrate how policy-relevant research may be undertaken in an international 
context. 

The project involved twenty students, two faculty members and a number of visiting 
specialists. It took the form of a sustained dialogue, first in the discussion of formal 
presentations by Brazilian specialists and then in informal meetings between the 
specialists and groups of students preparing papers on specific policy topics. The 
specialists reviewed and commented on the work underway. The papers selected for 
publication in this volume are intended to continue that dialogue. In addition, a 
number of papers written for the seminar are included in a manuscript entitled "The 
Political Economy of Brazilian Public Policy in An Era of Transition," edited by 
Lawrence S. Graham and Robert Wilson, which will be published at a later date. 

This project benefitted from the support and participation of many people. William 
Glade, the former director of ILAS, Richard Adams, the current director, and Max 
Sherman, dean of the LBJ School, provided support and encouragement in all phases of 
the project. The participation of a number of colleagues at The University of Texas at 
Austin, including Michael Conroy, Fred Ellison, Richard Graham, and David Jackson, 
and scholars from other institutions, including Werner Baer, Vilmar Faria, Henrique 
Lewandowski, and Wayne Selcher, greatly enriched our efforts. Christine Payne 
provided excellent editorial assistance and Ted Melina Raab expertly managed the 
production of the final report. To all we are grateful. 
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CHAPTER 1: 
INTRODUCTION 

Brazil is in the midst of a slow and painful transition to a democratic political 
regime. While the transition represents a break with two decades of military rule, the 
extent of change in policy direction is uncertain. Pressure for policy change mounts, 
but the society faces rigid constraints. Brazil is a highly complex society and faces 
social inequities that were exacerbated by policy choices of the military regime. The 
debt crisis, a weak political system and a centralized governmental apparatus also 
constrain policymaking. The chapters in this volume examine a number of important 
policy issues. They are intended to enhance the reader's understanding of the 
dynamics of public policy at a crucial moment in the evolution of modern Brazil. 

This volume is organized in three sections. In the first, Brazilian foreign policy is 
examined. During the last three decades Brazil has become an increasingly important 
actor not only in Latin American but in the world at large. Its well-respected foreign 
service, Itamarty, is examined by Michelle O'Neil. Ms. O'Neil traces the strength of 
the Brazil's foreign service back to Baron Rio Branco and the institute that he 
established. Brazil is emerging as an important economic power but its foreign policy 
history reflects a certain ambiguity about how Brazil sees itself in the world; as a 
member of the Third World or as aspiring to the status of a western industrial 
democracy. This ambiguity in its foreign policy objectives is considered by Margarita 
Fournier. The history of Brazil's role in South American is also marked by continuing 
change. For much of this decade a rivalry between Brazil and Argentina has affected 
Brazil's foreign policy in South America. John Blum describes the difficulty of past 
relations between these two countries and explains why relations have improved in this 
decade. In the final chapter of this section, Savita Rao studies Brazilian commercial 
relations with its oil producing trade partners. Ms. Rao identifies the initiatives that 
Petrobras, the Brazilian oil company, developed to improve its trade relations with Iraq, 
Saudi Arabia, and Nigeria. These four chapters reveal a very sophisticated and 
pragmatic foreign policy establishment in Brazil, one that pursues policies consistent 
with its own development needs. 

In the second section of the report, attention turns to Brazilian economic policy. 
In the first chapter, Edith Houston examines how Brazilian public policies treat foreign 
direct investment. Brazil has been successful in attracting foreign investment and 
multinational corporations are very important in some sectors of the country's 
economy. The relationship with foreign investment is, however, an uneasy one and Ms. 
Houston describes how it has evolved over time. John Ballesteros writes about one of 
the most important issues in Brazil, its foreign debt crisis. Mr. Ballesteros argues that 
the origin of the crisis dates from economic policies adopted by the military 
government in the 1970s to promote growth. These growth policies were adopted, in 
part, to maintain the political legitimacy of the military government but have produced 
a tremendous burden for the current political transition. In the following chapter, Ann 
Mills discusses energy policy in Brazil. This is one policy area in which Brazil has 
been innovative, particularly, in its ethanol program, although the relative success of 
the country's energy policy is in dispute. In the final chapter of this section, Carolyn 
A. Rutsch explores changes in income distribution in Brazil. This topic is of great 
importance. While the nation's economic growth rates during the post-WWII period 
have been very high, widespread poverty continues in Brazil. Through empirical 
analysis, Ms. Rutsch attempts to determine what changes in income inequality have 
occurred and what factors contributed to these changes. 
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During the military regime, the role of government in Brazilian society expanded 
substantially and the bureaucratic apparatus of government was modernized to meet 
new demands. In the last section of the report, Lin Ning studies the technocratic elite 
that manages this bureaucracy. He finds that the emergence of this elite was the 
result of the military's state-led economic development policies and that this elite will 
likely continue to be an important actor even under a democratic regime. 
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CHAPTER 2: 
ITAMARATY--RIO BRANCO, MODERNIZATION, AND DIFFUSION 

IN BRAZIL'S FOREIGN POLICY DECISIONMAKING PROCES.S 

Michelle O'Neil 

The formulation of an effective foreign policy--one which preserves national unity 
and promotes national interests--is essential for the advancement of a developing 
country. In order to compete with developed nations, a developing country must 
protect and pursue its interests in the international arena. An important element in 
foreign-policy formulation is an effective foreign service. The traditional 
responsibilities of the foreign service include diplomatic representation, intelligence 
information gathering, and the negotiation of treaties which are the foundation of the 
policymaking process. 

Brazil's foreign ministry, commonly known as Itamaraty, is by all accounts one of 
the most professional among the developing nations. Since its creation by law in 1851, 
Itamaraty has played a dominant role in Brazil's foreign-policy process despite the 
infusion of new international interests and internal changes in Brazil's political 
structure. 1 

Itamaraty's ability to retain a significant role in Brazilian foreign policy can be 
attributed to the strategic direction of the Baron of Rio Branco at the beginning of 
the twentieth century and to its ability to adapt to the demands of modern Brazil and 
the international arena. Rio Branco settled Brazil's boundaries and set the course of 
foreign policy; the framework constructed by Rio Branco continues to be the basis of 
long-term decisionmaking. Rio Branco also catalyzed internal change within Itamaraty 
by recognizing the importance of flexibility in Brazil's international arena. 

While Rio Branco created its role, Itamaraty's ability to modernize internally 
between the 1940s and 1960s, allowed the maintenance of its important position in 
foreign-policy decisionmaking. Administrative and personnel reforms, in addition to the 
creation of the Institute of Rio Branco, have produced an institution capable of 
handling the complex internal and external demands of Brazilian foreign policymaking. 
Itamaraty performs a function in policy development which cannot be readily assumed 
by any other member of Brazil's political arena. 

This paper recounts Rio Branco's strategy and Itamaraty's modernization process and 
addresses its resultant role in Brazil's foreign-policy process. Analysis will include 
both a historical perspective and a projection of Itamaraty's part in future formulation. 

THE ORIGINS OF ITAMARATY 

Article I of the Internal Rules of the Ministry of Exterior Relations states the 
function of Itamaraty within the Brazilian government as follows: 

The Ministry of Foreign Relations is a political-administrative organ in charge of 
aiding the President of the Republic in the formulation of Brazil's foreign policy, 
to assure execution and to maintain relations with foreign governments and 
International Organizations. 2 

Itamaraty, operating in this official capacity, retains the following responsibilities in 
the foreign-policy decisionmaking process: diplomatic and consular activities; 
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participation in commercial, economic, financial, technical, and cultural negotiations; 
international cooperation programs; and intelligence data collection. 3 The 
interpretation of these official responsibilities has, however, differed throughout the 
history of Brazilian foreign-policy formulation. The increased complexity of foreign 
policy has altered the decisionmaking process in Brazil, and in tum, Itamaraty's role in 
that process. The foreign service at Itamaraty is one of the oldest ministries in 
independent Brazil. It was established in 1821, one year before the Empire was 
founded.4 During the years immediately following independence, the mandate of 
foreign policy was twofold: (a) intemal--to secure territorial rights and (b) 
extemal--to assure economic markets.5 These objectives laid the groundwork for 
future foreign-policy postures and the role of Itamaraty in the formulation of foreign 
policy. 

The foundation for Bra;ilian foreign policy and Itamaraty's role in its formulation 
was set during the Empire. Brazil's drive to secure its boundaries represents 
Itamaraty's first attempt to coordinate the interests of the military with those of the 
elite. The ministry assumed its most important role in the negotiation of treaties and 
the coordination of military-diplomatic actions against its neighboring countries. The 
development of commodity markets reinforced the elitist nature of Itamaraty. For 
economic reasons Itamaraty actively pursued diplomatic relations with Europe and the 
United States and neglected its Latin American neighbors.6 As coffee became the 
dominant export crop, the interests of the coffee-producing states greatly influenced 
the policies of this period, replacing those of the northeastern sugar-producing region. 7 

Because the elite controlled the majority of coffee production, they were able to wield 
significant political influence. The post of minister of foreign relations was given to 
wealthy supporters of the government. Foreign policy development became the 
territory of the elite and in tum, of Itamaraty. 

The Strategy of Rio Branco 

The main focus of Brazilian foreign policy from the time of the Empire until the 
time of the First Republic in the early twentieth century was the delineation of its 
boundaries, a "territorial diplomacy." The Baron of Rio Branco, Jose Maria da Silva 
Parahnos Junior, during his tenure as foreign minister from 1902-12, ended the volatile 
territorial conflicts, securinf Brazil's borders and permitting the nation to embark on a 
new foreign-policy course. Some scholars argue that Rio Branco merely continued 
Empire policies that happened to come to fruition during his tenure. It seems highly 
unlikely that the resolution of Brazil's territorial problems coincided by accident with 
the beginning of Rio Branco's administration. The success of his foreign-policy 
initiatives can in part be attributed to his charisma; the "routinization of charisma" 
within Itamaraty resulted from the "personal magnetism" of Rio Branco.9 While the 
roots of his foreign-policy course were firmly planted in the Empire, it was Rio 
Branco's ability to determine a long-term strategy for Brazil that set the course for 
foreign policy as well as Itamaraty. His patronage and initiatives are pervasive in 
Brazilian foreign policy; his influence can be noted in the practices of Itamaraty today. 

Brazil as an International Power 

During Rio Branco's administration, Brazil's foreign policy assumed a new 
international orientation, substantially different from the introspective focus at the 
tum of the century. He established four distinct goals for Brazilian foreign policy: to 
increase national prestige, to form closer bounds with Brazil's Latin American 
neighbors, to improve Brazil's relations with the United States, and to encourage Pan 
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Americanism. I 0 During his ten years as foreign minister, the longest tenure in 
Brazilian history, the number of foreign dignitaries to visit the country increased 
substantially. Brazil, under Rio Branco's tutelage, assumed an active part in promoting 
Latin American unity. In its new leadership role, Brazil prompted Argentina, Chile, 
and Mexico to recognize Panama in 1903 and assisted in the settlements of the 
Peruvian-Ecuadoran border conflict. In addition, Brazil was the site for the Third Pan 
American Conference in 1906.11 Although the promotion of Latin American unity was 
a special concern, pursuit of a U.S. alliance was the foremost priority. 

Brazil actively pursued this new international role, particularly in its relations with 
the United States. Rio Branco sought the development of closer ties with the United 
States; a policy which continues today with few deviations. In 1905 Brazil sent its 
first ambassador, Joaquim Nabuco, to the United States and the United States posted 
its first ambassador in South America in Brazil. Later, Brazil encouraged the United 
States to establish diplomatic relations with Paraguay and ended the Alsop conflict 
between the United States and Chile. Brazil assumed an enterprising role in the 
Second International Peace Conference of 1907 when its delegation sought a leadership 
role among the developed nations. This represented a complete reversal of the 
nonparticipatory stance affected during the 1889 Hague Conference because the 
conference did not address issues of Brazilian national interest.12 

Rio Branco's Internal Influence 

The efforts of Rio Branco determined the course of Brazilian foreign policy as well 
as the role of Itamaraty. Rio Branco secured an important administrative position for 
Itamaraty in foreign-policy decisionmaking and "the administration of the 'Baron' 
signifies the true foundation of the modern Itamaraty."13 During his administration, 
Rio Branco protected Itamaraty from domestic pressures. In an effort to control the 
promotion of national interests in the international arena, Itamaraty affected an 
autonomous role in the formulation of its policy directives. 

Administrative reform was the focus of Rio Branco's later efforts. He consolidated 
administrative power under the secretary-general and "totally changed the work routine 
of the Secretary ... and centralized all administration to answer to him ;ersonally, 
avoiding, thus, the attachment [of the Minister] to routine procedures."1 Rio Branco's 
recruitment methods also contributed to Itamaraty's assumption of a significant role in 
foreign policymaking. His hiring policies ensured uniformity in the diplomatic corps: 
all diplomats had aristocratic ties to the Old Republic. I 5 The result was an esprit de 
corps that continues today despite modifications in the entrance procedures. Rio 
Branco's refinement of Itamaraty's administrative structure and recruitment techniques 
secured a function in foreign policymaking that no other institution could perform. 

Legacy of Rio Branco 

The goals of Rio Branco--increased national prestige, closer bonds in Latin America, 
increased Pan Americanism, and in particular, improved U.S. relations--influenced 
Brazil's foreign policy throughout the post-World War II era. The strict adherence to 
the Rio Branco tradition can be attributed to Brazil's weak international position. The 
focus of Brazilian policy during this period was domestic--the promotion of national 
development policies was more important than the promotion of Brazil as an 
independent international power. This domestic policy preference was evident during 
President Getulio Vargas' Estado Novo, 1937-45: he introduced new domestic policies 
of "centrally planned development" and "popular nationalism." Vargas' foreign-policy 
objectives often vacillated, however, during World War II. He adeptly pursued German 
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and U.S. alliances as well as financial support, eventually ~oining the U.S. against the 
Axis powers--a continuation of the Rio Branco tradition. 6 In addition, General Eurico 
Dutra followed Rio Branco's U.S.-alignment policy during the Cold War period.1 7 The 
domestic policies initiated by Vargas and continued by Dutra, in particular popular 
nationalism, later played a profound role in the development of a new Brazilian foreign 
policy. Popular nationalism during this period focused on gaining Brazilian control over 
industrial development in Brazil; a conscious effort was to made to promote 
government-directed economic development policies. 

The promotion of popular nationalism during the Vargas era also fueled the desire 
to end Brazil's foreign dependency. Alignment with the developed nations, particularly 
the United States, placed Brazilian objectives for economic development and 
independence below the interests of foreign investors. In 1950, the Vargas 
administration expressed disillusion with its U.S. benefactor by nationalizing the 
petroleum industry. A growing rift in relations with the United States prompted the 
development of a new nationalistic. foreign policy for Brazil. The Juscelino Kubitschek 
administration ( 1954-60) presented a modified nationalist approach; Brazil's relationship 
with the developed world would be cautious as it continued to promote international 
investments.18 Vargas, Dutra, and Kubitschek successfully balanced the traditional 
foreign policies established during the Rio Branco era with the development of popular 
nationalism. Brazil's transition from a dependent to an independent power received 
sufficient support form the nationalists to allow the administrations of Janio Quadros 
and Joao Goulart to initiate policy reforms. 

During the Quadros (1960-61) and Goulart (1961-64) administrations, domestic 
concerns for popular nationalism formally influenced the formulation of foreign policy, 
marking the first deviation from Rio Branco's initiatives. A new "independent foreign 
policy" would serve as the conductor of Brazilian national interests abroad. The 
primary objectives of this new policy were nonalignment with the developed nations 
and leadership of the Latin American nations. This new policy position resulted in 
Brazil's renewal of Soviet diplomatic relations and support for Castro's government. 
The nonalignment policy--and resultant aggravation of the developed nations, 
particularly the United States--included increased trade with Latin American and Soviet 
bloc countries and regulation of all foreign investment and aid to Brazit.19 The 
foreign policy initiated by Quadros focused on internal control of the Brazilian 
economic policy; Goulart carried this policy one step further by diminishing the role of 
the industrialists in the policymaking process. 20 Goulart's domestic policy failures, 
including his foreign policy failure, and his inability to mobilize popular support for 
the democratization of the Brazilian government, resulted in the successful military 
takeover of 1964. 

Declared the revolution's presidential candidate, General Humberto Castelo Branco 
(1964-67) immediately reversed the course of Brazilian foreign policy, returning to the 
principles established by Rio Branco. Castelo Branco, with the support of his new 
foreign minister, Vasco Leitao da Cunha, reestablished Brazil's strong relationship with 
the United States by encouraging foreign investment and increased Agency for 
International Development (AID) funds. Castelo Branco also broke relations with Cuba, 
removing another source of conflict with the United States. Alliances based on the 
Western democratic tradition replaced the former focus on popular nationalism. The 
United States assumed a major role in Brazilian national development; the ruling 
Brazilian military promoted policies of economic and social expansion to ward off the 
threat of Communist revolution.21 

The return to policies focused on improving Brazil's relations with the United States 
emphasized the return to one of Rio Branco's original proposals for the course of 
Brazilian foreign policy. Castelo Branco's foreign-policy emphasis on development 

6 



provided the backdrop for his successor, General Costa e Silva (1967-69), to establish a 
new foreign policy based on a redefinition of Brazilian national interests according to 
the military's concept of national security. National interests are not a fixed entity, 
but vary according to how various ruling coalitions define them. The military's 
Doctrine of National Security and Development embodied the theory of Brazil's role in 
the international arena. This doctrine was the guide for state structural development 
and changes during the military regimes. 22 

The efforts of Costa e Silva and his successor, General Emilio Garrastazu Medici 
(I 969-7 4 ), reflected the Brazilian desire to assert national development interests in the 

I 

formulation of foreign policy. Sound economic and, in turn, international advancement 
were the underlying principles for all foreign-policy decisions during these two 
administrations. Near the end of the Costa e Silva administration, the army's goals 

expanded from an announced intention to cleanse public life of "chaos, 
communism, and corruption" and restrain the runaway economy by firm discipline 
to a total but still vague program of national development and integration. Only 
when this broader mission had been accomplished would the nation be ready to 
return to civilian and constitutional rule. 23 

The focus of Brazilian foreign policy had once again turned to nationalism, albeit 
more cautious nationalism than that of Quadros and Goulart. High economic growth 
rates encouraged U.S. investment, although controversy arose regarding Brazil's 
violations of human rights. Medici also actively pursued closer ties with other Latin 
American nations. The ruling military believed a leadership role in Latin America 
would assure increased involvement in the international arena; close affiliation with the 
United States and other developed nations would iJrovide the necessary financial 
support for Brazil's economic expansion policies. 4 Changes in the international arena 
during the administration of Medici's successor, General Ernesto Geisel (1974-79), 
prompted additional alterations in Brazil's foreign policy. 

Increased trade opportunities and growing disillusionment with U.S. policies resulted 
in many changes in Brazil's foreign-policy posture. In 1974, Geisel initiated a policy of 
"responsible pragmatism" which advocated closer ties with developing and socialist 
countries while terminating "Brazil's automatic alignment with the United States."25 
Recognition of the People's Republic of China (1974) and the new Angolan government 
(1975), in addition to a West German nuclear agreement, demonstrated dissension from 
U.S.-preferred policies. Later, during the Carter administration, Brazil cancelled all 
military agreements with the United States. While Geisel's new initiatives represented 
a departure from the military's traditional allegiance to the United States, the 
departure can be viewed more as distancing than complete withdrawal. 

During the administration of Joao Batista de Oliveira Figueiredo ( 1979-85), the last 
military president, very few substantive changes in foreign-policy doctrine were 
initiated. Internal changes within the Brazilian foreign-policymaking apparatus were 
more commonplace, as increased numbers of private and governmental actors attempted 
to promote their special interests. 26 The drive to promote export commodities 
prompted several actors in economic policy development to become involved in 
Itamaraty's foreign domain. Brazil began to realize the need to further develop Third 
World, particularly Latin American, markets. ' 

Since his inauguration in March 1985 as the first civilian president of Brazil in 
more than two decades, Jose Sarney has promised modifications in foreign policy. 
Sarney has encouraged all Brazilian representatives abroad to assume a firmer stance in 
negotiations. This firmer stance is evidenced in the General Agreement on Trade and 
Tariffs (GA TI) negotiations and the recent debt talks with the International Monetary 
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Fund (IMF). 27 While there has not been strict adherence to Rio Branco's 
foreign-policy principles, certain elements are still present. Itamaraty has recently 
aided in the successful negotiation of the South Atlantic Proposal, encouraging Latin 
American unity, and in the computer industry negotiations between Brazil and the 
United States, encouraging greater cooperation between the two nations. 

In sum, Rio Branco successfully negotiated Brazil's boundary problems and was able 
to establish a foreign-policy course which not only continues to influence Brazilian 
policy development but also carved out a specific role for Itamaraty in the process. 
His success, which in part can be attributed to his charismatic style, was the result of 
his shrewd understanding of Brazil's needs in the international arena. Remnants of his 
established foreign-policy goals--increased national prestige, improved U.S. relations, 
closer Latin American ties and increased Pan Americanism--continue to shape Brazilian 
foreign policy. Rio Branco's internal influence in developing a specific role for 
Itamaraty in Brazilian foreign policy created a special function no other agency could 
perform as effectively. This has in part contributed to. the continuation of Itamaraty's 
participation in Brazilian foreign policy. 

INSTITUTIONAL MODERNIZATION 

Itamaraty was able to retain the role established by Rio Branco because of its 
ability to modify internally. Itamaraty's administrative and personnel reforms, set in 
motion during Rio Branco's tenure, have allowed the institution to compete with many 
diverse interests in the foreign-policymaking arena. Internal modifications aimed at 
modernization increased substantially during the early 1930s and culminated in the late 
1960s. Itamaraty's efforts during this period were representative of the Brazilian 
government's plans for public-sector reform, that is, to centralize its public 
bureaucracy and improve the efficiency of its public agencies. 28 

Administrative Reforms 

Many of the changes in Itamaraty's role in the foreign-policy decisionmaking 
process can be traced to federal legislation. Reforms enacted before 1931 focused on 
organizational change within Itamaraty, in particular the secretary of state, the 
diplomatic corps, and the consular corps. Command became concentrated within the 
ministry under the secretary of state. The primary objective of these reforms was to 
enable Itamaraty's administrative operations to adapt to the rapid changes in the 
external foreign-policymaking environment.29 All major administrative changes were 
initiated by the minister in charge; administrative reforms, culminating with the Afonso 
Arinos de Melo Franco Reform of 1961, improved the performance of Itamaraty. While 
previous administrative reforms had concentrated on specific parts of Itamaraty's 
bureaucracy, the Melo Franco Reform of 1961 focused on administrative refinement of 
the institution as a whole. 

A precursor to his 1961 reform, the Afonso Arinos de Melo Franco Reform of 1931 
produced major innovations in the organization and function of Itamaraty. The reform 
authorized the creation of several new services under the auspices of Itamaraty as well 
as the reorganization of some of its existing services. 30 The office of the secretary of 
state was reorganized to include three divisions: the secretary general, the Department 
of Administration, and documentation services. In order to suppress the growing 
bureaucracy of the offices of the secretary, the duties of the secretary of state would 
be shared by the diplomatic officials who would in turn bring their new foreign 
experience to help Brazil. 3 l These administrative changes resulted in a more 
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sophisticated, efficient ministry. Administrative refinement continued at Itamaraty: 
the Osvaldo Aranha Reform of 1938, the Leao Veloso Reform of 1945, and the Joao 
Neves Reform of 1946 implemented several new policies. The Osvaldo Aranha Reform 
consolidated the diplomatic corps and the consular corps into one group and altered 
the structure of the office of the secretary of state. This permitted a more efficient, 
coordinated decisionmaking effort within Itamaraty. The Leao Veloso Reform 
established the office of secretary of state as the central administrative unit, in direct 
communication with the minister and in charge of the diplomatic and consular services. 
The Joao Neves Reform expanded the plan initiated by Leao Veloso.32 These 
modifications contributed to Itamaraty's growth into a more sophisticated, efficient 
ministry like its western counterparts. 

The Afonso Arinos de Melo Franco Reform of 1961 marked the end of a long series 
of reforms aimed at creating a ministry well equipped to represent Brazil's interests 
among the developed nations. Previous reforms had concentrated on the consolidation 
of power and on more efficient decisionmaking within specific parts of the 
organization; the Melo Franco Reform of 1961 treated the institution as a whole. In 
1951, a commission of ltamaraty officials began to consider solutions to the 
administrative problems of their institution. Political events during the mid- l 950s, such 
as the suicide of President Vargas in 1954, hindered the project.33 Another committee, 
the Reform Effort Group (Grupo de Trabalho da Reforma, GTR), began an investigation 
of Itamaraty in 1958. The GTR plan called for massive improvements, including the 
creation of two secretary of state positions, one concerned with political and economic 
matters, the other with administrative matters; and a more active role for the 
secretary-general of the political exterior, now responsible for political, economic, 
cultural, and information activities of Itamaraty. The secretary-general acquired a 
more active role in the decisionmaking process; the minister would no longer be solely 
responsible for directing the course of foreign policy. The plan was finally submitted 
in July 1961 to Congress, and in turn the president, for approval. This reform 
provided a more sophisticated framework for ltamaraty: 

(It] consecrated the philosophy of a reform that . . . inspired our modem 
principles of Administrative Science and realized the permanent necessity for 
Itamar~~jto respond] to the continuous transformations in the international 
scenario. 

Personnel Reforms 

Another type of administrative change Itamaraty has undergone since its institution 
in 1851 is personnel reforms. Legal qualifications for candidates to the diplomatic 
corps had been established in 1851. An examination commission determined the content 
and duration of candidate examination. 35 It widely held that until the reform of 1938 
candidacy was "the personal judgement of the foreign minister or his close aides."36 
In December 1938, the Brazilian Civil Service Commission (Departamento de Servi~o 
Publico, or DASP) administered ltamaraty's entrance examination for the first time. 
The 1930s reforms in ltamaraty's examination procedure appeared in tandem with other 
public-sector reforms as a part of Brazil's bureaucratic centralization.37 This 
standardization of the examination procedure was viewed as an attempt to broaden the 
ethnic and regional base of the organization. Given the rigorous entrance requirements 
for the candidates, however, it is difficult to say how rapidly democratization has 
taken place. 38 A Joao Neves Reform of 1946 also attempted to regulate the admissions 
process by developing the strict examination procedure that continues today. 39 The 
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diplomatic candidate pool was not the only area targeted for reform; several changes 
have been made in the regulations governing the Itamaraty officers. 

The Melo Franco Reform of 1951 reflected Itamaraty's efforts to benefit from the 
expertise gained by personnel in foreign posts and to ensure that the diplomatic corps 
kept abreast of Brazilian needs and interests. This reform stipulated that all diplomats 
must change their overseas positions every two to three years and must return to 
Brazil for at least two years for every four to six years abroad. This ensures that all 
diplomats return home and share their experiences abroad for the benefit of Brazil--not 
a common practice in the past, as diplomats often left Brazil for foreign posts and 
never returned. 40 

Reform efforts continued in 1966. Comparable to Itamaraty's major administrative 
renovations in 1961, the 1966 reform authorized significant personnel policy 
improvements. Indicative of Brazil's growing interest in Asia and Africa, promotion 
within ltamaraty became contingent on service at posts in these regions. In an effort 
to improve its technical expertise, the new program permitted Itamaraty to ~ecruit 
non-career officials to overseas positions. This move was intended also to control 
nepotism at ltamaraty, as it permitted recruitment of individuals based on their ability, 
not their academic credentials. Itamaraty's desire to increase its technical expertise is 
also shown in the decision to permit officers to take leave to pursue a temporary 
position with another government agency or international organization. 41 

The Institute of Rio Branco 

The idea to establish a school to educate the future diplomatic corp of Brazil 
surfaced long before its actual creation in 1945. The idea first appeared in June 1934 
when the office of the secretary of state of foreign relations began a course of study 
for "Perfection in Diplomatic and Consular Service." The ministry soon realized the 
need for trained, professional diplomats to coordinate the more sophisticated relations 
in the political, economic, and commercial arenas, a task which could most effectively 
be handled by an educational facility. The purpose of such an institute would be to 
ensure the development of a specialized group of diplomats, well versed in the 
fundamental skills of policymaking within the ministry and prepared for their new 
career. It is said that this proposition "planted the seed that would germinate in 1945" 
with the creation of the Institute of Rio Branc.o. 42 

In April 1945, Decree-Law 7.473 authorized the creation of the institute to 
commemorate the 100-year anniversary of the birth of Rio Branco. The stated function 
of the institute would be "the development, the perfection, the specialization of public 
servants of the Ministry" as well as "the preparation of candidates to the course for a 
Diplomatic Career."43 Associated legislation refined the purpose and structure of the 
institute, which opened the following year. It was believed that the establishment of 
the institute would ensure Itamaraty's control over its prospective diplomatic corps; a 
capacity believed to be undermined by the DASP's control over the entrance 
examination.44 Appearing in conjunction with administrative reforms during this period 
(the Joao Neves Reform of 1946 and the Melo Franco Reform of 1951), the concern for 
diplomatic specialization shows Itamaraty's desire to widen Brazil's sphere of 
international influence. The establishment of the institute is also associated with 
post-World War II reforms in the public-service sector. These reforms were initiated 
as foreign relations of Brazil assumed a more global orientation. It was believed that 
the institute, in conjunction with the 1938 le,islation governing entrance exams, would 
help to create a more democratic institution. 5 

Despite these administrative and personnel reforms within Itamaraty, the image of a 
selective organization persists. Literature criticizing the elitist nature of the 
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organization is in abundance, authored by academics as well as former diplomats. In 
addition, the Brazilian populace still perceives Itamaraty as very exclusive, almost 
aristocratic. 46 

Under the guidance of Itamaraty, the institute is headed by a director, who is 
appointed by the president of the Republic. The director is selected from the career 
diplomatic corps and must have the rank of minister first or second class.47 The 
institute is divided into two parts: the coordination of instruction (CI) and the 
secretariat. The CI governs the academic activity while the secretariat controls the 
administrative functions of the institute. The instructors are selected from universities 
and the ministry to serve one-year appointments; there are no permanent faculty 
members. In 1976, ten regional centers were established to aid in disseminating 
information about the institute to outlying areas of Brazit.48 While Itamaraty purports 
the success of this programA a surprisingly high number of the entering diplomatic class 
are from the state of Rio.4~ 

An annual admissions examination for a two-year course, the Preparatory Course for 
the Diplomatic Career (CPCD), is administered to fill a restricted number of vacancies; 
about twenty positions were available in 1985. 50 Candidates are trained in three areas: 
a "basic section" combining coursework in law, economics, political science, and 
international relations; a "professional section" concentrating on the history and 
practice of diplomacy; and a "language section" which includes courses in Portuguese, 
English, and French as well as a "complementary" language study of German, Russian, 
or Arabic. Practical training with internal and international emphasis is also required; 
all students work in the ministry and an embassy in Latin America before they enter 
the service as third secretaries. 51 The training in economics is shallow in comparison 
to the attention given to diplomacy and language skills. This inadequacy has in the 
past contributed to Itamaraty's inability to compete with members of the economic 
community in foreign-policy formulation. A 1976 reform added a new dimension to the 
CPCD: the institute began accepting foreign students from developing countries to the 
program. All foreign candidates must adhere to the same requirements and must be 
proficient in English or French. An intensive Portuguese course is available to 
facilitate instruction at the institute. By November 1984, forty-three foreign students 
had successfully completed the program. 52 

Taking the Direct Entrance Examinations (DEE) is an alternative way of gaining 
entry to Itamaraty's diplomatic corps. This is a less-desired method and as a result, 
the exams have been administered only seven times in the last thirty-two years, during 
times when the CPCD was unable to provide enough qualified candidates. While the 
age requirements are the same as those of the CPCD, the DEE permits career 
candidates to join Itamaraty without the two-year training course. The academic 
requirements of the DEE are also more rigorous than those of the CPCD: all 
candidates must possess at least a bachelor's degree. The examination process is 
similar to that of the CPCD but once candidates successfully passes their examinations 
they are admitted to Itamaraty at the level of third secretary. 53 

The Advanced Course for Diplomats (CAD) and the Course of Higher Studies (CAE) 
are advanced-level courses for diplomats which are a prerequisite for advancement 
within Itamaraty. The CAD, a day-long examination, focuses on administrative 
procedures within the ministry and is administered biannually in Brasilia as well as all 
posts abroad. The CAE requires year-long preparation and defense of an essay relating 
to some aspect of Brazilian djplomacy. This is usually reserved for the more advanced 
rank diplomat in the service. 5~ 

The institute also encourages its officers stationed abroad to participate in 
study-abroad programs. This program allows diplomats to pursue advanced academic 
study at the MA or PhD levels while serving at embassies. The program covers up to 
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50 percent of the tuition fees and encourages study in areas of particular interest to 
Itamaraty such as international politics, political science, economics, diplomacy, and 
public administration. This partial reimbursement is contingent on satisfactory 
completion of coursework. The institute has also initiated a new program of language 
study to encourage its students and the diplomats to pursue proficiency in the foreign 
language of their choice. In addition to a new laboratory facility and a record 
collection of twenty-seven languages, the institute can arrange instruction for officials 
at three local institutes specializing in English, French, German) and Spanish. The 
institute will pay for up to 60 percent of this official training.5 

The training received at the institute is adequate, yet not comprehensive to meet all 
the demands of foreign-policy formulation in Brazil today. The lack of a full-time 
f acuity does not lend itself to academic continuity as teaching styles and 
concentrations inevitably differ from year to year. The admissions process, while 
comprehensive in its rigorous examination procedure, does not require any special 
previous academic concentration other than three years of accredited college study. 56 
That more academic preparation is not required would be acceptable if the training 
offered at the institute was more comprehensive, but, the "basic section" already 
crowds too much coursework into the two-year stay. The economic training received 
has not been considered adequate to handle some of the more technical foreign 
economic issues which have arisen in Brazil during the last decade. These 
shortcomings, however, have not significantly hindered the work of Itamaraty. The 
diplomatic corps is still regarded as highly professional and diversified in light of the 
most recent reforms. 

Despite efforts to democratize Itamaraty, its elitist nature persists. This can be 
attributed to several factors which cannot be changed by administrative modification 
within the ministry. Entrance to the Institute of Rio Branco is contingent on 
successful completion of the examinations, and adequate preparation for these 
examinations is available at the private Brazilian universities. 57 This expensive 
education is only available to the wealthier classes and therefore directly contributes 
to the aristocratic, nepotistic nature of Itamaraty. The ministry's efforts to diversify 
the regional representation of its candidates to Rio Branco have been unsuccessful; 
although the exam is administered at the regional centers, the necessary preparatory 
course is available only in Rio. 58 For those outside the state of Rio, only the wealthy 
applicants can assume the cost, as very few scholarships are available.59 Thus, an 
elitist institution of skilled diplomats, which is arguably representative of the best 
interests of Brazilian society, is perpetuated. It is a tradition not without merit 

[T]he system of recruitment and discipline, plus the institutional aura of respect 
for tradition and the "spirit of Itamaraty," has produced a distinct outlook on 
international affairs. It is nationalist, but more pragmatic than romantic .... It 
emphasizes preservation of good relations with old friends, but not at the 
expense of making new ones. It entails a desire for a larger Brazilian role on 
the world scene, but it does not exaggerate the nation's present prospects for 
world power. 60 

A FOREIGN POLICY STRONGHOLD 

Itamaraty has carefully carved out a role in foreign policy which no other actor can 
adequately perform: the ability to coordinate diverse inputs and objectives. Since the 
end of the Empire in 1889, the foreign policymaking process in Brazil has involved a 
wide range of actors, all anxious to promote their special interests. Regardless of the 
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nature of the government--military, civilian, dictatorial, or representative--actors from 
the political, economic, financial, and academic fields have played a continual role in 
the foreign-policy tradition established by Rio Branco. Several actors have attempted 
to gain more power in the foreign-policy arena. Thus far, they have been unsuccessful 
in reducing Itamaraty's power; given the long history and tradition of the institution, 
few other actors can compete in formulating long-term policy. An overview of some of 
these competing forces offers insight into Itamaraty's fluctuating role in the process, 
and in addition, provides a basis of analysis of its interaction with these groups in 
specific issue areas. 

The Imoact of Diverse lnouts 

Brazilian foreign-policy postures often suggest a close relationship between the 
president and the foreign-policy decisionmaking process. This relationship, while 
constitutionally provided, is not always as strong as history may suggest. Presidents 
have relied on information from several sources, including a strong Itamaraty. The 
multiplicity of sources has often been a source of conflict within the foreign 
policymaking community. During periods of economic crisis or weak government, the 
foreign ministry has been the source of all foreign-policy decisions in Brazil. The 
ministry's role has been stronger and more autonomous particularly during domestic 
crises, when the executive's attentions have been focused on internal affairs.61 

At various points in its history, forces have collided and competed with Itamaraty 
for the role of information supplier to the president. Itamaraty's role has shifted in 
significance and altered within its official constitutional function, depending on the 
strength of the competing forces and the content of policy issues in the foreign 
policymaking process. Itamaraty has withstood several clashes with presiding 
administrations and retained its power in the foreign policymaking community. This 
was demonstrated in the conflict between President Kubitschek and Itamaraty regarding 
the desire to renew diplomatic relations with the Soviet Union. Itamaraty, supported 
by factions of the military, vehemently opposed the renewal, and in fact succeeded in 
blocking it. 62 This incident was one of the first public confrontations between the 
two entities. Itamaraty, traditionally in the cooperative position, chose to exercise its 
independent right in influencing the direction of Brazil's foreign policy, and did so 
effectively through allying itself to another important institution, the military. 

During the Quadros administration, a conflict between presidential aides and the 
leaders of Itamaraty again reflected the ministry's ability to act independently. A 
presidential aide and businessman, Joao Dantas, signed a trade agreement with the East 
German government. The secretary-general of Itamaraty, Leitao da Cunha, in the midst 
of negotiation with the West German government, issued a statement retracting Dantas' 
agreement. Quadros, embarrassed by Cunha's insubordination, requested his resignation 
and ordered Dantas to change his negotiating position with East Germany. The foreign 
minister, Afonso Arinos, ameliorated the situation in his explanation to Congress by 
stating that only discussions, not binding agreements, had taken place. 63 The minister, 
in his traditional role of cooperation with the president, did not, however, compromise 
the ·integrity or importance of Itamaraty in the decisionmaking process by reasserting 
the role of Itamaraty and not allowing an "outsider" to assume responsibility for 
diplomacy. 

During the time of the military governments, Itamaraty enjoyed a great deal of 
autonomy in the formulation of foreign policy; domestic policy was the focus of 
executive concern. General Medici had very little interest in foreign policy; as a 
result, Itamaraty and its foreign minister, Mario Gibson Barbosa, were solely 
responsible for its formulation.64 A decade later, during the Figueiredo administration, 

13 



the actual role of the president in the foreign-policy decisionmaking process became 
even less significant. General Figueiredo, concerned with the Brazilian domestic crisis, 
allowed foreign policy to be formulated by the agencies that held a vital interest in it, 
including Itamaraty, the economic policymaking community, and the military. As a 
result, the president's role became even more deemphasized and competition between 
the ministries became keener.65 Even with the return to civilian rule, the new 
president has formulated most policy initiatives with the active support of ltamaraty. 

The importance of the minister in the actual formulation of foreign policy should 
not be overstated. The minister represents the ministry and Brazil at diplomatic 
functions, conferences, and negotiations, but foreign-service officers are responsible for 
actual policy formulation and position statements. There are two reasons for this: (a) 
the minister is often a presidential appointee with little knowledge of foreign 
relations, 66 and (b) due to the volatile nature of Brazilian politics, the tenure of the 
minister is rarely longer than a year.67 The policy formulation process is actually 
controlled by the secretary-general, who is promoted by law to the position from the 
ranks of the diplomatic corps.68 The tradition of foreign-policy formulation within 
Itamaraty requires a high degree of continuity and in turn, a high degree of knowledge 
of all aspects of international relations. 

Despite its constitutional authority, Congress has generally played a minimal role in 
the foreign-policy formulation process. The Senate can question ambassadorial 
appointments but rarely exercises its authority, and congressional foreign-policy 
committees have not been the source of significant influence in the policymaking 
community. Recently, however, Congress displayed a more active interest in foreign 
policy as indicated by its actions during the International Monetary Fund (IMF) 
negotiations. In 1983, Congress voted against Decree 1065, which cut wages and 
salaries as a part of Brazil's agreement with the IMF's proposed austerity plan. This 
new activity prompted ltamaraty to encourage more open dialogue with Congress 
regarding the formulation of foreign policy. Congressional involvement in 
foreign-policy formulation occurred again in May 1983, when a group of congressmen 
denounced U.S. intervention in Central American affairs, particularly in Nicaragua. In 
July of the same year, a multipartisan group of congressmen travelled to the United 
States and Nicaragua to assess the situation, resulting in an increase of an anti-U.S. 
policy sentiment in the region.69 As Congress has played a minimal role in the actual 
policymaking process, it should be noted that Itamaraty's Central American posture was 
only mildly critical of U.S. policy. 

The role of Congress in the future depends on its ability to build on the foundation 
created during the early 1980s. Given the nature of Brazilian politics and the large 
number of diverse political parties, consensus on foreign-policy issues seems unlikely. 
As Congress' attention turns inward to address Brazil's domestic economic problems, 
participation by Congress in the formulation of foreign policy is not probable. 
The influence of the press in Brazilian foreign-policy formulation has increased slightly 
in recent years (0 Estado Do Sao Paulo and Jornal Do Brasil off er the most 
comprehensive analysis and criticism) but does not appear to pose a significant threat 
to Itamaraty's position in the near future. 70 This can partially be attributed to the 
scarcity of media coverage of foreign policy. Coverage has often been limited to the 
ministries involved rather than the issue at hand. 

The relative scarcity of independent information, Itamaraty's mystique, and the 
suave ways of the diplomats hinder reporting. Weak training and ministerial 
loyalty, or the sense that foreign affairs "belongs" to the Foreign Ministry, 
prepare most commentators poorly for taking a broad or evolving view of the 
diffusion of foreign policy power. 71 
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The press has assumed, however, a more active part in the dissemination of 
information to the public as well as in the analysis of specific foreign-policy positions. 
This is evidenced by the coverage of the 1982 Falklands War and the 1983 interception 
of Libyan planes carrying weapons to Nicaragua. Criticisms of the military's as well as 
Itamaratrs positions during these incidents resulted in conflict between the two 
groups. 7 Sometimes, however the media's tendency toward straight reporting 
overshadows the opportunity for analysis which could mobilize public opinion on 
important foreign-policy issues. For example, 0 Globo covered the October 1986 visit 
of the president of Algeria to Brazil for gas trade negotiations. Coverage focused 
primarily on the visitor's agenda with very little analysis, neglecting the opportunity to 
address the South African apartheid problem. 73 The limited coverage of this event 
reflects Brazil's neglect of international affairs during times of domestic policy 
problems; media attention has been and continues to be focused on the resolution of 
Brazil's economic crisis. 

It should be noted, however, that the press coverage of the visit of Jorges Bolanos, 
the Cuban ambassador, was, by Brazilian standards, comprehensive. Jornal do Brasil 
published an interview with Bolanos which addressed the important issues of Angol~ 
the Contadora efforts, and the nature of future relations between Brazil and Cuba.7 

If the pi;-ess could effectively mobilize public interest in support for or against 
Itamaraty's or Brazil's policy initiatives, a significant impact could be rendered in 
foreign-policy formulation. 

Interest in the foreign-policy process outside of Itamaraty increased during the 
mid- l 950s with the emergence of the Brazilian intelligentsia. During this period, 
newspaper articles, journals, and institutes dedicated to the scholarly pursuit of 
foreign-policy issues appeared.75 This group of intellectuals, however, were not the 
initiators but merely the developers of Brazilian foreign-policy themes, and as their 
expertise was highly subjective, their impact was not consistently significant. The 
intellectuals supported President Vargas' economic policy as well as President's Quadros 
Afro-Asian plan. The nature of intellectual involvement has been characterized in this 
way: "[A] popular political leader selects the themes, and the intellectuals expand and 
refine them, but never alter the basic discussion guidelines. This process continues 
until another politician suggests new themes for discussion." 76 While the intellectuals 
desire for Brazil to pursue relations with and leadership within the Third World, they 
have not taken an active role in policy formulation in this area. They also realize the 
importance of amicable relations with the United States for economic reasons, yet they 
fear dependence.77 Their future role in foreign policymaking is not quite clear; their 
lack of definitive g·uidelines presents them as a source of opinion but not answers. 

Other actors in Brazil's foreign policymaking process have played brief but 
significant roles in specific policy initiatives. The State Federations of Industries and 
the National Confederation of Industries strongly supported import substitution policies 
and import tax exemptions. The Brazilian Petroleum Corporation (Petrobras) controls 
oil-import policy and the Army Ministry plays a competing role with private industries 
in arms exporting, while Itamaraty's role in both is negligible. Itamaraty's role in 
arms trading has changed slightly, however, with the formation of an interministerial 
commission to monitor the distribution of arms abroad. 78 ltamaraty's role among these 
various actors has been one of coordination to circumvent the infusion of special 
interests which could impede the formulation of effective policy: 

The Itamaraty ... is trying to control all these relatively independent actors, in 
order to avoid incoherence and dissonance on the part of quasi-governmental 
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actors, which might cause embarrassment or create problems for the 
implementation of foreign policy.79 

In recent decades, Brazil's foreign-policy process has been primarily a response to 
changes in financial, trade, and political security issues. Given the increasing 
complexity of these issues, Brazil's foreign-policy process has become more complex. 
Although Brazilian foreign-policy formulation has many diverse inputs, Itamaraty is 
significantlY. rivalled by only two groups, the military and the economic policymaking 
community.80 Clashes between Itamaraty and these two entities, however, highlight 
Itamaraty's ability to adapt in order to protect its interests in foreign-policy 
development. These clashes also reveal Itamaraty's special capabilities of coordination 
and negotiation in policymaking, roles which neither the military or the economic 
policymaking community have been able to duplicate. 

Economic Policy and Itamaraty 

During the mid- l 950s, the Kubitschek administration began to develop a foreign 
policy to promote effectively Brazil's economic interests; this concept of integrating 
foreign policy with economic interests, such as trade agreements, has since been a 
consistent theme in Brazil. Itamaraty was not affected by this new stance until 
several years later, when Brazil contracted to perform oil exploration in Bolivia. The 
National Development Bank of Brazil recommended to President Kubitschek in 1959 that 
Brazil use U.S. technical assistance to complete its obligations. Itamaraty's study 
contradicted the bank's suggestions, recommending that a "nationalist solution" be 
rendered. Itamaraty, with the support of Congress, renegotiated the contracts to 
include Brazilian technicians and resources. 81 

Itamaraty succeeded in isolating itself from the pressures of domestic politics until 
Brazil's preoccupation with economic development moved into the international setting. 
The acceleration of industrialization, the accumulation of foreign debt, and the growing 
pressure to improve income distribution contributed to the need for new export 
promotion. The ea.Sing of Cold War tensions provided new markets as well as the 
opportunity to decrease dependency on the United States. The desire to further 
develop markets for manufactured goods resulted in new interests influencing the 
formulation of foreign policy.82 Before this period, autonomous agencies had controlled 
the foreign sales of agricultural commodities, then the primary export good. During 
the late 1960s and 1970s, several agencies within the economic policymaking community 
competed in the arena of foreign trade with Itamaraty. For example, the Instituto 
Brasileiro do Cafe controlled the coffee industry, while the Instituto do A~ucar e do 
Alcool governed the sugar industry. 83 The lack of previous ip.volvement and technical 
expertise in the export promotion area resulted in increased competition between the 
economic policymaking community and Itamaraty for control of this facet of foreign 
policymaking. 

Relations between Itamaraty and the Ministry of Finance were caustic during this 
period, as the finance minister attempted to establish a foothold in the policymaking 
process. Itamaraty was unable to compete adequately in the international trade arena; 
Antonio Delfim Netto, the strong-willed finance minister, seized the opportunity to 
exercise his influence in the growing trade policy arena. Foreign minister Gibson 
Barbosa was unaccustomed to sharing Itamaraty's power in the international arena. A 
battle ensued between the two leaders. The creation of the Department for 
Commercial Promotion within Itamaraty marked the beginning of change. 84 
Modifications in the internal structure of the organization were necessary in order to 
maintain its position in the formulation of Brazilian foreign policy. 
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ltamaraty's Department of Commercial Promotion has actively pursued trade 
negotiations with the developing world. Itamaraty encountered conflict with the 
military regarding these policies; several factions, however, supported them politically 
and with the aid of then President Geisel they were able to overrule any opposition. 
The diversified agricultural and trade policies were successful for Brazil. Trade with 
the United States dropped substantially from 1972 until the early 1980s, while trade 
with Latin America, Africa, and the Middle East increased significantly.85 With its 
new involvement in trade policy formulation, Itamaraty in the 1980s faces competition 
from other influential groups involved in the policymaking process. 

[E]ach new arena that opens means one new actor or a series of new actors 
competing, either with other actors for the attention of the Itamaraty for the 
fulfillment of its own interests or with the Itamaraty itself for the attention of 
other government a\encies and offices, so as to capture a new slice of the 
international action. 6 

However, Itamaraty's role in this area was drastically decreased due to intra-ministerial 
budget cuts in 1983. 87 

ltamaraty has been active in pursuing available opportunities to demonstrate its 
ability to retain power in the foreign economic policymaking arena. In 1973, finance 
minister Netto relinquished the rights to negotiate tariffs with the European Economic 
Community (EEC). Itamaraty adeptly negotiated coffee and cocoa agreements without 
significant concessions to the Brazilian import markets. 88 In the past, Itamaraty has 
kept a lower profile in areas such as debt renegotiation, believing that bad results 
would tarnish the image of the ministry. Recently, however, ltamaraty has criticized 
the repayment schedule negotiated by the Finance Ministry, proposing instead a 
long-term solution to the problem. Itamaraty favored the formation of a multilateral 
organization whose sole responsibility would be the renegotiation of the Third World's 
debt problems. While the Finance Ministry sought U.S. support for its negotiation 
efforts, the Foreign Ministry indicated that Brazil would not adhere to the IMFs 
austerity plans. 89 Itamaraty's stance against the Finance Ministry reflects its 
dedication to the formulation of traditional, cohesive foreign policy which supports 
Brazil's national interests. 

As of late, Itamaraty has not exercised significant authority in export promotion or 
debt renegotiation policies, deferring to the Bank of Brazil and the Monetary Council 
under the guidance of the Ministry of Finance. Itamaraty is not a member of the 
Monetary Council, which has been chiefly responsible for debt renegotiation policy 
initiatives.90 In export promotion, Itamaraty formally negotiates the actual agreement 
while the Ministry of Finance "establishes lines of commerce and offers direct credit 
support through the Export Office of the Central Bank of Brazil and the Reinsurance 
Inst1tute. "91 Itamaraty's role in debt renegotiation is negligible; it has operated 
primarily in a negotiating capacity based on information provided by the economic 
policymaking community.92 To assist in this negotiating capacity, former foreign 
minister Ramiro Guerreiro, (1979-85), was named special ambassador for foreign debt 
matters. Itamaraty's role in these important a·reas, rather, is one of negotiation and 
coordination of the varied interests. 

Itamaraty's participation in informatics agreements and the GA TT accords in Punto 
del Este, Uruguay, represents its most significant efforts in foreign economic 
policymaking. In late September 1986, Itamaraty coordinated U.S. and Brazilian 
discussions of informatics market-reserve policies. Itamaraty represented the interests 
of the National Council of Informatics and Automation and the Ministry of Science and 
Technology.93 Itamaraty also played an active role in the GA TT negotiations, 
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particularly in presenting Brazil's position against the commercial regulation of 
services. The ability of Itamaraty to press for the services exemption was viewed as 
"a victory for our diplomacy," according to Itamaraty's Economic Development chief, 
Sebastiao de Rego Barros Netto.94 These recent activities reinforce the importance of 
Itamaraty in the coordination of the diverse economic interests. 

Political Securitv. the Military. and Itamaraty 

In the foreign policymaking community, Itamaraty must always preserve a sound 
working relationship with the military. The military and Itamaraty of ten clash on 
issues related to Brazil's political security. This can in part be attributed to the 
nature of the two organizations; there is a great deal of continuity and tradition 
within the ministry while the military is often plagued by dissension, not only among 
the different branches, but among the ranks.95 This relationship, which is tenuous at 
best given the nature of Brazilian politics, must be maintained in order to assure 
Itamaraty's endowed role in the foreign-policy decisionmaking process. 

The military's interest in foreign policy is not confined solely to the period 
beginning in 1964, but dates back to the post-World War II period. As the line 
between national security and foreign policy has become less distinguishable, the 
military's interest in foreign policymaking has become more pronounced. After the 
1964 coup, the new conservative military government forced a return to traditional 
policy values; the independent foreign-policy stance of Quadros and Goulart 
administrations disappeared. Indicative of this new stance, the military immediately 
severed ties and trade with Cuba, Hungary, and Communist China, which emphasized 
their strong commitment to U.S. policies. Two additional events, the arrival of 
Ambassador Juraci Magalhaes in Washington and the sending of troops to aid the 
United States in the Dominican Republic, demonstrated political and military allegiance 
to the United States.96 These policy shifts were in direct conflict with those 
promoted by Itamaraty. 

During the early 1970s, the military was openly critical of Itamaraty's proposal for 
stronger ties to Africa. Such criticisms, however, were not highly regarded by the 
military regimes, particularly General Figueiredo's. As a result, the military assumed a 
more receptive posture and "in strong contrast to the combative 'ideological frontiers' 
concept of the early 1970s, the Brazilian military has come to accept the desirability of 
economic cooperation with a wide variety of regimes, at least outside South Africa."97 

It seems likely that in the next decade, with the passing of the old generation 
of officers, a more united officer corps, trained in increasingly nationalist ESG 
[Escola Superior de Guerral doctrine, will emerge .... It may well be that the 
foreign ministry's chief influence on the broad lines of policy will be through its 
access to the Escola Superior de Guerra and the sharing of its special expertise 
with the military command.98 

The recent increase in security issues in the international arena has resulted in an 
increase in the military's interest in foreign-policy formulation. The Falklands War in 
1982, the attempted Libyan arms delivery to Nicaragua, and relations with several 
controversial countries has increased the military's involvement in foreign policy. The 
growing arms industry has also been of particular concern. 

[T]he arms industry has a strong national security dimension because it provides 
a greater degree of economy of scale as well as production and maintenance 
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autonomy for their own forces .... W'Jorce modernization implies international 
comparison and frames of reference. 

The growing interest of the military in the policy development of issues related to 
Brazil's political security has brought it into conflict with ltamaraty's activities. 

The onset of the Falklands War marked the first major international conflict in 
South America in more than four decades. The war also posed economic and diplomatic 
problems for Brazil in addition to its military implications. The Brazilian press noted 
several of the points of contention in relations between the Foreign Ministry and the 
military; the military became much more cautious and reflective of its defensive 
capabilities. I 00 As a result, the military became more concerned with Itamaraty's 
proclamations and negotiations, particularly in areas it perceived threatened Brazilian 
political security. 

In 1983, three Libyan planes, carrying weapons to Nicaragua, crossed Brazilian air 
space, causing domestic and international crises. ltamaraty and the military openly 
clashed in their approaches to the retention of the Libyan plane. The military 
advocated confiscation and eventual return to Libya of the Nicaragua-bound weapons. 
ltamaraty felt obliged to adhere to the principles of international law by allowing the 
planes to leave Brazil with their weapons and simply claiming a violation of Brazilian 
air space. The Libyan government flatly rejected the military's proposal and after 
extensive negotiations, accepted Itamaraty's plan. Final negotiations of the matter 
involved members of the economic planning community and the military providing input 
to General Figueiredo for the ultimate decision. IOI Future Brazilian relations with 
Libya, which include technology transfers, still concern the military. 

Another example of the military's increased involvement in policy formulation is the 
recent renewal of diplomatic relations with Cuba. Despite President Geisel's 
foreign-policy initiatives, which provided recognition of Angola and the People's 
Republic of China, ·the military would not sanction the renewal of diplomatic ties with 
Cuba. Although the military offered Cuba's lack of energy resources and commodity 
markets as reasons for its nonrecognition policy, ideological differences between the 
two nations was the true source of difficulties. Itamaraty's desire to renew diplomatic 
relations after Brazil's return to civilian rule, coupled with popular su~port (primarily 
from the labor groups and the left) led to recognition in June 1986.10 

The recent negotiation of the South Atlantic Security Proposal and the growing 
arms industry have been another source of conflict between the military and ltamaraty. 
In October 1986, the United Nations passed a resolution to create a "zone of 
cooperation and peace" in the south Atlantic. Itamaraty played an active role in the 
coordination of the multilateral effort to strengthen security in the region by 
eliminating a military presence. The creation of this zone created conflict between the 
military and Itamaraty; while the Navy Ministry conceded that the proposal was in the 
jurisdiction of ltamaraty; it refused to cooperate in its provision of the necessary 
armed forces.103 

Also of military concern is the commission coordinated by Itamaraty which monitors 
and authorizes weapons sales. Although ltamaraty plays an important part in the 
negotiating of arms sales agreements abroad, the military and the Planning Ministry 
have assumed a direct role in the negotiating of arms contracts. In light of the 
increase of political security issues in foreign-policy formulation, the involvement of 
the military in this process has grown and its clashes with Itamaraty have intensified. 
It is clear, however, that ltamaraty's negotiating expertise in these issues is 
fundamental to effective policy development. 
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CONCLUSIONS 

Itamaraty has undergone many changes, but it has managed to maintain a basic 
coordinating function in foreign-policy formulation. Analysis of the aforementioned 
issues has revealed that Itamaraty is still the primary source of policymaking, while the 
economic policymaking community and the military often play important roles, 
depending on the issue. The ministry retained a great deal of its administrative power 
during the military governments. It was during this period that a significant shift 
toward a more internationally focused foreign policy can be noted: "Brazil tilted 
deliberately toward Western Europe and the Third World and away from the United 
States on economic and political matters, with a ecumenical policy of ambiguous 
'responsible pragmatism.'" 104 

While ltamaraty has recently fallen under attack in several areas over which it once 
had complete control, the threat to its role in Brazilian foreign-policy formulation is 
not as significant as previously perceived. The threat from the economic community, 
while quite tangible in short-term policy formulation, does not carry great significance 
in the long-term policy context. The economic "technocrats" are generally more 
concerned with the "narrower, tangible, ad hoc, immediate and 'bottom line' 
considerations," while Itamarat~ is concerned with "the idea of dependence and Brazil's 
developmental vulnerabilities." 05 The role of the military, particularly in issues of 
political security, has been primarily that of cautious observer of the policies 
negotiated by Itamaraty. Itamaraty's ability to coordinate the divergent interests of 
these major actors and to negotiate policies it believes to be in Brazil's national 
interest is its most important function today. The ministry has formulated policies in 
adherence to the immediate concerns of · the military and economic policymaking 
community, while pursuing a more comprehensive long-term policy for Brazil. 

Itamaraty recognized that for Brazil to assume a more influential role 
internationally, several objectives for policy were fundamental. These objectives 
included (a) less dependence on the United States, (b) less dependence on coffee 
exports, and (c) increased world integration.106 Itamaraty's role in the formulation of 
Brazilian foreign policy has been one of coordination based on tradition: 

It was their professionalism, their sense of historical continuity, and their 
capacity to project a future that allowed them to introduce the changes at a 
pace palatable to a government that was, in terms of international relations, far 
more conservative than were diplomats, a government strongly influenced by cold 
war ideology developed under the leadership of the United States during World 
War 11.107 

Barriers to effective foreign policymaking in Brazil today do exist. First, in an 
attempt to generate support for domestic issues, foreign policy is often modified to suit 
special interests. Second, although sound economic development policy promotes 
national independence and international recognition, ~olicymakers in Brazil often 
jeopardize these benefits because of poor judgement. 08 Itamaraty has taken many 
corrective steps to reverse or ameliorate these policy shortcomings; its ability to 
coordinate and effectively promote the special interests involved in the 
foreign-policymaking process is its greatest asset. 
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A PROSPECTIVE FOR ITAMARATY 

The present and, in turn, the future role of ltamaraty in foreign policy depends on 
its ability to preserve the recent trends it has established for Brazil. Itamaraty, as 
history reveals, is the only institution that can provide the necessary cohesion between 
the often conflicting interests of the foreign-policy actors. 

To maintain its role in the foreign-policy decisionmaking process, administrative 
changes in Itamaraty must be made. Of first order is the need to increase its small 
number of personnel. Efforts in the past have been slow and seemingly insignificant 
by Western standards.109 These personnel increases must also be accompanied by 
improvements in the training received at the Institute of Rio Branco; a greater 
emphasis on more technical subjects such as economics as well as the development of a 
permanent faculty at the institute are essential. 

Despite efforts to increase the technical expertise of the ministry, there is still 
substantial progress to be made. There are two reasons for this general lack of 
expertise within the ministry: lack of experienced economists to deal with persistent, 
complex policy problems and insufficient training at the Institute of Rio Branco. The 
primary areas of study at the institute include the"old school" teachings of law, 
language, and diplomacy, with little attention to economics. HO This lack of expertise, 
as suggested by several scholars in the past, will only continue to weaken the role of 
Itamaraty in technical negotiations with other Brazilian and foreign institutions, and in 
turn, weaken its position as the stronghold of foreign-policy decisionmaking.111 

While Itamaraty's role in the policy formulation process was altered with the 
addition of new actors and special interests in the international arena, its traditional 
responsibilities have been retained. ltamaraty has since the Rio Branco administration 
maintained its constitutional role in the foreign-policy decisionmaking process. The 
aforementioned duties--diplomatic representation, negotiation, international cooperation 
efforts, and intelligence data collection--continue to be the sole responsibility of the 
foreign service. 

The previous analysis of Brazil's foreign policy reveals several trends which are 
likely to continue. The emphasis on economic development and its role in 
foreign-policy formulation, initiated in the Kubitschek administration, will prevail. The 
constructive dependence on other western nations and in particular the United States 
will continue. It is arguably in Brazil's best interest to sustain the relationship: 
history reveals that Brazil has for the most part profited form this relationship.112 
Tancredo Neves, during a pre-inaugural trip, proclaimed that Brazil was "the best 
friend of the United States in Latin America and perhaps the world."113 ltamaraty 
will continue to promote Brazil's important national interests, adhering to their 
long-standing foreign-policy tradition. 

Itamaraty's most important function in the foreign policymaking community is the 
articulation and coordination of divergent interests. The military and economic sectors 
have often pref erred to represent their own interests abroad, bypassing the traditional 
role of Itamaraty as the negotiator of all Brazilian treaties and agreements. ll 4 The 
future role of the military in Brazilian policymaking has recently fallen under question; 
the decisions of the Constituent Assembly regarding the military's function in the new· 
democracy could affect its influence in foreign-policy decisionmaking. The autonomy of 
the Brazilian military is highly suspect and could hold serious implications for the 
survival of Brazil's civilian government.115 Should the Constituent Assembly decide to 
limit or eliminate the military's role in Brazil's political processes, Itamaraty will be 
able to regain its autonomy in negotiating matters related to its political security, 
particularly the arms trade. 
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Drastic alterations not withstanding, such as the creation of a trade ministry, 
Itamaraty will most likely continue in its same capacity of coordination and negotiation 
of foreign policy. The lack of technical expertise will seriously limit any increased 
involvement in the economic-intensive issues of trade policy development and debt 
renegotiation~ But as analysis reveals, Itamaraty's role in Brazil's foreign-policy 
decisionmaking will continue to be a very active one. 
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CHAPTER 3: 
BRAZIL'S FOREIGN POLICY 

1964-1986 

Margarita Fournier 

In the early 1970s, Brazil emerged as the most prominent Latin American country on 
the international scene. As a member of numerous multinational organizations, Brazil 
became a vocal proponent of issues affecting developing countries (LDCs), especially in 
the areas of trade and sovereign rights. In a relatively short period of time, 
multilateral relations were expanded with the nations in Africa, the Middle East, and 
with socialist countries. It seemed the country was on its way to becoming an 
important international player, employing its diplomatic capabilities in the pursuit of 
national interests on a global scale. 

During this time, Brazil consolidated its position as a "middlepower," that is, an 
aspiring, if not yet active, participant in the multinational decisionmaking process. 
Although predominantly interested in securing agreements in trade, financial, scientific, 
and cultural spheres, Brazil's foreign policy initiatives also pointed to the goal of 
attaining a world-wide recognition of its potential to be one of the "great powers."1 

The style of its politics, however, remained dominated by a pragmatic, 
nonideological approach. Brazil has often followed a moderate, nonpolemical road, 
always ready to compromise and settle an issue rather than make a political stand. 
This has resulted partially from Brazil's uncertainty about its exact position between 
the advanced West and the Third World and its desire to belong to both. Its image 
reflects a combination of Western cultural values, a rapidly industrializing economy, 
and the social problems and uneven economic conditions reminiscent of poorest LDCs. 

Starting with its active role in the creation of the League of Nations in 1920, 
Brazil has pursued a visible presence in the international sphere. Brazil was a 
founding member of the United Nations Organization (U.N.) in 1945 and the U.N. 
Conference on Trade and Development (UNCTAD) and has held memberships in almost 
all other specialized agencies of the U.N. It is the only developing country to belong 
both to the General Agreement on Tariffs and Trade (GA TT) and the Group of 77. In 
the regional context, it is a member of the Organization of American States (0.A.S.); 
the Latin American Free Trade Association (LAFT A); the Latin American Integration 
Association (ALADI), formed to replace LAFT A; and the Latin American Economic 
System (SELA).2 

Brazilian foreign affairs are largely managed by the president himself and the 
immediate elite which surround him. Particularly under the military, input from 
Congress, academia, and business and labor had been greatly limited. With the civilian 
government this situation should change, although it may be difficult to predict to 
what degree. (Most recent developments in the country indicate that formulation of 
foreign policy will remain a domain of an elite circle.) Under the old constitution, 
Congress must approve most acts of foreign policy, including treaties, participation in 
international organizations, and the use of troops. 

The Ministry of Foreign Relations, Itamaraty, has been traditionally most prominent 
in the formulation of foreign policies; it is characterized by a long-term, conceptual 
view of world affairs, with competent, professional staff. Throughout the years, 
ltamaraty has gained a great degree of autonomy, conducting foreign policy largely 
above party politics. Because so much in foreign matters is now framed in economic 
terms, the Ministry of Finance, the Ministry of Mines and Energy, the Planning 

31 



Secretariat, and some banks have recently been brought into the decisionmaking 
process. At Itamaraty, this change has been reflected in a new curriculum, which 
includes classes in economics, banking, and science development, in addition to protocol 
and foreign languages. 

Under the military, such domestic agencies as the National Security Council 
(Conselho de Seguran~a Nacional, or CSN), the National Intelligence Service (Servi~o 
Nacional de Informa~oes, or SNI), and the High Command of the Armed Forces (Alto 
Comando das For~as Armadas, or ACFA) retained an important foreign policy role 
through their control over military attaches in Brazilian embassies around the world. 
The Superior War College (Escola Superior de Guerra, or ESG), once a scene of many 
foreign policy speeches, shifted its influence to domestic security matters.3 

The height of Brazil's international visibility occurred during the "economic miracle" 
of 1968-73, a conjunction of the favorable internal economic situation and assertive 
projection in the international forum. The unprecedented economic growth spurred a 
corresponding increase in confidence and justified global ambitions. But just as 
economic development has been subject to cycles, so have these cycles affected the 
extent of Brazil's foreign policy aspirations, underscoring the country's debt and 
dependency on world economy as its vulnerable points. 

In the late 1970s, mounting economic problems, loss of prestige because of human 
rights abuses, and uncertainty about the government's ability to sustain the 
responsibilities of a greater international role combined to lessen Brazil's outward 
presence. Although interest in new external contacts continued, growing emphasis was 
placed on foreign policy as an extension of domestic economic needs, reaffirming 
Brazil's underlying goal to gain economic advantage rather than ideological and political 
influence. 

This paper explores prevailing themes in Brazil's foreign policy as they have evolved 
over the last twenty years and attempts to document and analyze its foreign policy 
goals and strategies, using as examples specific initiatives. These involve trade, 
including relations with other LDCs and the socialist bloc, and the pursuit of 
technological advancement; regional alliances and Brazil's role within Latin America; its 
relations with OECD, especially the United States; and foreign debt. Regardless of the 
government in power, Brazil's foreign policy has maintained an apparent degree of 
continuity, with only a few dramatic shifts in alliances or purposes. What accounts for 
Brazil's steady and moderate, occasionally mediating, approach to foreign policy? And 
in contrast, what has motivated the few controversial decisions, for example, 
recognition of the Movement for the Liberation of Angola (MPLA) government, by this 
country's leaders? The substantive part of the paper starts with a brief history of 
foreign relations from the onset of the twentieth century, but the main emphasis falls 
on the period which began with a dramatic internal development, the military coup of 
1964, and ended in 1986, with an as yet brief period of civilian rule. These two 
extremes in ideological orientation provide a framework suitable for comparing policies 
to illustrate Brazil's aforementioned nonideological approach and the continuity of 
Brazilian foreign policy. 

PREMILITARY ADMINISTRATIONS, 1900-1964 

The notion of transforming Brazil into a major world power was first actively 
formulated, finding much support among the Brazilian nationalists, by Baron do Rio
Branco, who laid the foundation of Brazil's modern foreign policy at the beginning of 
the twentieth century. He sought world recognition by allying himself with another 
emerging, yet economically far stronger, world power, the United States. The alliance, 

32 



similar to an earlier cooperation with Great Britain, served U.S. goals better than 
Brazilian ones, and it was not long before Brazil looked elsewhere to fulfill its needs. 
The country's short relationship with Nazi Germany--and consequent playing-off of its 
two allies against each other--was an indication of the pragmatism which was often to 
motivate Brazil's foreign policy in the future. 

Baron do Rio-Branco initially pronounced international prestige to be the desired 
goal in the new era of Brazil's foreign policy. It was under Getdlio Vargas' first 
mandate in power ( 1930-45) that this prestige became equated with the strength and 
expediency of economic development. Already then, Brazil focused on beneficial 
economic aims in its relations with both the United States and Nazi Germany, 
unhampered by the conflict in the two countries' ideologies. 

During World War II, Brazil was the only Latin American country to engage its 
troops on the European front, thus reinforcing its ties with the United States. Later, 
snubbed in its attempt to gain a permanent seat on the U.N. Security Council, which it 
expected as recognition of its contribution to the war, Brazil retreated from an active 
role on the international scene, giving priority instead to the development of its 
national economy as the only assured way to achieve an upward change in the status 
of the country. 

The degree to which foreign policy had become an instrument of domestic economic 
needs was even more pronounced during Vargas' second mandate (1951-55), and was 
extensively supported by the national populists. In addition, Vargas' nationalistic 
domestic policies had a direct effect on Brazil's foreign relations. For example, the oil 
company Petrobras was established entirely in defiance of stated U.S. preferences, and 
even caused a temporary shift in alliances as Washington concentrated on improving 
relations with Argentina. Popular nationalism also led to a more outspoken position in 
international affairs, support for the anticolonial movement, greater protection of the 
country's resources, and limits on the influx of foreign capital. The United States' 
proposal that Brazil participate in the Korean War was firmly refused. 

Juscelino Kubitschek's-administration, in the mid- l 950s, maintained a moderate 
position, allowing increased foreign capital into the country, but at the same time, 
e~panding the state's role in the economic development of the nation. Accelerated 
industrialization, expansion of power and transport facilities, and capitalization were a 
major concern during his term of office.4 

As Western capital came to play an increasingly important role in the country's 
economy, Brazil ceased to be a vocal supporter of newly decolonized nations, 
anticolonial wars, and human rights. Depe.ndency on foreign investment effected 
definite limitations on the country's independent stand in foreign affairs. When his 
tenure drew to a close, Kubitschek's economic policies ran into difficulties. The 
nationalists, who blamed excessive foreign control over the economy for the problems, 
led the shift toward a more nationalistic and anti-imperialistic tone in the 
government's pronouncements. -One of the outcomes of this shift was resumed- trade 
relations with the Us.5R. 

Under the administrations of J4nio Quadros and Joao Goulart, strong nationalistic 
sentiments moved to the forefront of decisionmaking. This resulted in policies (for 
example, votes in the U.N. and 0.A.S.) which aimed to undermine the influence and the 
interests of the United States. Instead, emphasis shifted toward the pursuit of links 
with African countries, China, and other socialist nations. In 1961, Brazil established 
diplomatic relations with the Us.5R and expanded mutual trade relations. 5 

Quadros, in an article written for Foreign Affairs--a fact interesting in itself, since 
it indicates a degree of familiarity and importance given to the U.S. audience-
outlined some of the principles guiding his foreign policies: "(N]ot being members of 
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any bloc, not even of the neutralist bloc, we preserve our absolute freedom to make 
our own decisions in specific cases." And he continued: 

The world must be made aware of the fact that Brazil is intensely increasing its 
production, looking not only to the domestic market, but specifically seeking to 
attract . other nations. Economically speaking, my government's motto is, 
"Produce everything, for everything produced is marketable." We shall go out to 
conquer these markets, at home, in Latin America, in Africa, in Asia, in Oceania, 
in countries under democracy, and in those that have joined the Communist 
system. Material interests know no doctrine, and Brazil is undergoing a period 
when its very survival as a nation occupying one of the most extensive and 
privileged areas of the globe, depends on the solution of its economic problems. 6 

The statement makes clear the priority given to trade and economic problems and 
the pursuit of Brazilian interests above all else. Externally, Brazil sought relations 
with Cuba and other socialist countries, insisting on self-determination. On the 
domestic front, these efforts reflected a strong nationalistic bias in ·the economic 
development policies of the two heads of state, particularly Goulart. Although Brazil's 
tum toward previously unexplored markets in Africa and· Eastern Europe was partly due 
to competitive pressures from the OECD countries, it also reflected a long-standing, 
fundamental mistrust of foreign, especially Western, interests in the nation's economy. 
Shortly before his overthrow, Goulart made a decision to implement measures severely 
restricting the flow of foreign capital into the country. From the viewpoint of the 
United States, these economic actions caused far greater concern, especially in the 
business community, than the nationalistic statements, however "independent," directed 
at the international audience. 

Goulart visited Washington in 1962, seeking to assure North Americans that this 
independence, as he reiterated during his stay, did not signal Brazil's abandonment of 
the Western alliance. He was presumably not convincing, for two years later, when an 
increasingly confusing atmosphere of economic decline and a self-destructive power 
struggle inspired the Brazilian military to oust the president, U.S. leadership made the 
decision to cooperate covertly in Goulart's overthrow. 

·MILITARY RULE, 1964-1985 

Traditional literature on the subject maintains that the military accomplished a 
complete turnabout in foreign policy, reversing particularly those initiatives of the 
previous administrations which were aimed at countries in the Third World and the 
socialist bloc. Retrospectively, this seems true only to a limited degree. In fact, not 
long after the takeover, foreign policies resumed the general direction first marked by 
Quadros, and by the early 1980s, the highly controversial initiatives of Goulart's 
"independent period" were followed without much public discussion or controversy. 

When it first came to power, the military, headed by the newly chosen president, 
Humberto de Alencar Castelo Branco, . promptly cancelled relations with Cuba; readily 
cooperated with aggressive U.S. policies during the 1965 intervention in the Dominican 
Republic; and voted against the admission of the People's Republic of China into the 
U.N. These actions emanated from the basically conservative world view of the 
members of the armed forces. Additionally, the linha dura (hard line) in the military 
succeeded in transforming the external East-West struggle into an issue of domestic 
concern, using it as a justification for the suppression of members of the left. 
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But new policies were neither uniform, nor entirely based on ideology. This 
condition was largely due to considerable factionalism within the military. Castelo 
Branco, who belonged to the moderate Sorbonne group, said of trade policies that 
Brazil was "ready to trade with anyone, even with the East, so long as such commerce 
does not serve as a vehicle for unacceptable influences."7 The break with Cuba did 
little harm to Brazilian economic interests, since the two countries' trade patterns were 
not particularly compatible. The military felt strongly compelled to show support for 
U.S. policies, in order to assure a steady influx of Western capital, and closing the 
Cuban embassy was an easily accomplished symbolic act. 

Supporting the proposition that ideology was not the sole motivator for the break 
with Cuba, is, for example, the fact that Brazil retained relations with the Soviet 
Union, even though trade volume declined from 55 million rubles in 1964 to 23 million 
in 1970. 8 In fact, in 1966, Brazil was the only country on the Latin American 
continent to receive Soviet aid in the amount of $83 million. 9 The 1966 agreement to 
extend Russian credit in the amount of $100 million remained on paper, unrealized.10 

Although during the military factions' power struggle, the nationalists, many of 
whom had left-leaning tendencies, had been steadily removed from the ranks, their 
influence was still felt in foreign policy decisionmaking. The linha W!m often came 
under their criticism for selling out to U.S. interests. But even General Golberi do 
Couto e Silva, considered the architect of foreign policy as a part of the Doctrine of 
National Security, maintained strong nationalist sentiments in his otherwise right-wing 
position: 

[W]hen we see that the USA negotiates, using the weight of dollars, immense 
amounts of aid in order to gain the support and cooperation of undecided people 
or even frankly hostile nations of the West European region, in the Middle East, 
or in Asia--it seems to us to be only just that we should also learn to bargain 
at high prices, and to use the fact that we, as a nation, hold the trump card. 
We should use this to obtain the necessary means to develop our land and to 
carry out our mission. We may also invoke a "manifest destiny" theory, 
especially since it does not collide directly with that of our bigger and more 
powerful brother in the North. I I 

This belief was widely held by the military. The basic tenets of Brazil's foreign 
policy were contained in the Doctrine of National Security and Development. 
Formulated at the ESG, it linked economic development, national security, and foreign 
policy. Economic development, made possible through rapid industrialization and the 
application of modem technology, was essential, not only in maintaining national 
security, but also in assuring Brazil's prominence in the world. 

General Golberi, an instrumental geopolitical strategist, reiterated Brazil's alliance 
with the Western world, basing it on the country's · geographic position and Christian 
tradition. The responsibility claimed by the military for the defense of the Southern 
Atlantic left Brazil's neighbors rather uneasy, and charges of subcontinental imperialism 
were brought against the country. Additionally, Brazil seemed ready to take its quiet 
war against the "subversive left" across its borders to any country on the continent--
an offer which went without acceptance. 

It must be noted that only the most conservative military circles gave their full 
support to these policies, and not even among them was there always complete 
agreement. This is evident from, for example, the existence--and its consequent 
suppression--of a secret plan to invade Uruguay, showing the extreme direction to 
which some military officers were willing to stir the country. 
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The military having successfully reinstated Brazil into the fold of the alliance of 
Western nations, Golberi began to stress the necessity of extracting a high price for 
Brazilian support in foreign affairs, especially from the United States, reminding the 
West that it should not be taken for granted. The main goal in so doing was to renew 
the influx of foreign capital into the country. The government promoted "rapid" 
economic growth, creating an increased need for investment from abroad. With its 
only source being the developed countries, Brazil became highly dependent on the West. 
Internationalization of the national economy, an integral part of the "Brazilian 
development model," removed most of the previous obstacles to the presence of 
multinational capital. 

Brazil's unconditional allegiance to the West, particularly the United States, was, in 
its pure form, a short-lived phenomenon. By 1967, old suspicions of foreign interests 
meddling in internal events reemerged, and the nation's leaders announced the "Brazil 
First" policy. The new president, Artur Costa e Silva, a member of the linha dura 
with no previous ties to the United States, redirected Brazil's foreign policy toward 
independent nationalism. Itamaraty was instructed to concentrate its efforts mainly at 
the U.N. rather than the 0.A.S., a fact partly due to the declining significance of the 
0.A.S. Brazilian policies focused on the North-South conflict, and its representatives 
began to search and voice active support for ways to resolve inequalities between the 
two camps. 

During Emilio Garrastazu Medici's administration, the area of foreign affairs 
concerns expanded as Brazilian diplomats addressed a need for change in the 
international monetary system, protectionist policies of the OECD countries, and the 
ownership of seabed. Brazil's determined pronouncements on these issues reflected its 
steadily rising assertiveness and independence in world affairs. The Finance Minister 
Roberto Campos proclaimed in 1971 that it was "absurd to expect that what is good for 
the USA, is also good for Brazil, because our interests are different, due to the 
competition in trade, levels of development and different responsibilities in the 
international affairs."12 

Campos' position was based on a number of international events that had combined 
to facilitate the emergence of new and independent voices among the world's nations. 
The United States embroiled in a futile war in Vietnam, had lost some of its prestige, 
and the detente sought by both East and West had blurred the bipolar makeup of the 
world. Disappointed by the West's weak economic performance and its inability to 
solve its social problems, the former colonies had begun to search for new leaders. 

In the early 1970s, it seemed, Brazil aspired to this leadership role. The needed 
energy and determination was reflected in a speech by Mario Gibson Barbosa, minister 
of foreign relations, given on July 17, 1970, at the ESG: 

All states have a specific weight and their own power in the community of 
nations. The overestimation of that national power and its abusive application 
inevitably brings disaster, if not destruction .... Inversely, a state will be 
condemned to immobilization, which is also a disaster, in an era such as the 
present one, of real acceleration of the historical process, if it fails to utilize 
its respective national power to "its precise limits, be it through timidity or 
through exa¥.;erated prudence in avoiding the inevitable confrontations of 
internal life. 

Barbosa was ref erring, no doubt, to the power grown out of the economic expansion 
that had been realized during the "economic miracle"--the six hopeful years of 
unprecedented growth which had earned the country world-wide prominence, helped 
legitimize the military government, and boosted the national ego. The nation was now 
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not only interested in, but also in a position to challenge, the established patterns of 
international commerce to gain greater benefit for itself. Rejecting any limitations on 
trade opportunities, the government followed the words of the Brazilian diplomat, De 
Meira Penna: "Brazil has reached sufficient political maturity to trade without fear 
with any country, and not to have to limit its trade through ideological ties."14 

Although highly advantageous for trade cooperation, this position had other 
consequences. Brazil's insistence on "ideology-free" relations may have cost it the 
leadership role among the Third World countries. Brazil's unwillingness to take 
definite, strong positions on significant world issues not directly affecting it gave 
other LDCs nothing with which to identify, and no examples to follow. It is possible 
to speculate that leadership was never in Brazil's plans, since such a role carries with 
it responsibilities and trappings of an automatic classification, not desired by the 
government. In addition, as a representative of the Third World, the country would be 
positioned squarely against the OECD nations--not a good situation for a state that 
wanted to be recognized as equal and independent by the West. In this, the Brazilian 
case seems parallel to that of Japan: both countries, focusing on economic 
development, have forgone their claims to a "moral" leadership stand on issues. 

Brazil's Relations with Third World Countries and the USSR 

One of Brazil's main foreign policy initiatives in the 1970s was the broadening of 
relations with African countries. These efforts, first begun under Quadros and Goulart, 
had lost momentum under the military government. By the early 1970s, however, 
economic necessity pointed in the direction of new markets, including China, the Soviet 
Union, and Africa. Brazil's leaders stressed the historic cultural and human linkages 
between itself and the African nations. It seemed only natural that Brazil should 
develop close ties with black Africa, given that so large a part of its own culture was 
rooted there. 

In October 1972, the Foreign Minister Mario Gibson Barbosa embarked on a mission 
to West Africa to explore possibilities of trade cooperation, technical assistance, 
coordination of coffee and cocoa prices, and resolution of claims to territorial waters. 
Brazilian policymakers realized the potential for mutually advantageous cooperation: 
Brazil would gain access to the African countries' raw materials, such as Nigerian oil, 
and Africa in tum would benefit from technical assistance and machinery suited to 
similar geographical and ecological conditions. 

Appealing to the Third World sentiments of his hosts, the foreign minister made 
frequent mention of the need for national self-determination and the ability of a 
nation to take full advantage of its own resources. (The underlying theme of these 
appeals, no doubt, carried an implication that once freed from dependence on the West, 
a developing country would be able to choose its trading partners, including Brazil.) 
He also advocated a stronger U .N. and a more significant role for LDCs in 
international monetary affairs. The statements reflected Brazil's long-term ambition to 
serve as one of the active organizers of the restructured world economic system bl 
way of furthering its dialogue with both the developed and developing countries. 5 

From the perspective of the African countries, Brazil was seen as supportive of 
Portugal retaining its colonies, having large business interests in Angola, Mozambique, 
and Portuguese Guinea, and maintaining various trade agreements with Portugal proper. 
Brazilian officials admitted they were using Portuguese ties in Africa and Europe to 
expand Brazil's trade profile in areas otherwise inaccessible. The tacit agreement with 
Portuguese colonial policies was clearly motivated by Brazilian self-interest. A year 
later, however, when President Medici visited Portugal, there were reports that Lisbon 
was dissatisfied with Brazil's reluctance to support its African policies openly. No 
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doubt, this reflected a new, high priority given by the Brazilians to its expanding 
African policies. 

The concern over Brazil's support for Portugal was later replaced by the African 
countries' opposition to Brazilian relations with South Africa. Although Brazil has 
scaled down its embassy in Pretoria and become a vehement critic of apartheid at the 
U.N., it has done very little to limit trade with South Africa. In 1979, it proclaimed a 
ban on arms exports, but trade in other areas continued to flourish. South Africa has 
had various investments in Brazil, and these increased in the early 1980s. With the 
new civilian government of Jose Sarney, strict trade and cultural sanctions were 
imposed in 1985, banning export of arms, fuel, and electronic equipment. Still 
remaining of the old ties are markedly cool diplomatic relations and limited commerce. 

The African initiative of the early 1970s was only one part of an overall diplomatic 
"opening up" for Brazil. Beginning with the administration of Costa e Silva, increasing 
references to being a "great power" entered the official rhetoric. Ideas were based on 
the new "national strategic concept," which called for a defense of national rights and 
interests, growth of international prestige, protection of international order, and 
coexistence of peace and progress. All this was to be achieved by diplomatic 
negotiations, bilateral agreements, and participation in international organizations.16 
Brazil felt strong enough to attempt to challenge some of the tenets of the established 
power structure. 

The Brazilian ambassador, Joao Augusto de Araujo Castro, in a speech in Los 
Angeles in 1972, accused the leading countries of attempting to freeze the division of 
world power, referring indirectly to the Treaty of Non-Proliferation of Nuclear 
Weapons. The accusation focused on the creation of the "categories" of nations: those 
that can handle nuclear power, and those (less responsible ones) that cannot. 

The military felt that any limitations on arms development negotiated by the 
Western alliance, be the arms nuclear or conventional, placed unfair restrictions on the 
Brazilian government. By 1973, according to a report in the weekly Manchete, 
attention to military power figured prominently in the Brazilian great power policy. It 
assured that the military would not act as an aggressive, but rather as a dissuasive 
force--a concern which was often raised by its neighbors.17 But Brazil's rising 
purchases of military equipment seemed to justify charges of hegemonial designs from 
the surrounding nations. At that time, Itamaraty seemed isolated in its search for 
issues of common interest in an effort to improve relations and foster cooperation 
within the Latin American continent. 

The foreign minister made several trips in 1973 to the member countries of the 
Andean Group to promote economic cooperation. Thus, Peru's left-wing military 
government and Brazil agreed to unite in defense of their declared 200-mile offshore 
boundary, to insist jointly on a greater share in world cargo traffic for the merchant 
marines of developing countries, and to oppose the protectionist policies of some 
industrialized- nations. 

By early 1980s, a major change was occurring in Brazil's relationship with 
Argentina. Although believing itself to be a leader on the continent, Argentina could 
no longer ignore Brazil's growing economic strength, and the two perpetual rivals 
embarked on a road of cooperation·, expanding their limited trade through a common
market mechanism, and agreeing to develop a joint nuclear program. During the 
Falklands/Malvinas war in 1982, Brazil seemingly maintained neutrality; only later was 
it revealed in the Brazilian press that the military supplied the Argentineans with arms 
during the conflict. More recently, both countries have shared similar political 
developments, in which the military has turned the power over to the civilians. 
Presidents Raul Alfonsin and Jose Sarney are known to have good rapport, so it may 
be predicted that the two countries will remain on friendly terms. 
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In 1973, when the Arab nations proclaimed the oil embargo, many of Brazil's newly 
evolved expansive plans faced curtailment. Brazil was completely dependent on foreign 
oil, and by that year, it was consuming vast amounts of the commodity. The most 
notable victim of the embargo was the economic miracle because of the unexpected 
diversion of foreign reserves to pay for oil, and additional money was limited due to a 
drop in exports. (This reasoning is widely accepted; however, close examinations have 
revealed that the boom started to unravel long before the energy shortage.) 

Brazil, to avoid the effects of similar occurrences in the future, promptly reversed 
its long-standing policy of supporting lsrael--one continued mainly in deference to the 
United States, but of little actual economic interest--and expressed full support for the 
Arab countries and the Palestinian cause. In 1979, the Palestinian Liberation 
Organization (PLO) was officially recognized as a legitimate representative of the 
Palestinian people, and allowed to open an office in Brasilia. 

Since the time of the embargo, Brazil has decided to expand its market base in the 
Middle East. Its success has been only partial, since many of the rich oil exporters 
were not interested in Brazilian products. However, it has found cooperative trading 
partners in Algeria, Kuwait, and especially Iraq. Outside of product sales, Brazil has 
provided these countries with considerable technological expertise in such projects as 
the construction of a railroad in Iraq. Iraq has made large purchases of Brazilian 
arms, a particularly controversial issue because of their use in the war with Iran and 
because Brazil has been known to provide arms, although on a limited scale, to Iran, 
too. In 1979, Braspetro, the overseas exploration subsidiary of Petro bras, struck oil in 
Iraq and proposed to develop the area using its equipment, technicians, and semiskilled 
labor. As the result of this arrangement, Brazil was guaranteed oil at prices far below 
those of OPEC. 

In 1979, Iraq and Brazil signed a protocol agreement for the sale of natural uranium 
and collaboration on the construction of nuclear reactors. The agreement, which, 
understandably, neither partner wanted revealed, became public in 1981, when Israel 
bombed an Iraqi nuclear reactor. The revelations proved rather embarrassing to the 
Brazilian government, and much concern was voiced from all parts of the world, since 
neither country was a signatory to the nuclear nonproliferation treaty. 

At the start of the Iran-Iraq war in 1980, Brazil was again left without its main oil 
supplier because of severe limitations on Iraqi production and the closing of the Syrian 
pipeline. Brazil turned to Nigeria to expand purchases of oil, but since this was a time 
of serious economic downturn in Brazil, with few available reserves for its ever
increasing oil demands, the country's economic planners began a strong promotion of 
commercial agreements in terms of countertrade. 

Today, a considerable amount of Brazilian commerce transpires through countertrade 
deals, a practice disapproved of by the International Monetary Fund (IMF), which 
claims that it distorts international trade. Since no cash is involved, precise statistics 
regarding trade volume are hard to come by. As far as developing countries are 
concerned, countertrade has gained wide acceptance as part of the model of South
South cooperation to achieve the new international economic order. In a typical deal, 
two or more products are exchanged in amounts according to previously set prices; in 
this manner, for example, Brazil has traded cars in exchange for Nigerian oil, and for 
both countries the prices have been lower than if purchased with cash. As neither 
Brazil nor its Third World trading partners have foreign reserves to spare, countertrade 
has become a welcome solution. Direct trade between the LDCs avoids the 
protectionist measures increasingly imposed by the OECD countries, and eliminates the 
intermediary role of multinational corporations. Simultaneously, it has fostered 
specialization in production without the fear of overt dependence on an external 
economic structure. 
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Many of the purchases of Brazilian products by the LDCs, particularly the Middle 
Eastern countries, involve only one specific area, the arms industry. Brazil in 1975, 
passed a decree establishing an arms-producing sector under government sponsorship, 
and within a relatively short period of time became one of the world's major arms 
manufacturers and exporters. Brazilian strategy emphasized the Third World market 
with its particular demands of low cost and maintenance. The domestically developed 
armaments use only moderately complex technology, are well-suited for the terrain, and 
reasonably priced. Additionally, Brazil has greatly capitalized on the assertion that its 
arms sales neither carry ideological strings nor are they politically compromising for 
the buyer because of the seller's nonaligned position. Brazil has traded arms for oil 
with Algeria, Libya, and Iraq; has struck deals with Saudi Arabia for arms development; 
and today, more than fifty states use its armaments, among them several OECD 
countries. In 1984, Brazilian arms sales amounted to over $2 billion.18 

The doctrine of "responsible pragmatism and no automatic alliances" of President 
Ernesto Geisel was broad enough to include widening relations with the USSR. Already 
in 1972, Barbosa, in a speech at the Institute of Rio-Branco, suggested: "Brazilian 
foreign policy ... should increase dialogue with those countries, for example, the 
USSR, which previously were not among those considered for expansion in relations."19 
Commercial ties between the two nations grew at an accelerated rate, and by 1976 
reached a peak volume of 445.5 million rubles.20 Since then, growth has been uneven, 
adding areas of cultural exchange and scientific cooperation, and reaffirming several 
trade agreements in the early 1980s. 

Relations with the United States 

As mentioned earlier, one of the main reasons Brazil was able to develop favorable 
relations with the Arab states was its renouncement of previous ties with Israel. The 
decision to end support of Israel--specifically, the decision to vote for the 1975 UN 
resolution equating Zionism with racism--was not typical of Brazilian foreign policy. 
Itamaraty has usually avoided controversial steps and has seemed most comfortable with 
quiet diplomacy. But this was a different matter. Brazil's need for oil was real and 
there was little economic benefit derived from relations with Israel. The U.S. 
Department of State exerted considerable pressure on Brazilian diplomats to reverse 
their vote in the U.N. This effort, seen as a challenge to Brazil's aspiration of 
proving independence in foreign affairs, backfired, and consequently solidified the 
original, affirmative vote. 

A similarly controversial situation occurred when Geisel's administration literally 
rushed to recognize the new Angolan government of the MPLA, after its "I 97 5 victory 
in the civil war. Although the two nations had maintained close, long-standing 
relations, the decision to recognize the new government was extensively criticized in 
the daily press. Azeredo da Silveira-def ended Brazil's Angola policy: 

Brazil is no longer anyone's servant .... Diplomatic relations are not social 
relations. Our relation with Angola is government to government, and we 
maintained this relationship during the transitional government. When the· 
transitional government broke up into different groups, we continued relations 
with Angola, and none of these groups have asked us to leave country. Angola 
was recognized bf all Portuguese-speaking countries and there was no reason for 
us not to do so.2 

"Anyone" in this statement clearly refers to one country in particular, the United 
States, which was taken by surprise by the event, and forced again to confront its 
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waning influence in this Latin American nation. In fact, relations with the United 
States had been steadily deteriorating since the late 1960s. For a long time before it 
was publicly admitted, the "beautiful relationship," as some have called it, between the 
two countries was not much more than an empty phrase. 

Since the times of Baron do Rio-Branco, the United States and Brazil maintained a 
close relationship, and steadily, Brazilian industrial development came to depend greatly 
on U.S. loans and investments. This dependency has been opposed in principle by many 
Brazilians, although the degree of overt opposition has varied with time, and there has 
been a continuous movement toward asserting a more independent path. This trend 
became consistently apparent with the growth of Brazilian economic strength, the 
rising level of industrialization, and diversified trade relations. 

- In 197 4, Secretary of State Henry Kissinger signed a protocol which acknowledged 
the "special relationship" between the United States and Brazil. 22 But this was the 
time of Geisel's policy of "no automatic alliances," and the signatures could not divert 
Brazil from its autonomous path. A year later, Brasilia concluded an agreement with 
West Germany to develop a nuclear industry for peaceful purposes. It was a deal 
greatly opposed in Washington, which sent emissaries to both capitals in an effort to 
prevent the treaty. American heavy-handedness alienated both Brazil and West 
Germany, and the contract was consummated in defiance of U.S. wishes. 

In 1976, Kissinger again signed a mutual cooperation treaty in Brasilia, recognizing 
Brazil as the main power on the Latin American continent. This agreement differed 
from the previous one in that it showed clear acknowledgment of Brazil's newly 
developed strength, and gave some legitimacy to its demands. But within a year, the 
administration in Washington had changed, and the treaty lost its significance. U.S. 
military aid, regularly received in Brazil, became tied to President Carter's human 
rights policies--a presumption which Brasilia regarded as a gross interference in 
domestic affairs. As a result, the Military Assistance Treaty, dating back to 1952, was 
cancelled, and Brazil ref used to accept any aid. An editorial in the Jornal do Brazil, 
October 9, 1977, had this to say about the event 

Moreover, with the end of bipolar simplicity of a generation ago, and the 
diminished international, financial, technical, and military power of the USA, the 
relationship between the USA and Latin America has changed profoundly. The 
great diversification of global power relations is not only reflected in the 
emergence of the EEC, OPEC, the Non-Aligned Nations Movement, but also by 
the growing participation in world trade of the newly industrial nations such as 
South Korea, Mexico, and Brazil.23 

President Joao Batista Figueiredo, elected in 1979, chose not to follow the custom of 
visiting Washington, and instead turned to Europe and other Latin American countries 
in a move designed to demonstrate his nation's independent stand. 

In 1982, President Ronald Reagan paid a brief visit to Brazil "to eliminate some of 
the friction of Carter years."24 Relations seemed cordial at the time, but underneath a 
number of trade issues boiled, and negotiations failed to produce solutions. These 
problems, including charges of Brazilian protectionism in the computer industry, the 
high volume of cheap shoe exports on the American market, and the restrictive laws of 
informatics, have remained and have overshadowed even such basic, but less talked 
about, conflicts as the U.S. support for the Nicaraguan contras. Indicative of the high 
priority given by the Brazilians to issues of commerce, trade differences have been 
most problematic to reconcile, while areas of political disagreement over Cuba, 
Nicaragua, and Angola have been successfully kept out of open confrontation. (After 
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President Reagan's visit, the United States did reverse its stand on IMF quotas, a move 
welcomed by Brazil, but the beneficial effect was short-lived.)25 

There can be little doubt now that Brazil has managed to establish autonomy from 
the United States in both its internal and external conduct. Close identification with 
the United States would have prevented the country from pursuing trade expansion in 
the rest of the world. Yet the mutual links have been far from severed. The two 
business communities maintain various trade arrangements, and although the volume of 
trade has been steadily declining, it is still sizable in absolute terms. Where 
governments could not reach agreements, business leaders have sought their own 
solutions. In 1976, the Business Council was formed, providing a channel for direct 
dialogue between key business and commercial decisionmakers of the two countries. 26 

U.S. investors have several billion dollars vested in Brazil, and U.S. banks hold the 
largest portions of Brazilian debt. This situation has produced such a mutual 
dependency that it is difficult to say who has more to lose should payments on the 
debt stop. Depending on the "mood," tough versus accommodating, of financial 
institutions, Brazil has been in both a stronger and weaker negotiating position. 
Although once a viable possibility, it now seems unlikely that the country would take 
any drastic measures to solve its debt problem. 

CIVILIAN RULE, 1985-PRESENT 

In the late 1970s and early 1980s, although continuing to expand commercial 
relations with the countries of the Middle East, Africa, Asia, and the socialist bloc, 
Brazil maintained a low profile in the international arena. Charges of human rights 
abuses damaged some of its prestige abroad and created an explosive problem 
domestically. The economy's performance lagged, and the Finance Minister Delfim 
Netto could be seen frequently in Washington or Europe, negotiating a steady stream of 
new loans. The oil shock of 1979 did little to improve the economy, and by 1982, the 
country had found itself with a severe financial problem. It was forced to renegotiate 
its debt; however, the IMF was less than successful in imposing austerity measures in a 
country already in the middle of an economic recession. 

Economic and social decline undermined the military's firm grip on power, and its 
transfer to a civilian government became a frequent topic of discussion. In the next 
few years, until Marc~ 1985, much of Brazil's internal energies seemed absorbed by the 
last tug-of-war between the military and the civilians. Most political movements, once 
started, inevitably conclude in a change, and in Brazil it came in a form of open 
presidential elections. In 1985, Tancredo Neves became the first civilian president 
since 1964. 

Neves' unexpected death prevented him from taking office; however, the civilians 
remained ih power, with Vice-President Jose Sarney assuming the presidency. Tancredo 
Neves, in the pre-inauguration days of early 1985, readily: undertook some of his 
official functions. In January, he left for a five-nation trip, which included visits to 
Washington and the Vatican. The talks with President Reagan centered on the 
question of liberalization of U.S. trade policies. In Latin America, Neves made his first 
visits to Mexico and Argentina, proclaiming, among other views, support for the 
Contadora talks. (This seems to have become a standard rhetorical tool in Brazilian 
foreign policy, reiterated in other Latin American countries, but rarely discussed where 
it really matters, that is, with the United States.) He also took a strong, defiant 
stand on debt negotiations. 

The foreign debt rapidly emerged as Neves' main concern, domestically and 
internationally. Actually,-there was rarely a time when the debt question had not been 
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a political one, and this realization did not elude the new president. He saw a need 
for a new approach to the debt negotiations. Confident of his nation's ability to repay 
the loans, Neves insisted that this be done at the country's own pace, and without 
great sacrifices by the people. Itamaraty was included in financial negotiations, and 
the main candidate to lead the Foreign Ministry was a banker, Olavo Setubal--all 
reflecting the increasing politicization of the issue. 27 (This aspect has continued into 
Sarney's administration, which has equated a decisive stand in debt resolution with that 
of the country's sovereignty.) 

Sarney's approach to foreign policy does not differ substantially from that of Neves, 
although, particularly in regard to economic issues, their gravity has forced Sarney to 
take some extreme measures, for example, the declaration of a moratorium on interest 
payments on February 20, I 987. The president has stated plans for an active foreign 
policy, with its main concern that of protecting Brazilian interests: "Our ~oal is no 
longer to be a passive subject, in matters which affect our vital interests." 8 The 
statement reflects that the seriousness of economic problems has overshadowed all 
other considerations or possibilities for action. 

Under Sarney, Brazil, together with India, has taken a particularly hard attitude in 
its negotiations with the IMF. This position was partly justified during the brief, 
successful interlude of the Cruzado Plan, a program of wage and price control, which 
for a short period of time successfullY- counteracted inflation. In an article in Foreign 
Affairs magazine, Sarn~y explained his position: 

One imperative imposed itself: the sovereignty of the country and the decision 
to resume growth and to alleviate social tensions were not negotiable. . . . One 
fact is very often forgotten. During the whole so-called debt crisis of the 
developing countries, not one bank or investor lost money in Brazil. The spreads 
imposed on our country, which frequently were comparable to countries that 
could hardly meet their obligations or even had declared a moratorium, never 
really corresponded to the actual risk taken by investors in Brazil. 29 

As a part of the comprehensive effort to improve the economy, it will be important 
for Brazil to continue pursuing well defined, even aggressive, trade policies with other 
nations, and, most of all, resolve the debt impasse. Because of increasing protectionist 
policies in the OECD countries, many in Brazil feel that emphasis should turn to trade 
with developing countries, specifically, the Latin American ones. (This was initially a 
policy under the military in the I 970s, but later shifted to include more of the OECD 
countries, as many developing countries experienced grave economic difficulties and 
were not in a position to pay for expanded imports.) The drive for greater markets 
has been combined with a diplomatic mission to improve Brazil's ties with nations on 
the Latin American continent. Sarney's first trip abroad brought him to Uruguay, 
where he made it clear that his government's first priority would be Latin America. 
He stressed a tough position on debt, a common concern for most Latin American 
states, and was well received in all areas of the continent, indicating that while some 
may still resent the overpowering presence of Brazil's size and rhetoric, they would 
welcome its leadership on the debt issue. Itamaraty has assumed a growing role in this 
combined diplomatic-commercial effort to aid the economy. Many representatives of 
the ministry, diplomats and foreign trade experts, have started to advocate a larger 
implementation of countertrade and a value-added tax on exports. The idea that debt 
should not be paid at the cost of a recession has found much support on the continent; 
at the same time, this strategy can create an opening for Brazil to broaden its volume 
of trade. 
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A significant international event, less motivated by economics than by a need to 
make a political statement, was the restoration of diplomatic relations with Cuba in 
June 1986, which came on the wake of a particularly difficult period in Brazil's 
relations with the United States. The renewed ties had been urged by many 
intellectuals and supported by an extensive debate in the national press--actually, first 
overture was made through a trade delegation, in 1981--finally gaining endorsement in 
Congress by the majority party, the Brazilian Democratic Movement, or PMDB. 30 

In the autumn of 1986, Sarney visited Washington, reaffirming Brazil's ties with the 
United States. But the effort expended to make the talks seem smooth and cordial 
could not cover up simmering trade controversies. The biggest contention centered on 
the decision, taken under the military government, to close the Brazilian computer 
market to all but domestic producers. Sarney maintained a firm stand, handing in a 
prepared list of U.S. protectionist measures directed against the Brazilian products. 

In Sarney's view, there is a deeper, but not new, problem in the two countries' 
relations. In the . Foreign Affairs article he said: "(T]here is no greater historical 
error on the part of the United States in its relationship with South America than the 
third-class treatment it has given to this continent, as if the whole region were the 
turf only of multinational corporations."31 He further states that Brazil, having 
evolved into a medium-sized power and having achieved a degree of stability, is a 
different country now than it was twenty-five years ago and as such expects to be 
treated accordingly by the United States. 

With the reestablished relations between Cuba and Brazil, the latter has completed a 
full circle in .continually evolving international relations, which began when the military 
took over Go.ulart's presidency, with the idea of negating his too-liberal and 
independent policies. The military, after initial steps in the opposite direction, 
embarked on a pragmatic path, slowly returning to those same policies of its 
predecessor. The main themes, a search for prestige and independence combined with 
a pragmatic approach, have remained distinct features of Brazilian foreign policy. 

Brazil of 1988 is a country much more economically developed than it was twenty
five years ago. At the same time, unresolved economic issues dominate foreign policy 
to a far . greater extent than they did in the early 1960s. Economic growth brought 
with it unexpected responsibilities and an indication of new, not-to-be-missed 
opportunities, which will direct the goals of foreign policy initiatives. Unfortunately, 
the sense of optimism, which prevailed at the time of the civilian government's 
initiation into power, has long vanished. Brazil has yet again sunk into grave 
financial, and consequently social, crisis--not new, only deeper and more damaging. 
Eventually, the issue of government's legitimacy and staying power--and thus its 
capability to carry out desired goals--will be resolved on the domestic front, based on 
the merits of its economic policies. But until those efforts genuinely and 
constructively address internal disarray, the government will be greatly limited in its 
ability to engage actively in the- matters of international consequence. The 
performance of early 1970s will not be easily replayed. 

CONCLUSIONS 

The goals of foreign policy have remained similar over the years; only the emphasis 
may have shifted occasionally because of internal needs. The major themes in Brazil's 
foreign policy include the following: 

1. Gaining world recognition. The nation has been striving to gain prominence on 
the international scene and influence in the decisionmaking process regarding important 
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world events; although a stated goal, it is hampered by Brazil's unwillingness to take a 
stand on many issues not directly affecting the country. 

2. Furthering of economic development. This entails transfer of technology, 
unrestricted development of resources, flow of imported resources, and measures to 
protect some of the vital domestic industries. Brazil has been willing to bend the 
rules of international commerce just enough to get in; it has not necessarily insisted 
on other LDCs' sharing in the advantages. It is expected that as Brazil becomes more 
invested in the world trade, it will want to preserve those very rules which it initially 
opposed. 

3. Expanding trade relations. The nation has been actively engaged in a 
continuous search for new markets for its products, without restrictions, protectionist 
actions, or tariffs. Lately, it has done much to promote barter (counter) trade, and 
has stressed South-South cooperation--mainly to avoid obstacles entailed in trading 
with the Western nations. 

4. Securing financial investment. There are few restrictions on multinational 
corporations operating in the country (although stricter ones are expected in the new 
constitution). So far, Brazil has required a steady flow of loans from the World Bank 
and IMF. Much effort is devoted to minimizing the impact of the debt, countering 
inflation, and pursuing recent attempts to secure loans from private banks. Foreign 
capital is still considered essential to continue economic growth. 

5. Promoting noncontroversial, multilateral relations. Brazil has traditionally 
avoided taking a firm stand on political issues not directly affecting it; internationally 
noted controversies, like apartheid, have not deterred it from maintaining advantageous 
trade relations with the target countries. This has changed somewhat with the new 
civilian government. Mainly interested in trade, commodities, shipping, transfers of 
technology, and international finance, Brazil's trade partners include such diverse states 
as China and the Soviet Union, Iran and Iraq, Argentina, and West Germany. Brazil 
avoids specific identification with international groups such as the OECD. 

6. Increasing its influence in the international decisionrnaking process. While 
desiring to affect and effect decisions, Brazil is, simultaneously, unwilling to take a 
stand on many issues. In economic matters, Brazil has tried to loosen up the fabric of 
Western trade agreements, by identifying with developing countries and bringing focus 
on their disadvantaged position, but only to the extent to which it would to facilitate 
its own entry into the field. Moral issues have been omitted. 

7. Expanding its role in Latin America. This relatively recent, although long
standing, ambition has in the past been hampered by the Spanish-speaking countries' 
apprehension of Brazil's hegemonial designs. Brazil has pursued agreements, for 
example, with Argentina and Peru to cooperate on joint programs. Expanded and 
improved relations in the region promise economic advantage for Brazil because of 
potential markets and opportunity for economic cooperation. Growing complexity in 
Latin foreign relations will potentially minimize the significance of the Portuguese
Spanish split on the continent. 

8. Establishing an intermediary position between the developed and developing 
countries. Although rapid industrialization and a growing economy have moved it 
closer to the developed nations, Brazil is not ready to give up its Third World status, 
whose advantages include access to soft loans and nonaligned credentials, particularly 
useful when selling arms. Brazil participates in a cross section of international 
organizations to maintain close proximity to all groups. It has many interests, and is 
not dogmatic about world division of power. It sees itself as a bridge between the two 
worlds. 

9. Maintaining independence. Brazil, preferring to have no obstacles in trade 
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relations, claims ideological nonalliance. It is presently concerned with the "Cold 
Warization" of Latin America, for example, in Nicaragua. 

10. Protecting security interests. Security matters have been usually last on the 
list of concerns and are limited to the Southern Cone of Latin America. Under the 
military, Brazil used its position as a potential valuable ally in the region to gain U.S. 
aid. -
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CHAPTER 4: 
BRAZILIAN RELATIONS WITH ARGENTINA IN THE 1980s 

John Blum 

Brazil and Argentina have a long tradition of antagonistic relations toward each 
other. The antagonism has often centered around each nation's relations with its other 
neighbors. This study will examine Brazil's relations with Bolivia, Uruguay, Paraguay, 
and Argentina and attempt to determine whether Brazil's improved relations with 
Bolivia, Uruguay, and Paraguay in the 1980s have led to deteriorating relations between 
Brazil and Argentina. 

Argentina and Brazil are two nations that have continually eyed each other with 
suspicion. The "rivalry with Brazil is ancient, preceding Argentina's attainment of 
independence."l It began with a dispute between Spain and Portugal over the territory 
which is now the nation of Uruguay. Spain conceded the territory in 1777. However, 
Brazil did not consider the dispute resolved. After Argentina gained its independence 
from Spain, Brazil reconquered the territory and annexed it in 1821. Argentina refused 
to allow the Brazilians to merely annex what they considered to be a part of 
Argentinean territory. A three-year war followed which was not resolved until 1828. 

Neither side was able to overcome its opponent. As a result, the British intervened 
and mediated an end to the conflict. The territory became an independent state known 
as Uruguay. It was to serve as a buffer between the two most powerful nations of 
South America. The tensions between Brazil and Argentina, however, did not end with 
the creation of Uruguay. 

The entrance of the twentieth century was accompanied by a renewal of tensions 
between Brazil and Argentina. In 1902, the Baron de Rio Branco became the director 
of Brazil's foreign ministry. "Rio Branco annunciated policies designed to enhance 
Brazilian international prestige and assert Brazilian leadership in South America."2 Rio 
Branco was able to have the Brazilian legation in Washington, D.C. elevated to the 
status of an embassy in the United States. Argentina was infuriated by this action, 
believing that it deserved that distinction. 

The tension increased in 1908 when the Argentine foreign ministry intercepted a 
Brazilian legation in Chile. The Argentineans decoded the message and concluded that 
the Brazilians were plotting against Argentina with assistance of the United States and 
Chile. The Argentineans were proven wrong and the incident became known as 
"Telegram Number Nine."3 

The rivalry continued through the Second World War. Brazil had sided with the 
Allies and sent troops to fight with the Americans. Meanwhile, Argentina assumed a 
position of neutrality with sympathies for the Axis countries. In the meantime, the 
United States was providing Brazil with a large arsenal of weapons as well as economic 
aid. Argentina became quite fearful of this military imbalance. The "Argentines asked 
fruitlessly for similar assistance, 'to restore Argentina,' in Foreign Minister Segundo 
Storni's words, 'to the position of equilibrium to which Argentina is entitled' in 
relation to Brazil. w4 

Brazil and Argentina's rivalry has continued to present day. The tension has 
recently been expressed mainly through an arms race. Both countries have created 
substantial arms industries. Both countries refused to sign the Nuclear 
Non-Proliferation Pact. They have conflicting claims on Antarctica and disputes with 
regards to the South Atlantic. In addition, both countries have continued to jockey 
for influence over other South American nations. 
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The historical rivalry between Brazil and Argentina has been exacerbated by a 
number of factors. One factor, especially important, is the belief in Argentina that 
Brazil has hegemonic intentions concerning South America. This belief is not 
completely unfounded. According to Brady Tyson, "one focus of her early history 
would be the expansion and then the stabilization of her frontiers."5 Expansionist 
tendencies were seen even before Brazil gained its independence. "The expansionist 
bandeirantes ('pioneers') began to push beyond the Tordesillas demarcation line well 
before the time of Brazilian independence from Portugal, in part because none of 
Brazil's South American neighbors were sufficiently integrated or powerful to compete 
in the race to occupy the South American heartland."6 From the very outset, Brazil 
perceived itself as having a great destiny to accomplish on the continent. According 
to Tyson, Old Republic patriarchs had a vision of Brazil similar to the United States' 
belief in "manifest destiny." 

Further evidence of Brazilian hegemonic intentions is provided in the acquisition of 
Acre. "The Treaty of Petr6polis, signed between Bolivia and Brazil in November 1903, 
permitted the great Amazonian state to incorporate the rubber-rich Acre region, 
claimed by Bolivia under terms of an earlier treaty."7 

The factors contributing to the rivalry are not merely limited to Brazil's 
expansionist tendencies. Brazil's intentions must also be questioned in light of her 
relationships with Bolivia, Paraguay, and Uruguay. 

Traditional Brazilian foreign policy sought to maintain a balance of power in the 
southern region of South America to prevent an invasion from the south. For example, 
in the early 1970s Brazilian newspapers published articles about real and imagined 
conflicts and negotiations with Argentina. 8 This traditional fear of an invasion led 
Brazil to develop relationships with Paraguay, Bolivia, and Uruguay. These 
relationships are considered by some to be subimperialistic, creating buffer states along 
Brazil's southern border. Brazil has had a long history of involvement with Paraguay. 
"Brazil not only recognized the independence of Paraguay in 1844, but also worked 
actively on behalf of that independence ... 9 More recently, however, Brazil and 
Argentina have both tried to entice Paraguay into their respective orbits. 

Paraguay, a landlocked country, has had to depend on its neighbors in order to 
export its products. Traditionally, Paraguay has turned to Argentina as the export 
route. Approximately 90 percent of Paraguay's exports pass through Argentine ports.10 
In addition, many Argentineans own vast amounts of land in Paraguay. As a result of 
the above factors, Argentina has been able to have a significant influence over 
Paraguay. 

Brazil, however, has not been willing to permit Argentina to advance its interests in 
Paraguay. In 1969, Brazil addressed Paraguay's transportation problems by completing 
construction of a road from the Atlantic coast port of Paranagua to Igua~u Falls, 
where it is connected by the Alfredo Stroessner bridge to the Paraguayan road 
system.11 This decreased Paraguay's dependence on Argentina and helped increase 
economic ties with Brazil. 

Brazilian penetration of Paraguay became much more intense in the 1970s. 
Argentina and Brazil both want access to the large water resources of Paraguay and 
both developed energy projects to utilize Paraguay's resources. Itaipu, located on the 
Parana River, is one of these projects. Brazil provided approximately 90 percent of 
the capital for the project. In return for allowing Brazil to build the dam, Paraguay 
will receive 50 percent of all the energy produced. Paraguay provided many of the 
inputs needed for the construction and, as a result, Paraguay became economically 
integrated with Brazil. 

There are, in addition, other factors which have permitted Brazil to increase its 
influence over Paraguay. The Itaipu agreement between Brazil and Paraguay had a 
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stipulation concerning the security of the hydroelectric project. "Brazil had the right 
to take 'security and political' measures on its own or Paraguayan territory."12 Since. 
Brazilian intervention was thereby legitimized, this step significantly increased Brazil's 
influence over Paraguay. 

Further penetration of Paraguay by Brazil during the 1970s was achieved through 
aid. Brazil has been instrumental in providing Paraguay with credits amounting to · 
hundreds of millions of dollars. In addition, the penetration of Brazilian goods is 
phenomenal, with Paraguay importing goods worth over $224 million in 1978.13 This is 
significant because it illustrates the degree to which Paraguay is dependent on Brazil. 
Thousands of Brazilian peasants have been moving to Paraguay and large amounts of 
land are being bought by Brazilians. "Brazilian capital is taking over Paraguayan firms; 
Brazilian food, goods, radio propaganda, and even music are replacing Paraguayan 
products."14 · 

One result of the Brazilian-Paraguayan courtship has been an increase in tension 
between Brazil and Argentina. Argentina is fearful of this relationship and its possible 
ramifications, such as a loss of economic power and political prestige. However, 
Brazil's efforts in the buff er region do not focus on Paraguay alone. 

Brazil also developed increasingly close relations with Bolivia in the 1970s. General 
Hugo, from whom Banzer seized power in 1971, has been accused of having strong 
support from Brazil in the form of weapons, money, and the stationing of troops along 
the Bolivia-Brazilian border. The Brazilian ambassador who served in La Paz prior to 
Banzer's rule was ousted from Bolivia because he was believed to have helped plot 
against the Bolivian government. This would lead one to believe that Brazil's foreign 
policy includes intervention as a means of influencing its relations with its neighbors. 

In 197 4, the Industrial Trade Complementation Agreement was signed by Banzer and 
President Geisel of Brazil. It provided for the sale of 240 million cubic feet per day 
of natural gas and the exploitation of iron. Brazil also agreed to build a steel plant 
and petrochemical complex for Bolivia.15 

Brazil and Bolivia also agreed, in the mid- l 970s, to complete a railway between the 
two countries and to construct a natural gas pipeline. Eastern Bolivia has been 
penetrated by many Brazilians, who have purchased large amounts of property in Santa 
Cruz. "Portions of the Bolivian-Brazilian frontier have still not been precisely 
defined," which allows Brazilians to settle in areas that might be Bolivian territory or 
even allows Brazil to expand its borders further.16 

Brazil has also been crucial in supplying Bolivia with both public-sector and 
private-sector aid. The Bank of Brazil is the "second largest supplier of credits to 
Bolivia and gathers more local capital than all other commercial banks in Bolivia put 
together."1 7 This has contributed to the increase in exports from Brazil to Bolivia by 
over thirty-five times. 

The Argentinean-Brazilian rivalry has increased because of Brazil's penetration of 
Bolivia. Argentina had intended to obtain access to Bolivia's iron ore deposits for its 
own arms industry, but Brazil was able to get it first. The close relationship that 
existed between Bolivian military officers and Argentinean officers has dissipated due 
to Brazil's improved relations with Bolivia's military. 

Uruguay is another country through which Brazil has attempted to influence the 
southern cone region of South America. According to Moneta, "Uruguay is the only 
former Argentine stronghold that has not completely shifted into the Brazilian sphere 
of influence."18 

Brazil's relations with Uruguay have provided economic benefits to Uruguay. They 
are as follows: trade quotas and tariffs, joint industrial ventures, credits, aid, joint 
development of border zones, and technology transfer agreements.19 
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Exports from Brazil to Uruguay have increased significantly and Brazil has become 
the primary purchaser of Uruguayan beef. Uruguayan land has been bought by 
Brazilians. Finally, "Brazilian officers were actively involved in 'anti-subversive' 
operations in Uruguay during the 1971 campaign and conspicuous manuevers of Brazilian 
forces were reported along the Uruguayan border during voting."20 

It becomes clear that Brazilian actions have definitely facilitated its position in 
relation to the buffer states of Bolivia, Paraguay, and Uruguay. Brazil has managed to 
minimize Argentinean influence in the region but also to increase Argentinean worries. 
"The present Argentine ruling circles are frustrated and feel threatened by what they 
perceive to be a dangerous imbalance in the region and they have publicly criticized 
the growing Brazilian presence in Bolivia, Paraguay, and Uruguay. As a result, a 
renewed effort is being made to redress this imbalance and to reclaim lost terrain."21 

Despite the long historical rivalry between Brazil and Argentina, there has been 
some cooperation between the two nations. They have cooperated on trade issues and 
in other areas, such as the Rio de la Plata Watershed Agreement. What, then, is the 
status of Brazil's relations with Bolivia, Paraguay, and Uruguay in the 1980s, and how 
have those relations affected Brazil's current relations with Argentina? 

BRAZIL AND BOLIVIA IN THE 1980s 

Brazil had traditionally maintained a relatively isolationist role in Latin America. 
However, "breaking centuries of isolation, Portuguese-speaking Brazil has started 
courting its Spanish-speaking neighbors in a vigorous diplomatic campaign that may 
challenge U.S. influence in Latin America. n22 Brazil's campaign in Latin America 
expands beyond diplomatic initiatives and encompasses areas such as colonization, arms 
agreements, trade agreements, and foreign-debt assistance. 

Bolivia's foreign relations with Brazil are an example of Brazil's new campaign 
throughout Latin America since the beginning of the 1980s, and the two countries now 
have a more extensive and closer relationship than ever. One field in which Bolivia 
and Brazil have been intensifying relations is trade. The latest trade figures estimate 
that approximately 22 percent of Bolivia's imports came from Brazil in 1984. 23 This is 
opposed to the figures for 1981, which estimate that Bolivia only received 
approximately 7 percent of its imports from Brazil.24 The main types of goods- that 
are exported to Bolivia are raw materials and semimanufactures, capital goods for 
industry, transport equipment, and nondurable consumer goods. Other goods exported 
to Bolivia are toothpicks, plastic teeth, and over one million kilometers of toilet 
paper.25 In addition, Brazil provides credits to Bolivia for manufactured goods and 
services. In all, trade ·between the two countries has increased more than 300 percent 
since 1982. 

Brazilian relations with Bolivia have also improved in the military field. Brazil has 
become a large supplier of arms to Bolivia, mostly small arms and transport vehicles. 
For example, Engesa, (Engenheiros Especializadores, S.A.), exported weapons to Bolivia 
in 1984. The Brazilian government provides credits to Engesa which in turn facilitates 

. Bolivia's purchase of weapons from Brazil rather than from Israel, France, or the 
United States. Brazil has made a policy of selling weapons to most countries, even 
those nations which lie on its border. 

Brazil has also been providing Bolivia with financial assistance, mainly in the form 
of credits and loans. The Bank of Brazil also plays a major role as a lender in 
Bolivia. It provides a significant amount of financial capital to business enterprises. 

This policy of providing assistance to Bolivia is a two-pronged policy. It not only 
creates better relations between the two countries, but also places Bolivia in a more 
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dependent position. Bolivia desperately needs foreign currency and credits. At the 
same time, the Brazilian policy helps Brazi1ian businesses export more and earn needed 
foreign currency. In addition, Brazil is able to penetrate the Bolivian market with 
goods and services and develop long-term prospects for further Brazilian export 
penetration of Bolivia. 

Bolivia is also being confronted with cultural penetration. Brazil has an official 
development policy which calls for the colonization of a significant portion of its 
border region near Bolivia. This has resulted in the Portuguese language being used in 
the eastern border regions of Bolivia. This helps to create even more of a demand for 
Brazilian goods in Bolivia. Eastern Bolivia has also adopted the Brazilian version of 
the yearly Carnival festival as opposed to the traditional folkloric version practiced in 
the rest of Bolivia. 

The policy of cultural penetration, although not explicit, is a byproduct of many of 
Brazil's other policies, such as its export policy and colonization policy. The result 
has been to increase the influence of Brazil in Bolivia. 

In the diplomatic aren~ Brazil has also increased its relations with Bolivia. For 
example, in early 1980, Brazil's foreign minister, Ramiro Saraiva Guerreiro, met with 
the Andean Pact's newly formed council of foreign ministers, of which Bolivia is a 
member. 26 Later in 1980, a new military government came to power in Bolivia. The 
Brazilian government recognized the military government in Bolivia almost immediately. 
Itamaraty had resisted the immediate recognition of the Bolivian military regime 
because it wanted to see a more stable situation in Bolivia. However, the military 
leadership overruled the foreign policymakers, and the new government in Bolivia was 
duly recognized. 

In October 1983, relations were further improved between Brazil and Bolivia. The 
Bolivian foreign minister, Jose Ortiz Mercado, traveled to Brasilia to meet with 
President Figueiredo and Foreign Minister Guerreiro. The purpose of the meetings 
were to increase and diversify the realized and potential areas of cooperation. 27 The 
various topics of discussion between the two nations were transportation, 
infrastructure, energy, agriculture, and agro-industry. In addition, a joint body was 
proposed to help increase cooperation between the two countries. Finally, a set of 
concerns were established about which further discussions would be continued. 

One area in which talks would be continued was the agricultural and agro-industrial 
sector. More specifically, the two nations intended to discuss agricultural research and 
organizing and financing agricultural cooperatives. 

Transportation was a second sector targeted for further talks. Included in this area 
was the discussion of the Puerto Quijarro project, the . dredging of the Tamengo Canal, 
and the connection of railways between the two countries. 

Another area in which cooperation was to be continued was the ironworks industry. 
Areas to be discussed were exchange of technical information, human resource 
development, feasibility studies, and the commercialization of iron products. 

Still other areas were discussed. These topics included a hydroelectric project, 
credit from CACEX (a section of the Bank of Brazil) for telecommunications, and a 
$100-million line of credit for equipment. These discussions would help contribute to 
further integration between the two nations. In addition, the integration would 
develop relations between Brazil and Bolivia. 

Since 1983, Brazil has continued to support Bolivia. This policy is in part motivated 
by Brazil's national security interests. The severe economic problems that Bolivia has 
experienced in the 1980s have led to widespread social unrest and even to the 
emergence of a guerilla movement. 28 

Brazilian foreign policy toward Bolivia is not a single policy. It is, rather, 
composed of a variety of domestic and foreign policies implemented by Brasilia. One 
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of the major policies influencing Brazil's foreign relations is its export policy. Brazil 
has put a high priority on exporting its goods and on developing markets. In spite of 
Bolivia's relatively small population, it is one relatively untapped market which Brazil 
is penetrating. 

Another policy influencing Brazil's relations is its national security policy. 
Traditionally, a high priority has been placed on security, and the large levels of social 
unrest in Bolivia are perceived as a potential threat because of the instability on 
Brazil's borders. Finally, colonization policies have helped to determine the relations 
that exist between Brazil and Bolivia. 

To prove that Brazil's relations with Bolivia are hegemonic is difficult, if not 
impossible. Today it appears that relations are determined more by Brazil's 
determination to develop economically, rather than to be an imperialistic power in the 
region. If Brazil has expansionistic intentions, then they are well concealed in 
Brasilia. However, one cannot discount the possibility; historically, Brazil has acted in 
ways which can be seen as expansionistic, as discussed in the introduction. 

BRAZIL AND URUGUAY IN THE 1980s 

Uruguay, like Bolivia, has faced an increase in Brazilian influence during the 1980s. 
Brazilian influence has mainly been in the field of trade. Politically, Uruguay still 
maintains many alliances with Argentina. For example, Uruguay's redemocratization 
was facilitated by the democratization process underway in Argentina. 

In 1981, Uruguay received approximately 20 percent of its goods from Brazil. In 
1985, this figure remained steady. However, Brazil's main competitor in the region, 
Argentina, dropped slightly in importance to Uruguay as a source of imports.29 

More recently, in August 1986, President Jose Sarney and Uruguayan President Julio 
Sanguinetti signed a bilateral agreement. The agreement called for a reduction in 
many tariffs by Brazil. Over 2,200 items were cleared for duty-free trade. Under the 
terms of an agricultural cooperation agreement, Brazil pledged to purchase from 
Urugu~ almost 200,000 tons of rice and 70,000 tons of meat a year over the next five 
years.3 These purchases increase Uruguay's exports sixfold and fourfold, respectively. 

The trade agreement will drastically increase the importance of Brazil to Uruguay. 
At the same time, it will provide Brazil significant economic leverage over Uruguay. 
As a result, Brazil's political influence will also increase over Uruguay because of the 
economic agreement. 

BRAZIL AND PARAGUAY IN THE 1980s 

Paraguay, like its neighbors, has also come under increasing Brazilian influence in 
recent years. In 1981, Paraguay received 25 percent of its imports from Brazil. By 
1985, this level had increased to approximately 37 percent. This once again highlights 
the importance Brazil has placed on developing its export markets. Brazil is able to 
increase its economic and political influence over Paraguay, like Bolivia and Uruguay, 
because of the level of imports it delivers to the country. 

Another area of strong cooperation between the two countries concerns the Itaipu 
power project. When the project is completed it will supply Paraguay with all of its 
electrical energy needs plus a source of energy to export. Paraguay will be able to 
obtain more imports from Brazil. Because the excess energy is to be sold to Brazil, 
Itaipu thus provides Brazil with another means of influencing and threatening Paraguay. 
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Brazil has also improved its transportation infrastructure to the border region in 
order to service the power plant at Itaipu. This provides a rapid means of military 
access to Paraguay if ever needed. In addition, Itaipu is a valuable asset to Brazil. 
Any threat to the project would be considered a national security risk and would 
warrant a quick military response. 

The Itaipu project also led to a significant migration of Brazilians to Paraguay. 
Originally, many Brazilians went to work on the power project. However, many have 
decided to stay and settle in the eastern border region of Paraguay. It is estimated 
that there are more than 300,000 Brazilian colonists in the eastern portion of Paraguay, 
"equivalent to 60 percent of the population of the region and 10 percent of the 
population of Paraguay."31 

Brazilian migration has had a significant cultural and economic impact on Paraguay. 
The eastern border region of Paraguay has become a cultural extension of Brazil. 
Portuguese is spoken and Brazilian currency is used commonly. The economy of the 
eastern border region is now much more closely integrated with that of Brazil. 32 Some 
would argue that this is a clear example of Brazilian expansionism and the doctrine of 
f ronteiras vivas, living borders. 

It was not the explicit intention of Brazil's foreign policy to penetrate Paraguay. 
Rather, a variety of policies combined to result in Brazil's influence over Paraguay. 
Brazil's export tax on soya was high compared to Paraguay's export tax; this led to 
migration. Brazilian agricultural credit also became more difficult for the smaller 
farmer to obtain. At the same time, the Paraguayan National Development Bank 
provided credit to Brazilian farmers. In addition, five Brazilian commercial banks 
provided for the credit needs, mainly for seed and fertilizer, of the Brazilian 
colonists. 33 

In summary, it is clear that, with regard to Bolivia, Uruguay, and Paraguay, 
Brazilian foreign policy has been to improve significantly and intensify relations with 
these countries. The means by which Brazil has improved relations has been broad. 
Brazil has utilized diplomatic channels--its leaders have met with Bolivian, Uruguayan, 
and Paraguayan leaders on numerous occasions. Financial assistance has been another 
means of developing relations. Brazilian banks have become influential commercial 
actors in the economies of Bolivia, Uruguay, and Paraguay. Cultural penetration by 
Brazil has also occurred, especially in Paraguay. This has led to the citizens of these 
countries becoming acclimated to Brazilian culture, ideas, and interests; as a result, 
there is less resistance to some Brazilian initiatives. Trade assistance and integration 
has also been another means of Brazil's increasing influence in the region. 

There are three underlying factors that form Brazil's foreign policy toward the 
southern region of South America. The first relates to Brazil's export policy, which 
calls for greater exports while limiting imports. By creating closer relations with 
Bolivia, Uruguay, and Paraguay, Brazil has been able to develop its export markets. 
This will supposedly benefit Brazil's internal economic development. 

A second factor encouraging Brazil's foreign policy is national security and the 
historical rivalry between Brazil and Argentina. Argentina's recent development of 
atomic-bomb capability in the early 1980s has motivated Brazil to strengthen its 
relations with the other nations of the region. 34 In addition, if Brazil is able to 
increase its influence over Bolivia, Uruguay, and Paraguay, then it can help minimize 
any social unrest which might have wider ramifications. 

The third underlying factor, which might be considered a hypothesis rather than 
fact, is that Brazil is seeking hegemony over its neighbors. Much of Latin America 
has feared that Brazil has intentions of expanding beyond its present borders. For 
example, many newspaper articles have appeared in Bolivian and Paraguayan papers 
warning their governments about growing Brazilian influence. The Brazilian 
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colonization . in Paraguay would tend to support this argument. However, Brazil has 
vast amounts of undeveloped territory and does not have any reason to expand. Also, 
if Brazil is expansionistic, then it is not an overt policy but a well-kept secret. 
Finally, if Brazil really exhibited expansionistic tendencies, then the nations bordering 
Brazil would become extremely cautious and bilateral relations would likely 
deteriorate--just the opposite of what is presently occurring. Therefore, Brazil's 
hegemonic intentions are at least questionable as a motivating force behind Brazil's 
foreign policy with Bolivia, Uruguay, and Paraguay. 

BRAZIL AND ARGENTINA IN THE 1980s 

Brazil and Argentina's history would suggest that improved relations between Brazil, 
Bolivia, Uruguay, and Paraguay would lead to increased tensions and worsening 
relations between Brazil and Argentina. However, this has not happened. The 1980s 
have seen unprecedented relations between Brazil and Argentina. In the fall of 1979 
the Parana Agreement was signed by Argentina, Paraguay, and Brazil. It was a 
momentous event because it overcame years of difficult negotiating between the three 
nations. 

One of the main areas of disagreement related to the Corpus dam, to be built by 
Argentina and Paraguay down river from Itaipu. This was a primary concern to Brazil 
because it would impact output at Itaipu. The agreement resolved the difficulties and 
established the various heights and flows of the dams on the Parana river. The 
agreement also paved the way for improved relations among the three nations. 

Trade is another area where changes are occurring between Brazil and Argentina. 
By 1979, Brazil had become an important market for Argentina. Brazil consumed almost 
10 percent <:f 196.2 million) of Argentina's exports and was increasing its imports 
continually. 5 This increasing dependency has been paving the way to better relations 
and more cooperation between the two nations. 

In May 1980, President Figueiredo traveled to Buenos Aires. It was the first time 
since 1935 that a Brazilian president had visited Buenos Aires officially. President 
Figueiredo made it clear that it was his intention to open more channels of contact 
between the two rivals: his gesture was intended to consolidate the relationship and 
to reaffirm our position to expand cooperation. 36 Figueiredo also added that the 
meeting was not a meeting of two devious plotters nor a hegemonic power. 

Brazil's minister of foreign relations, Saraiva Guerreiro, stated that the visit was an 
example first of the importance that Brazil was placing on its relations within Latin 
America. Second, the visit was intended to help consolidate the friendship between the 
two nations and to open any paths which could prove important to bilateral relations. 
Therefore, a wide spectrum of topics were discussed. 

The visit proved to be very successful. A joint declaration was made concerning 
many topics. One area of discussion was the Malvinas Islands. President Figueiredo 
expressed support for Argentina's claim to the Malvinas. He stated that he was 
confident that negotiations would result in a satisfactory solution for Argentina. 
Videla and Figueiredo also agreed that the Latin American Free Trade Association was 
paralyzed. It needed to be revitalized and reformed with respect to the new economic 
realities of the continent.37 In addition, the two leaders reaffirmed the agreement 
signed the year before by Paraguay, Argentina, and Brazil. They believed it was a 
positive agreement which should be a model for future cooperation. 

Further areas of discussion pertained to transportation and tourism. It was declared 
that these areas of discussion provided excellent opportunities to improve relations 
between the two countries. In addition, it was the feeling that Comissao Especial 
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Brasileir9-Argentino de Coope~o (CEBAC) should be encouraged in order to analyze 
and exchange points of view relating to economic and commercial relations. 

Figueiredo and Videla agreed that discussions must also continue in the area of 
electrical systems and their connection between the two nations. The construction of 
new diplomatic missions was discussed along with the creation of a mechanism for 
consultation regarding issues of concern to Brazil and Argentina. 

Finally, it was agreed that further cooperation must occur in research and 
technology, application of aerospace technology, maritime transportation, 
petroleum-related industries, meteorological research, and cultural exchanges. In 
conclusion, the presidents reiterated their conviction to improve relations between the 
two nations and to become an example for the rest of Latin America.38 

Relations between the two nations continued to grow in 1980. President Videla of 
Argentina traveled to Brasilia and met with Figueiredo in August. The visit resulted in 
a number of agreements. A working group was created to study the feasibility of 
shipping gas from Argentina to Brazil. An ad hoc committee was created to study 
tourism and a technical commission to develop a maritime transport agreement. 
Finally, bilateral cooperation concerning the nuclear field was agreed upon. 39 

Brazilian-Argentine relations during 1982 experienced some cooling that can be 
attributed to the Argentine-British war over the Falklands. Argentina had sought 
support for its invasion, but Brazil assumed a position of silence, limiting it to a note 
which was so eloquent that it said nothing. 40 

There are a number of reasons why Brazil took a neutral stance on the Malvinas. 
One reason was that support for Argentina could have jeopardized Brazirs trade 
relations with Great Britain. Second, an Argentina which was weakened by war could 
easily foster Brazilian superiority in the region at a minimal cost. Third, a weakened 
Argentina could be easily outmaneuvered in the region for political influence and 
economic penetration of the surrounding markets. Last, Brazil could have expanded its 
penetration of the market in Argentina while the country was at war. 

Other events, however, throw these speculations into question. Brazil did off er 
behind-the-scenes medical support and munitions.41 In addition, there were meetings 
between military officers from both nations. Some of Brazil's top generals wanted to 
provide Argentina with loans to help Argentina finance its war debt. This would have 
accomplished two things. One would be that Argentina would become somewhat 
dependent financially on Brazil. Second, "it would also ease Argentina's problems on 
the Euromarkets, which again would favor Brazil, as th~ovemment is fearful of the 
disruptive impact of a resounding def a ult by Argentina. Third, Brazil's 
indecisiveness might be interpreted as weakness and Brazil would loose some of its 
position of leadership on the continent. Finally, the fall of the Argentine military 
might have led to discontent among Brazilians concerning the rule of the Brazilian 
military. 

Brazil and Argentina in 1982 also experienced strained relations over trade. 
Argentina accused Brazil of dumping in the Argentine economy and imposed a 20 
percent duty on imports from Brazil. Brazil's reaction, based on the fact that by 1982 
Argentina had become Brazil's largest Latin American trading partner, was pragmatic. 
To embark upon a trade war would have been detrimental to both nations. 
Representatives from the two countries resolved the problem and removed some of the 
barriers to trade. 

In 1983, relations were improving after a devastating year for Argentina. President 
Figueiredo and President Bignone of Argentina met at Igua~u Falls and discussed 
redemocratization in the two countries. In addition, trade between the two nations 
strengthened despite the economic hardships Argentina was experiencing. 
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Relations between Argentina and Brazil continued to improve in 1984. Brazil had 
assumed the role of intermediary between Argentina and Great Britain. Brazil was 
relaying Argentina's communications to the Swiss and British in secrecy. This implies 
that Argentina was developing trust in Brazil. 

Tourism became a significant factor in relations. Due to the exchange rates 
between the two countries, the quality of Brazilian products, and the improved 
relations between the two nations, more and more Argentines were traveling to Brazil 
to vacation and to purchase goods. By 1984, nearly 300,000 Argentines were 
vacationing in Brazil. 43 

Improvement in trade relations also continued in 1984. On February 1, 1984, the 
Argentine trade secretary Ricardo Campero signed a document which consisted of three 
principal areas of agreement. The first called for the elimination of tariff and 
nontariff restrictions on trade. The second area called for the reactivization of the 
Special Brazil-Argentine Commission in order to intensify trade. The final point of 
agreement concerned research for areas of complementary production projects. 
According to a Brazilian statement, the agreement was designed to reverse the setbacks 
in trade which had occurred. Brazil also hoped that improved trade with A1entina 
would help to reduce Brazil's dependence on the North (the United States).4 

The agreements vastly improve relations between the two countries. Carlos Viacava, 
the director of the Carteiras de Comercio Exterior do Banco do Brasil (CACEX), said 
that the seeds of a great common market had been planted and that it was without 
barriers. Other Brazilian diplomats also welcomed the improved relations and 
anticipated a joint hydroelectric project and gas agreements.45 

Further Brazilian-Argentine cooperation took place with regard to Bolivia. Both 
countries jointly decided to pledge their open support for the Bolivian government of 
Hernan Siles Zuazo. In addition, they took other positions together against the United 
States and in support of Miguel de la Madrid of Mexico.46 One reason for this joint 
cooperation was that both countries feared the instability in Bolivia. By supporting 
Bolivia, they might be able to help back the Siles Zuazo government and prevent the 
spread of a new guerilla movement. 

Cooperation between Brazil and Argentina continued into 1985. Argentina was 
experiencing debt problems and was unable to pay $850-million in arrears. on interest. 
Fortunately for Argentina, Brazil, along with some other countries, provided Argentina 
with a loan of $100-million to help pay off the debt.47 This financial interdependency 
helped to bring the two nations closer. At the same time, Argentina was becoming 
more indebted to Brazil and thus more influenced by Brazil. 

One of the first steps that President-elect Tancredo Neves took was to travel to 
Argentina in early February 1985. Neves discussed the problems of changing from 
military rule to democratic rule. In addition, Neves emphasized how important 
Argentina had become to Brazil in the 1980s. 

Upon the death of Neves, President Jose Sarney sent Olavo Setubal, Brazil's new 
foreign minister, to Buenos Aires. The purpose of the visit was two-fold. First, the 
trip was a diplomatic formality to reassure the Argentineans that the change in 
leadership did not imply a change in relations with Argentina. If anything, it was 
Setubal's intent to be even more pragmatic with Argentina.48 Second, Setubal set out 
to resolve a trade slump between the two nations. Brazilian exporters had been 
complaining about Argentina. The result was that Brazilian exporters became hesitant 
about trade with Argentina and a trade slump ensued. 

Tension between Brazil and Argentina increased as June, and the expiration date for 
a previous trade agreement, approached. Discontent had arisen over Brazil's dominant 
position in the trading relationship. Brazil was exporting nearly twice as much to 
Argentina as Argentina was exporting to Brazil. The disagreement became clear when 
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Argentine overseas trade subsecretary Nestor Stancanelli failed to go to . Brazil for a 
further round of scheduled talks. 49 

Despite the setback, a new trade agreement was reached in July 1985. The new 
agreement boosted the amount of wheat, petroleum, and petroleum derivatives that 
Brazil would purchase from Argentina. 

The agreement encompassed a statement that further restraints on trade and tourism 
would not occur. In addition, the acting foreign minister Paulo de Tarso Flexa de 
Lima and Ricardo Campero agreed to activate a maritime agreement.50 Trade was 
further improved with the opening of a rail link between Argentina and Brazil, which 
began to carry steel to Argentina and other products to Brazil from Argentina. 

The year 1985 ended on a very positive note. President Samey and President 
Alfonsin met at lgua~u Falls in November to discuss the foreign-debt problem, the 
consolidation of democracy, an accord concerning nuclear collaboration, and beautiful 
women.51 

The improvement of relations in 1985 continued in 1986. Brazil and Argentina 
signed an aeronautics cooperation agreement in January. It called for the joint 
production of an aircraft between Fabrica Militar de A viones, Argentina's 
state-controlled aircraft company, and Embraer, Brazil's state-controlled aircraft 
company.52 

Months of planning and cooperation between the rivals also began to pay off in 
1986. The foundations for Argentina's Austral Plan and Samey's Cruzado Plan had 
come from the Catholic University in Rio de Janeiro. Argentine economists visiting at 
the Catholic University discussed with Brazilian economists how they might overcome 
their severe economic problems. The outcomes of the dialogue formed the foundations 
for the Austral and Cruzado plans. 

July 1986 marked the most comprehensive steps taken toward cooperation and 
integration by the two historical rivals. Twelve protocols were signed by Samey and 
Alfonsin in Buenos Aires. The twelve protocols are: 

I. phasing in of free trade in capital goods; 
2. increased Brazilian wheat purchases from Argentina; 
3. increased trade in foodstuffs, with each country being able to draw on the 

other's supplies; 
4. promotion of overall trade levels; 
5. promotion of joint industrial ventures; 
6. financial support from central banks for trade imbalances; 
7. creation of a joint $200-million investment fund to expand production; 
8. cooperation in energy field; 
9. promotion of biotechnology; 

10. establishment of economic research centers to monitor progress towards 
integration; 

11. cooperation in the field of nuclear safety; 
12. cooperation in aerospace and joint development of export potentiai.53 

The agreement became effective in 1987. However, some multinational companies, such 
as Ford and Volkswagen, began moving toward integration even before the agreement 
became effective. 

One may conclude that Brazil and Argentina have moved significantly closer in the 
1980s. This is not to say, however, that the rivalry and tensions have disappeared. 
Brazil still worries about Brazil's emergence as the dominant force on the continent. 
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CONCLUSIONS 

Brazil has made great strides in the 1980s in its relations with Bolivia, Paraguay, 
Uruguay, and Argentina. The gains made were a result of a host of Brazilian policies. 
The underlying policy is pragmatism. Brazil's policies have been based on needs, not 
grandiose ideology. They stem from Brazil trying to achieve economic growth. From 
economic growth come the many policies that Brazil has implemented domestically and 
internationally which have affected Brazil's relations with its neighbors in Latin 
America. 

Itamaraty has taken the lead in Brazil's export policy. Brazil has perceived exports 
as the answer to the debt crisis. If Brazil intends to develop economically, then it 
must produce for export and or acquire foreign markets. As a result, Brazil has 
specifically acted in ways which will help promote export development. This becomes 
evident in Brazil's provision of credits to Bolivia, Paraguay, and Uruguay. It is even 
more evident in the case of Argentina in the 1980s. 

In the twelve protocols signed in 1986, there is a provision which requires a 
country running a trade surplus to provide the other country with credit. Realistically, 
Brazil will be providing the credit because in the 1980s Brazil has been the country 
with the trade surplus. 

In addition, the Bank of Brazil has created numerous offices in Bolivia, Paraguay, 
and Uruguay to help with commercial development. This in turn will increase the size 
of the markets that Brazil supplies and the demand that Brazilian exporters need to 
supply. The end result is that Brazil will export more and contribute to its economic 
development. 

At the same time, Brazil has had many important trade restrictions with Argentina 
in order to prevent a negative trade balance. It is only recently that Brazil has been 
removing many of the restrictions on imports from Argentina. Brazil needs to develop 
larger markets than just those in Bolivia, Uruguay, and Paraguay. In addition, 
Argentina is a more highly developed nation with more technology and a higher demand 
for more expensive goods. As a result, Brazil will be able to sell more and obtain 
more technology to assist in economic development. 

One policy growing out of the export policy is the decision to make Latin America 
a high priority in its foreign policy. This is made clear by the fact that at Itamaraty, 
the Spanish language, never before taught, is now being taught. 

This policy also stems from the fact that many of the Latin American nations have 
a great deal in common. For example, in the 1980s Brazil, Argentina, and Mexico have 
all had to confront the foreign-debt crisis. As a result, Brazil has developed a closer 
relationship with its neighbors in hopes that a solution might be worked out. This is 
the purpose of the Cartagena Group. 

National security is another factor which underlies Brazil's foreign policy. While 
Brazil has not been involved in a war in some time, it still perceives threats from 
abroad. For instance, Brazil and Argentina's joint decision to support Siles Zuazo in 
Bolivia was to prevent the spread of a guerilla group and Communism. The Falklands 
War clearly demonstrated to Brazil that the nations of South America were not safe 
from foreign intervention. Great Britain not only fought in the South Atlantic but 
won against a relatively strong military power, according to some Brazilian military 
officials. The Falklands War also demonstrated to Brazil that the United States could 
not be counted on to uphold its end of the Rio Pact, which called for the United 
States and other Latin American nations to unite against a foreign aggressor. 
Therefore, Brazil has realized its future lies in improved relations with its southern 
neighbors, not the United States. 
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National security interests have been furthered by other Brazilian policies such as 
the colonization policy. Many of the regions being colonized are along the border and 
are intended to prevent infiltration of the border regions by foreigners. In addition, 
the military's policy of concern for Brazil's borders and internal security was 
highlighted because the military ruled Brazil from 1964 until 1985. 

Finally, the fact that Argentina announced in 1983 that it had nuclear weapons 
capability is also of concern to Brazil. By improving relations, the two nations will 
reduce the risk involved with nuclear weapons. Thus, the national security risk would 
be reduced for Brazil. 

Another factor which has influenced Brazil's foreign policy in relation to South 
America is its desire to be a regional power. Through the development of better 
relations with its neighbors, Brazil increases its potential influence over its neighbors. 
This in turn increases the prestige of Brazil in the region. 

Brazilian influence has also been spread through colonization. In the case of 
Paraguay, Brazilian colonists have maintained economic and cultural ties with Brazil. 
They continue to speak Portuguese and use Brazilian currency. While Brazilian policies 
have not explicitly advocated the colonization of other countries, some of their 
domestic policies have resulted in it. For example, the tax rate in the state of Parana 
is much higher than that in Paraguay. New infrastructure was developed in the 1970s 
which facilitated the migration flow westward. The Brazilian decision to build Itaipu 
on the Brazilian-Paraguayan border also facilitated migration to Paraguay. The end 
result is that Brazil maintains a substantial degree of influence over Paraguay. 

Along with Brazil's desire to have significant influence in the region is the claim 
that Brazil is hegemonic or subimperialistic. Present evidence does not support this 
theory. Many of Brazil's actions can be directly linked to its economic development 
concerns. Second, Brazil does not have any long-range bombers which it could use to 
extend and maintain its borders. Third, if Brazil's neighbors really believed that Brazil 
sought to subjugate them, then the present relationships between the countries of the 
region would be much more cautious and more strained. Finally, if Brazil really 
wanted to rule the continent, then it would not sell weapons to Argentina, Bolivia, 
Paraguay, and Uruguay. 

Another area which is having an impact on Brazilian foreign policy is the trend 
towards redemocratization in the region. The countries of the region have more in 
common and wish to discuss democracy among themselves. This was one of the topics 
discussed by Presidents Sarney and Alfonsin in 1985. 

Bilateral relations, as opposed to multilateral relations, is presently one of Brazil's 
foreign-policy hallmarks in Latin America. However, over the long run, Brazil hopes to 
tum bilateral relations into multilateral ones. For example, the Twelve Protocols 
Agreement between Argentina and Brazil was initially for those two countries. 
However, Uruguay has been asked to join, along with other democratic nations in the 
region. 

In summary, Brazilian foreign policy toward Bolivia, Paraguay, Uruguay, and 
Argentina has been very pragmatic in the 1980s. It has been influenced by Brazil's 
desire for economic development, national secprity concerns, and its desire to have 
influence, not hegemony, in the region. Brazilian foreign policy has been manifested in 
a variety of ways through direct policies such as the export policy and through 
domestic policies such as the colonization policies. Finally, Brazilian foreign policy has 
been rather successful. It has managed to improve its relations with all the countries 
in the region. Brazilian exports have increased to all the countries in the region. It · 
becomes clear that Brazilian influence has increased through financial assistance, 
economic strength, and Brazilian colonization. 
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The future of Brazil's foreign relations with Paraguay, Uruguay, and Bolivia will be 
likely to con~inue in a positive direction. This is because these countries have 
developed economic and cultural tlependencies on Brazil. However, there are benefits 
to be shared by all the countries, such as improved economic and diplomatic relations. 
Brazil's failure to pay the interest on its debt could have a number of possible 
consequences. 

One possible consequence might be for Latin America, and especially Argentina, to 
unite behind Brazil against the IMF and the Paris Club. On the other hand, Brazil 
might accept IMF-imposed austerity measures. These measures would most assuredly 
call for Brazil to cut back on its imports. This would devastate the recent 
Brazilian-Argentine trade agreement. Relations between the two nations would then be 
likely to deteriorate. A third and possible alternative would be for Brazil to maintain 
its trade agreement with Argentina, but cut back on trade with other nations. 

In conclusion, relations between Brazil and Argentina have improved significantly in 
the 1980s. Cooperation is now occurring in the military, political, and economic 
arenas. Future cooperation between Brazil and Argentina will be influenced by 
international economic variables and actors. 
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CHAPTER 5: 
BRAZIL'S OIL-RELATED TRADE PATTERNS, 1973-1986 

Savita Rao 

The purpose of this paper is to analyze Brazil's trade relations from 1973 to 1986 
with three oil-trading countries--Iraq, Saudi Arabia and Nigeria--and analyze the 
economic effects of the change in Brazil's foreign trade. Such trade deals as joint 
ventures, export of services, and goods will be included. 

The first part deals with the state petroleum company, Petrobnis. This section 
includes a brief summary of Petrobras' achievements in the areas of production, 
exploration, and refining. The activities of two of its subsidiaries, Braspetro (the 
foreign drilling arm of Petrobras) and Interbras (the trading company) will also be 
discussed in detail. With regard to the activities of these two subsidiaries, the 
discussion is not limited to Iraq, Saudi Arabia, and Nigeria. 

The second part deals with Brazil's export of goods and services during the same 
time period to Iraq, Saudi Arabia, and Nigeria. The first two countries were chosen 
for study because they are the largest suppliers of petroleum in Brazil. Nigeria was 
selected because it is among Brazil's top six petroleum suppliers and Brazil exports a 
great deal to Nigeria. This section will focus on the goods and services Brazil offered 
in exchange for petroleum imports and its effect on Brazil's balance of payments. 

The third part of this report deals with the current situation regarding oil in Brazil. 
This section will include an analysis of trade relations between Brazil and the 
above-mentioned oil-producing partners in 1986 and the effects on Brazil's balance of 
payments as a result of renegotiations in trade deals. The conclusion enumerates the 
policy responses of the Brazilian government to the new economic outlook. 

OVERVIEW OF BRAZILIAN FOREIGN TRADE 

Brazilian trade from the late 1940s until about 1964 experienced a downward trend 
in export performance. Between 1953 and 1963, while world trade expanded by an 
average of 6 percent annually, Brazilian exports dropped by an annual average of 0.9 
percent. After 1964, several export incentives--exchange, fiscal, and financial--were 
introduced. This dramatic change in Brazil's foreign trade policy led to a substantial 
export growth. Brazil's exports increased at a rate of about 17 .9 percent annually; 
Brazil's share in international trade increased from 0.9 percent in 1964 to 1.1 percent 
in 1980. This growth can be explained by a diversification of the export markets and 
products. Brazil began developing new trade relationships with Africa, Latin America, 
and the Middle East. By the mid 1970s, Brazil had a greater geographical balance in 
its exports than it had two decades earlier (see Table 5.1 ).1 
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Table 5.1 Market Distribution of Brazilian Exports 
(percent) 

Market 

United States 
European Economic Community 
Africa 
Latin America 
OPEC 

total 

1970 

24.7 
28.1 
2.1 

11.1 
0.1 

66.1 

1973 

18.1 
37.1 
3.0 
9.0 
3.2 

70.4 

Source: Jose Carvalho, "Commercial Policy in Brazil," in The 
Brazilian Economy in the Eighties, ed. Jorge Salazar-Carillo 
and Roberto Fendt, Jr. (New York: Pergamon Press, 1985), p. 
59. 

1980 

17.4 
26.6 

5.7 
17.2 
7.5 

74.4 

At the time of the first oil price shock of 1973-74, Brazil was the largest importer 
of oil among the developing countries. Having 2.5 percent of the world's population 
(in 1970) and 5. 7 percent of the land area, Brazil had only 0.14 percent of the world's 
proven petrol reserves and 0.06 percent of natural gas reserves. As a result, the oil 
price increase had a major effect on the oil-dependent Brazilian economy. The terms 
of trade loss in 1974 as a result of the oil price increase represented about 4 percent 
of Brazilian GDP for that year.2 From 1972 to 1974, the cost of Brazil's petroleum 
imports increased almost fivefold. Between 1974 and 1977, the terms of trade and 
export volume losses represented an average of 2.8 percent of Brazilian GNP.3 

Since it was not possible for Brazil to stop importing petroleum, the Brazilian 
policymakers had to choose other ways of adjusting to this new situation. Several new 
measures were implemented--domestic consumption of oil was subsidized, imports 
(except petroleum) were reduced, import substitution became a major objective, and 
export incentives were introduced. High export rates became imperative for the 
economic development of Brazi~ especially if it needed to pay for the increase in oil 
prices as well as debt servicing. . 

The second oil shock of 1979, coupled with the worldwide recession, exacerbated 
Brazil's trade balance at a time of increasing interest rates. Brazil favored trading 
arrangements which would minimize the costs to its foreign-exchange ·reserves. To 
ease the balance-of-payments situation, responsibility also fell upon Petrobras, the 
national oil company, to step up domestic production. Alternative energy programs and 
domestic conservation measures were also implemented. 

The drop in oil prices in 1986 and increased domestic production of petroleum has 
altered Brazil's oil picture and resulted in renegotiations of trade deals. On the one 
hand, Brazil's petroleum import bill has decreased; on the other hand, since the fall in 
oil prices has decreased the purchasing capacity of the oil-producing countries, exports 
to these countries lias declined sharply. 

Oil is Brazil's major import item and, due to its effect on Brazil's balance of 
payments, its number one problem. Through its overseas subsidiaries, Petrobras opened 
new export markets in oil trading countries. The OPEC markets soon became the focus 
of attention and Brazil's exports increased substantially. Thus, the Brazilian economy 
is sensitive to any change in oil-related trade patterns. Most of the discussion in this 
paper is restricted to Brazil's bilateral trade with its oil-trading partners. According 

· to Helio Beltrao, the president of Petrobras, 65 percent of Brazil's oil imports is paid 
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trade. Thus the bilateral trade agreements discussed in this paper include countertrade 
deals. 

PETRO BRAS 

The Brazilian government plays an important role in the Brazilian economy, 
particularly through government-controlled institutions. One such public enterprise is 
Petr61eo Brasileiro, S.A., known as Petrobras, the state petroleum company and one of 

. the largest business corporations in Latin America. 6 
The most important goal of Petrobras since its inception in 1953 has been 

self-sufficiency for Brazil in petroleum production and refining. Petrobras began 
operations in 1954; by the end of 1963, it had been granted a monopoly over imports 
of crude oil. 7 Between 1955 and 1960, annual output of crude petroleum increased 
nearly fifteen times, from 5,500 to 81,000 barrels per day.8 This production satisfied 
only 40 percent of domestic demand for crude petroleum. Output had doubled again by 
1970, but domestic demand for petroleum had also increased. The increase in petroleum 
imports was caused by two factors: (a) a decline in production in older Brazilian fields 
and (b) an increase in domestic production of automobiles. As domestic production did 
not keep pace with the demand, crude oil imports continued to increase. 

Brazil's dependency on oil imports was not viewed as being precarious as long as oil 
remained cheap in the world market. 9 Most Petro bras officials expected this situation 
to continue indefinitely, as Ernesto Geisel, then president of the oil monopoly, testified 
to a congressional committee in the late l 960s. l 0 Thus, Petro bras appeared very 
comfortable exploring for oil while continuing to import increasing amounts of crude 
petroleum to refine in Brazil. 
. The 1973 oil crisis affected Brazil drastically, causing major policy changes. 

Petrobras increased domestic exploration efforts, inviting foreign companies to explore 
in Brazilian territory. In 1976, Petro bras announced that Brazil would, for the first 
time, allow petroleum exploration by foreign companies under "risk contracts."11 These 
risk contract terms 

are probably the stiffest in the world, [and] require a company to begin drilling 
by a fixed date, usually a year or less from signing, and to spend a stipulated 
minimum dollar-figure while drilling a minimum number of wells. If oil is not 
discovered in a fixed time period, the contract area reverts to Petrobras, thereby 
preventing the companies from hiding or postponing discoveries.12 

In the event of striking oil, a contractor has to prepare the oil well for production 
and then hand it over to Petrobras in return for which it will be reimbursed for all 
expenses in addition to a previously settled percentage of the revenues. 

By the end . of 1979, 123 new areas had been opened to risk contracts. Increased 
exploration efforts have met with considerable success, as indicated by the tremendous 
increase in domestic production since the beginning of the 1980s (see Table 5.2). 
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Table 5.2 Production and Reserves of Oil and Liquid Natural Gas, 1974-1985 

Year 

1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 

Production 
(thousands of barrels per day) 

175 
172 
170 
165 
160 
170 
195 
260 
326 
339 
474 
563 
617 (est.) 

Reserves 
(millions of barrels) 

781 
783 
878 

1,116 
1,145 
1,266 
1,342 
1,495 
1,735 
1,874 
2,562 
n.a. 
n.a. 

Source: Petrobras Annual Report, Rio de Janeiro, several issues. 

In 1980, as a result of the second oil shock, the government made every attempt to 
decrease dependence on foreign petroleum, increase investment in oil exploration and 
production, and utilize other sources of energy like alcohol, natural gas, 
hydroelectricity, and bituminous shale. The aforementioned policies helped Petro bras to 
curtail its oil imports. Brazil's oil imports have declined from 80 percent of total 
consumption in 1980 to about 40 percent now. Nonetheless oil is still Brazil's major 
import item, and in 1986, Petrobras was projecting a savings of $1 billion on purchases 
largely due to lower oil prices. 13 

Currently, Brazil is almost close to achieving self-sufficiency. Petro bras has 
estimated 1987 oil production to the 637,000 barrels per day (bpd); the target level for 
1990 is 789,000 bpd. This will satisfy more than 70 percent of domestic demand for 
petroleum.14 

In order to guarantee a forecast of oil self-sufficiency by 1993 and maintain the 
present ratio of reserves to production, the nation will have to discover reserves 
capable of producing about 1 million b/d. Present reserves, about 1.9 billion 
[barrels} will have to rise to 3.6 billion by 1993 in order to achieve that 
result. I 

All through the 1970s, Petrobras experienced a trend toward increased refining. 
The corporation suffered a slight setback in the beginning of the 1980s; however, in 
the past two years, refining capacity has been on the increase, as indicated in Table 
5.3. 
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Table 5.3 Petrobras' Refining Capacity, Selected Years, 1940-1985 

Year Capacity 

1940 
1950 
1960 
1970 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 

(thousands of barrels per day) 

4 
12 

156 
575 
986 

1,118 
1,161 
1,209 
1,205 
1,402 
1,407 
1,219 
1,301 
1,305 

Tons per Year 
(millions) 

0.2 
0.6 
7.8 

28.6 
49.1 
55.7 
57.8 
60.2 
60.0 
69.8 
69.8 
60.5 
64.8 
65.0 

Source: International Petroleum Encyclooedia (Tulsa, Okla.: Penwell 
Publishing Company, 1985), p. 322. 

SUBSIDIARIES OF PETROBRAS 

Brasoetro 

Petrobras has a subsidiary for its overseas operations, Braspetro. 16 It was created 
in 1972 to "explore, ~roduce, refine, commercialize and transport petroleum and its 
derivatives abroad." 1 Brazil's contracts include joint ventures with transnational 
companies, both independent and national companies of host countries. The contracts 
usually include giving Braspetro a portion of the crude oil discovered and produced, 
usually at preferential prices. 

It was often questioned whether Brazil could afford to spend huge sums of money 
on exploration when it was in dire need of money at home. According to Braspetro's 
president in 1975, Petrobras generated enough money to meet most of its domestic and 
foreign demands; however, Braspetro was simultaneously diversifying its activities so as 
to generate its own revenues.18 

Braspetro's oil exploration activities have been welcomed in Middle Eastern, African, 
Latin American, and Asian countries. Following is an account of Braspetro's activities 
from 1973 to 1984 in different regions of the world. 

The Middle East. In 1972, Braspetro signed a twenty-four-year contract with the Iraq 
National Oil Company (INOC); this contract permitted Braspetro to purchase 31 percent 
of the oil found at preferential prices. Braspetro was also to be paid for its 
exploration efforts. This contract underwent a change in 1979 by which Braspetro was 
reimbursed in petroleum for all its investments, in addition to the remuneration it 
received. In 1980-81, contracts involving technical cooperation and export of 
engineering services were signed with INOc.19 
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In 1973, Braspetro, in association with Mobil Oil and the Iranian company Hormuz 
Petrol, won contracts to explore in the Hormuz Strait of the Persian Gulf. This 
contract, however, ceased to be effective in 1978. 20 In 1981, Braspetro began 
exploration activities in South Yemen and in 1985, it developed a layout for central 
research and a laboratory for petroleum and other resources in South Yemen.21 

Africa. In 1972, Braspetro began joint exploration activities with Madagascar. When 
no oil was found from two wells, the exploration operation was abandoned. Braspetro's 
contract with the Egyptian General Petrol Company, where Braspetro conducted seismic 
survey, ceased in 1978. In 1974, Braspetro signed a contract with the Algerian oil 
company Sonatrach. In the event of finding a commercial field in Algeria, Braspetro 
was to receive 44 percent of the oil found as well as payment for half of its 
investments. Some of its other contracts included mapping reconnaissance work in 
Libya, risk contracts with Angolai and a cooperation agreement with the Ghana 
National Petroleum Corporation. 2 

Latin America and the Caribbean. Braspetro's activities in this region include a 
subsidiary Colbras with Colombia, geological surveys in Guatemala, a technical 
assistance contract with Trintoc of Trinidad and Tobago, and exploration contracts with 
Ecuador and Uruguay. 

Asia. Some of Braspetro's noteworthy services in Asia include an exploration contract 
with China National Oil and Gas Exploration and Development Corporation, by which it 
conducted a seismic study of seven onshore areas and pursued exploration efforts, and 
the drilling of the first wildcat well in the Philippines. 

Inter bras 

Interbras is a trading company that promotes and sells Brazilian commodities and 
manufactured goods and sometimes swaps them directly in exchange for petroleum. It 
buys, insures, ships, and delivers Brazilian goods to the importing countries. It also 
imports goods for the Brazilian domestic market.23 Interbras is the largest of more 
than thirty private and public Brazilian trading companies.24 Petrobras made the 
initial efforts to market Brazilian goods abroad so as to generate foreign exchange to 
pay for petroleum imports. It created Interbras in 1976 to deal with the contacts made 
by Braspetro with the intention of increasing exports. Diversification of products and 
markets was the major objective of the subsidiary. 

Many of Brazil's private trading companies have also been successful in marketing 
Brazilian products abroad. However, it was "Inter bras' government ties unquestionably 
[that] have been beneficial in the rapid development of its most impressive export 
success, the foreign sale of Brazilian engineering services."25 With regard to the 
engineering services, Interbras usually makes the contacts and negotiations on 
engineering service exports and works in conjunction with private Brazilian companies 
to carry out the projects.26 

Since its creation in 1976, Interbras has dealt with extensive volumes of foreign 
trade worth at least $1 billion annually. By the end of 1976, this trade agency of 
Petrobras had already negotiated o~erations valued at nearly $500 million; by 1977, it 
had done $800 million in business. 1 By 1981, Interbras' annual sales had stepped up 
to $1.6 billion.28 Interbras has also helped smaller Brazilian companies market their 
products abroad. By establishing Interbras, Brazil created a multinational company that 
could compete against foreign private companies that may otherwise have exploited 
Brazilian primary product exports like coffee, soybeans, rice, and cacao.29 
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Some of its noteworthy exports include beef to Nigeria, frozen chicken to the 
Middle East, soybeans to Japan, Massey Ferguson tractors to Turkey, mineral water to 
Kuwait, Volkswagens to Algeria, shoes to the USSR, and rice to eastern Europe. 
Interbras has also constructed railways, highways, and even a university campus in 
Middle Eastern, African, and Latin American countries. By 1981, twelve such projects 
had already been completed and eleven more projects were under construction. The 
following is an account of Interbras' activities in different regions of the world. 

The Middle East. In 1977, Interbras signed a contract with Beter, a local construction 
company in Saudi Arabia, to build the Safwa-Al-Jubail highway there. This trade 
subsidiary of Petrobras has also exported services for building of hotels and the 
Baghdad-Hsaibah railway in Iraq. 

Africa. Interbnis has exported services to Mozambique, Botswana, and Nigeria. Its 
largest operation in Nigeria was the supply of 9 ,600 tons of beef, estimated at about 
$23 million. Interbras has also sponsored the establishment of several industries, so~e 
of which are the ceramics industry, a manioc-processing plant, shipbuilding, airports, 
warehouses, hydroelectric projects, construction equipment, and alcoholic beverages. 
The trade arm of the state petroleum company was also exploring the possibility of 
installing sugar refineries and distilleries in Nigeria. 30 

Other. Interbras has also sold its services to Ecuador, Costa Rica, Uruguay, Portugal, 
Argentina, Trinidad, Tobago, Paraguay, Peru, and Colombia. 

TRADE PERFORMANCE IN BRAZIL: 1973-1986 

Brazilian Export Markets 

From 1948 to 1964, there was very little change in either Brazil's export markets or 
its composition of exports. The first push for exports started after the military 
takeover in 1964. The government set up a special foreign trade section of the Bank 
of Brazil, CACEX, to stimulate exports. A network of tax relief and fiscal credits was 
also established to facilitate export trade. In 1964, 90 percent of Brazil's export 
products consisted of four primary froducts. By 1974, 40 percent of Brazil's export 
products were manufactured goods. 1 

The drive to sell had a significant impact on Brazil's foreign policy. Brazil began 
to diversify its export markets, reaching out to the Third World markets--a decision 
that proved helpful during the external shocks of the 1970s. 32 Brazil's exports to 
Third World markets were $3.4 billion in 1978, accounting for 27 percent of Brazilian 
total imports. The remaining 73 percent of Brazilian exports were absorbed by 
individual countries, indicating the importance of developing countries as strong 
markets for Brazil's exports. However, Brazil's increased dependence on petroleum in 
the 1970s has resulted in several bilateral trade agreements between Brazil and the 
oil-exporting countries.33 · 

With regard to the Middle Eastern and African OPEC countries, Brazil's bilateral 
trade is not balanced. While imports from these countries have increased considerably 
due to the enormous oil price increases, Brazil's exports to OPEC countries still remain 
small in relation to the oil imports. However, Brazil has a wide variety of goods and 
services needed by many of the oil-exporting countries--sugar, coffee, soybeans, cotton, 
and other goods and fibers. 34 
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A wide range of Brazilian products are exported to Third World markets, 
manufactured exports being very prominent. Brazil's trade with the Third World is not 
restricted to commodities; trade in services, especially engineering services, forms a 
significant part of exports. 

Brazil's Relations with the Middle East and Africa 

During the 1970s, Africa and the Middle East became areas of foreign-policy 
concern to Brazil, as is seen by the increasing momentum of Brazilian exports to these 
countries (see Table 5.4 ). This can be explained by Brazil's large dependence on 
imported petroleum. In spite of attempts to diversify its petroleum sources, in the 
1980s about half of Brazil's oil needs were still being met by the Middle Eastern 
countries--Iraq, Saudi Arabia, and Kuwait.35 

Brazil's commercial relations with Africa increased after 1970. Ernesto Geisel and 
Joao Figueiredo, with regard to Brazil's international objectives, established Africa as 
the second most important regional priority, following Latin America. 36 In the early 
1970s, Africa appeared to be a promising market for Brazilian exports. Foreign 
minister Gibson Barbosa's visit to Africa in 1972 marked the beginning of increasing 
ties between Brazil and several African countries. Increased contacts were 
accompanied by a series of programs designed to increase commercial relations. 3 7 

Brazilian and African government and private companies participated in commercial 
delegations and trade fairs to promote their respective export products. To facilitate 
the trade network, Brazilian banks and shipping and air lines were established in 
Africa.38 

Table 5.4 Brazil's Exports to Leading African and Middle Eastern Nations 
(in millions of US$) 

Country 1972 1973 1974 1975 1976 1977 

Angola 1.8 4.5 5.9 6.0 22.1 26.2 
Algeria 11.6 52.3 214.5 197.0 142.0 178.9 
Ghana 0.8 1.6 1.6 3.9 4.1 9.6 
Libya 0.2 I.I 8.2 29.9 17.7 19.0 
Morocco 13.9 26.1 28.9 35.8 21.5 30.5 
Mozambique 1.4 0.3 5.7 1.3 4.0 10.2 
Nigeria 1.0 3.5 12.0 57.2 87.0 115.1 
South Africa 29.0 34.0 45.4 36.4 33.4 27.5 
Tunisia 12.1 13.2 41.6 21.2 15.7 23.2 
Zaire 0.7 2.6 7.7 1.4 5.3 5.4 
Saudi Arabia 0.2 1.2 5.5 14.6 15.0 17.5 
Kuwait 0.2 1.4 2.2 15.6 16.3 19.6 
Iran 6.9 55.4 55.3 76.0 77.2 95.7 
Iraq 3.9 38.1 157.5 178.7 49.8 95.2 
Egypt 9.6 4.0 18.7 7.9 47.2 35.4 

Source: American Chamber of Commerce for Brazil, Brazilian Business, Rio do 
Janeiro, 1978, p. 47. 
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Brazil-Iraq Trade Relations. Brazil's exports to Iraq have increased greatly since 1973, 
with a simultaneous increase in Brazil's oil imports (see Table S.5). Iraq has always 
been Brazil's largest market for chicken. Besides increased chicken and sugar exports 
in 1978 (see Table 5.6), Brazil supplied iron ore to a major new steel mill at 
Khoral-Zubair, located in the south of Iraq. Brazil also exports armored vehicles (from 
Engesa), the Cascavel, and air-to-ground missiles. Since 1977, Brazil has sold more 
than $1 billion in arms to Iraq. 

Brazil had also undertaken several development projects in Iraq. In 1978, a major 
construction company, Mendes Junior, won a contract worth $1.2 billion to build a 
550-kilometer stretch of railway. This railway linked Baghdad with Hussaibah on the 
Syrian border. Mendes Junior won this contract against stiff competition from Wimply 
Energoproject of Yugoslavia and Rail India Technical and Economic Services. 39 The 
same year, a contract was signed to build a hotel in Baghdad. In 1984, Mendes Junior 
undertook two major contracts with Iraq worth $330 million for civil works in the 
Euphrates River marsh region. This contract involved building a huge drainage 
tunnei.40 

In 1980, Brazil signed a nuclear accord with Iraq, with the intent of codeveloping 
nuclear technology for peaceful purposes and sharing resources to search for uranium 
in Brazit.41 In October 1984, Interbras announced the sale of about 70,000 metric tons 
of beef to Iraq in a contract that involved exchange of petroleum for these goods. 
Around the same time, the Union of Poultry Exporters, a poultry export group 
represented by three Sao Paulo state producers, concluded a frozen-chicken contract 
with Iraq. Most of these large contracts by public and private companies were secured 
with the help of Petrobras' increasing leverage with oil-trading partners.42 

Table 5.5 Brazil's Exports to Iraq, 1973-1984 
(in thousands of US$, free on board) 

Year Basic Semi-Manufactured Manufactured Total 

1973 27 ,513 10,359 255 38,129 
1974 106,662 48,283 120 157 ,522 
1975 104,311 61,045 12,654 178,655 
1976 24,446 4,254 20,717 49,751 
1977 71,230 15,669 8,343 95,242 
1978 52,044 7,531 25,327 84,994 
1979 68,329 1,959 169,122 239,626 
1980 88,102 3,618 196,987 288,904 
1981 145,594 3,128 149,632 298,399 
1982 - 161 ,612 888 156,389 319,227 
1983 95,681 343 319,941 416,001 
1984 88,178 1,996 258,262 350,037 

Source: CACEX, Rio de Janeiro, several issues. 
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Table 5.6 Major Exports to Iraq, 1973-1984 
(in thousands of US$, free on board) 

Year Sugar Chicken Beef Food Manufactures 

1973 37,781 
1974 140, 719 
1975 162,014 188 
1976 26,497 
1977 69,502 815 7,692 
1978 22,284 14,984 2,516 10,800 
1979 24,539 23,987 4,085 17,263 127,760 
1980 100,800 35,930 107,278 
1981 30,242 86,629 
1982 37,390 106,843 15,234 
1983 54,191 216,963 
1984 41,613 14,972 

Source: CACEX, Rio De Janeiro, several issues. 

Brazil-Saudi Arabia Trade Relations. Prior to 1977, most of Brazil's exports to Saudi 
Arabia were chicken, fruits, legumes, tractors, and motorcycles. In 1978, Brazil 
exported more industrialized goods, indicating a variation in its export structure (see 
Tables 5.7 and 5.8). 

After the second oil shock in 1979, and a large trade gap of $1.8 billion with Saudi 
Arabia, Brazil began to emphasize its exports to Saudi Arabia. In recent years, Brazil's 
arms industry has appeared to be a good export business. In 1984, Engesa, the largest 
arms supplier in Brazil, supplied Saudi Arabia with 100 Osoria thirty-five-ton tanks. 
On October 9, 1984, Brazil signed a five-year military cooperation agreement with 
Saudi Arabia. The contract was to facilitate Riyadh's increase of its own 
small-weapons industry. The two countries were to manufacture jointly the Astros II, 
the Osorio heavy tank, and the Tucano trainer plane. Saudi Arabia was permitted to 
resell or transfer the weapons it received from Brazil. The military cooperation 
agreement also included technical tr:aining to Saudi Arabian workers in weapons 
assembly and manufacturing. Towards the end of 1985, Saudi Arabia signed a 
$300-million contract with Avibras, another large arms supplier in Brazit.43 
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Year 

1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

Table 5.7 Brazil's Exports to Saudi Arab~ 1973-1984 
(in thousands of USS, free on board) 

Basic Semi-Manufactured Manufactured 

1,118 113 
1,131 4,354 
1,273 86 12,979 
1,409 13,563 
3,797 13,721 
6,172 19,515 

18,834 22,160 
59,054 710 36,527 
83,132 1,487 74,463 
92,300 4,868 177,705 

112,209 6,863 267,586 
127,917 695 132,800 

Source: CACEX, Rio De Janeiro, several issues. 

Table 5.8 Major Exports to Saudi Arabia, 1977-1984 
(in thousands of USS, free on board) 

Year Chicken Beef Paper & Products 

1977 1,257 2,368 
1978 6,051 697 2,919 
1979 18,684 
1980 53,465 
1981 68,179 
1982 75,284 
1983 
1984 

Source: CACEX, Rio De Janeiro, several issues. 

Total 

1,231 
5,493 

14,379 
14,981 
17 ,518 
25,692 
40,994 
96,291 

161,082 
274,873 
386,658 
261,412 

Brazil-Nigeria Trade Relations. Brazil's policy toward Africa changed greatly in the 
1970s, especially toward the oil~exporting countries such as Nigeria, Gabon, and Angola. 
A series of export incentives were implemented so as to increase trade between Brazil 
and Nigeria. In 1976, the Bank of Brazil opened an office in Lagos. Creation of 
direct shipping and air links facilitated increasing ties between Brazil and Nigeria. 
Lloyd-Brazilian, a shipping line, established a separate shipping line, Nigerbras, for 
trade between the two countries. 44 

In 1979, Brazil imported only 2.5 percent of its total oil imports from Nigeria. 
However, the Iran-Iraq war forced Brazil to diversify its oil-trading partners. By 1981, 
Nigeria was the fourth largest petroleum supplier to Brazil. In order to pay for oil 
imports, it became imperative for Brazil to increase its export sales to Nigeria. 
Exports to Nigeria increased by about thirty times from 1973 to 1978. 
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From 1973 to 1984, the bulk of Brazil's trade was in industrialized goods (see Table 
5.9): CKD (completely knocked down) vehicles and parts, building materials, 
semiprocessed industrial raw materials, machinery and equipment, foodstuffs, and civil 
engineering services. Brazilian CKD kits have included Mercedes and Scania 
heavy-vehicle assembly plants in Nigeria. 

Trade in vehicle parts and components has also been taking place. National 
companies such as Villares, Metal Leve, and COFAP manufacture different parts that 
are exported to Nigeria. Most of the trade is handled by a few large trading 
companies, such as Cicatrade and Cotia. Brazil also exports many types of building 
materials, ranging from hardboard, plywood, glass ceramics, wood, aluminum doors and 
window frames, asbestos sheets, and cement. Brazil has largely exported cotton, 
synthetic yarn, and paper. Most of Brazil's exported paper goes to Nigeria's printing 
and pac:kaging ihdustries. Surprisingly, Brazil's export trade to Nigeria does not 
include capital goods like machinery for production. However, much agricultural food 
processing equipment is exported--milling machines, cold storage plants, 
cassava-processing equipment, and equipment for the sugar industry. Interbras, 
together with Planave-Cleplan, has installed a cassava-processing plant in Nigeria. 
Cotia has provided technical assistance in the field of ranch management, poultry 
farming, and afforestation. 

Brazil has also begun exporting its services, especially civil engineering services. 
This has led to imports of road rollers, asphalting equipment, and other construction 
machinery. The Brazilian companies that have obtained significant contracts are Encol, 
Paranapanema, Hidroservice, Promon, and Novacap. Services include residential 
construction, railways, telecommunications, hydroelectric projects, and highways. Brazil 
also offers technical assistance to Nigerian manufacturers. Brazil's export of 
construction services have helped Brazil significantly, especially when the construction 
service was going through periods of depression in Brazil. Electrical equipment has not 
featured prominently in Brazil's export trade to Nigeria. 

With respect to food products, meat, poultry, cereals, soya oil, sugar, and rice 
represent a significant part of Brazil's trade with Nigeria (see Table 5.10). While Cotia 
handles most of the frozen meat trade, other Brazilian trading companies like Armour 
and Comabra handle brand-name food products. Among Brazil's food processing 
projects, the services include supply of machinery and equipment. The Bank of Brazil 
finances layout and construction plans. Supervisory services during construction work 
is also offered and these services are usually charged on a daily fee basis. 

Some of the consumer durable goods exported are air conditioners, ref rig era tors, 
freezers, footwear, sewing machines, furniture, laboratory equipment, and veterinary 
medicines. While some of this trade was handled by Jobras, a joint venture between 
Inter bras and a Nigerian company, most of this trade is handled by private companies. 

By 1979, Brazil had set up twenty-five consulting and services companies in Nigeria. 
A joint commission was also formed to assist in joint ventures and technology 
transfers. Most of Brazil's joint ventures with Nigeria are in light metal products such 
as nuts, bolts, aluminum windows and door frames, ceramics (especially sanitary ware 
and tiles), electrical equipment, and plastic products such as the soles of footwear. 
With respect to joint ventures, Brazil's trading companies have gained an advantage 
because they were the first to penetrate the Nigerian market. Interbras' joint venture 
with a local Nigerian trading company (the joint venture was Jobras Limited) imported 
Brazilian consumer goods under the brand name of Tama. However, Nigerian import 
restrictions and protectionist policies after 1978 resulted in Jobras closing down. 
However, Interbras supplies many forms of engineering services and capital equipment 
to Nigeria.45 Mendes Junior, the Brazilian construction company, was working on 
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construction of roads in Nigeria. Other projects by the same company included the 
modernization of the telephone system in Lagos. 46 

Table 5.9 Brazil's Exports to Nigeria, 1973-1984 
(in thousands of USS, free on board) 

Year Basic Semi-Manufactured Manufactured Total 

1973 39 3,388 3,528 
1974 783 11,186 11,986 
1975 2,557 54,300 57,189 
1976 7,999 305 76,339 86,693 
1977 17,994 10 97,106 115,110 
1978 25,085 845 207,587 233,505 
1979 2,219 2,084 133,172 137,475 
1980 5,803 1,854 263,848 271,505 
1981 7,729 4,758 757,742 770,232 
1982 18,594 6,807 219,864 245,265 
1983 11,618 9,828 173,947 195,434 
1984 9,839 2,218 641,628 653,708 

Source: CACEX, Rio De Janeiro, several issues. 

Table 5.10 Major Exports to Nigeria, 1975-1980 
(in thousands of USS, free on board) 

Year Cotton Beef Chicken Refined Sugar 

1975 2,928 1,822 
1976 6,571 1,963 
1977 8,940 1,955 14,275 2,967 
1978 19,337 634 15,420 9,606 
1979 23,306 9,641 
1980 28,896 

Source: CACEX, Rio De Janeiro, several issues. 

Recent Trade Trencls 

In 1984, Brazil entered into a contract with Nigeria under which Brazil was to 
export $500 million worth of manufactured goods and raw materials. In return, Nigeria 
was to increase its oil shipments to Brazil by 40,000 bpd. Payments were to be made 
in foreign exchange. Another contract between Petrobras and the Nigerian National 
Petroleum Corporation (NNPC) was signed; Petrobras was to refine crude oil on behalf 
of NNPC and export it back to Nigeria. In 1985, Brazil signed a $1 billion barter 
agreement with Nigeria. In return for some 40,000 bpd imports, the Brazilian trading 
company, Cotia, was to export $500 million worth of goods. 
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While Brazil's oil imports from the Middle East and Africa increased, exports 
(though on the increase) did not attain sizable enough growth to offset the imports. 
Brazil's trade balances with. Iraq and Saudi Arabia have been very unfavorable (see 
Tables 5.11, 5.12 and 5.14). However, the trade balance with Nigeria favors Brazilian 
exports (see Tables 5.13 and 5.14). Most of the bilateral trade was associated with the 
oil boom. The oil glut of 1986 and Brazil's decreasing dependence on foreign petroleum 
has resulted in new bilateral trade negotiations. Brazil's oil-trading partners suffer 
from a serious balance-of-payments problem.47 

In 1986, Brazil was expecting a decline in Middle East export trade worth $1.3 
billion. Exports of non-military goods to Saudi Arabia and Iraq have dropped sharply. 
Brazil's Volkswagen agreement with Iraq is no longer effective. Vehicle assembly trade 
with Nigeria has been dropped. Lourenco Chofhi, president of the Afro-Brazilian 
Chamber of Commerce, estimates a drop of about 20 percent in Brazilian exports to the 
Arab region. However, he believes that Brazil's bilateral trade will soon recover due 
to Brazilian products' competitive prices. 

Table 5.ll Brazil-Iraq Trade Balance, 1973-1984 
(in thousands of US$, free on board) 

Year 

1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

Exports to Iraq 

39,129 
157,522 
178,655 
49,751 
95,242 
84,994 

239,626 
288,904 
298,399 
319,227 
416,001 
350,037 

Imports from Iraq 

207,245 
695,574 
780,803 

1,050,026 
1,045,749 
1,209,246 
2,632,414 
3,779,589 
1,896,091 
2,572,901 
2,071,287 
2,018,475 

Source: CACEX, Rio De Janeiro, several issues. 
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Balance 

-168,116 
-538,052 
-602,148 

-1,000,275 
-950,507 

-1,124,252 
-392,788 

-2,490,685 
-597 ,692 

-2,252,674 
-1,655,286 
-1,668,438 



Year 

1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

Table 5.12 Brazil-Saudi Arabia Trade Balance, 1973-1984 
(in thousands of USS, free on board) 

Exports to Saudi Arabia 

1,231 
5,493 

14,379 
14,981 
17 ,518 
25,692 
40,994 
96,291 

161,082 
274,873 
386,658 
261,412 

Imports from Saudi Arabia 

385,858 
1,370,689 

975,867 
1,086,571 
1,273,148 
1,368,657 
1,804,981 
2,081,151 
3,792,227 
2,969,227 
2,219,997 
1,364,592 

Balance 

-384,627 
-1,365,196 

-961,488 
-1,071,590 
-1,255,630 
-1,342,965 
-1, 763,987 
-1,984,860 
-3,631,145 
-2,694,354 
-2,181,332 
-1,103,180 

Source: CACEX, Rio De Janeiro, several issues. 

Year 

1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

Table 5.13 Brazil-Nigeria Trade Balance, 1973-1984 
(in thousands of USS, free on board) 

Exports to Nigeria 

3,528 
11,986 
57,189 
86,693 

115,110 
233,505 
137,474 
271,505 
770,232 
245,265 
195,434 
653,708 

Imports from Nigeria 

6,481 
191 
77 

77,832 
90,437 
67,598 
33,186 
87,843 

728,524 
227,359 

82,822 
967,296 

Balance 

-2,953 
11,795 
57,112 
8,861 

24,673 
165,907 
104,288 
183,662 
41,708 
17 ,906 

112,612 
-313,588 

Source: CACEX, Rio De Janeiro, several issues. 
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Table 5.14 Brazil's Balance of Payments, Selected Years, 1973-1984 
(millions of USS) 

1973 1974 1979 1980 1984 

Trade Balance (a) 7 -4,563 -2,840 -2,829 13,068 
Exports (i) 6,199 7,968 15,244 20,132 27,005 
Imports (ii) -6,192 -12,531 -18,084 -22,961 -13,937 

Services (b) -1,722 -2,313 -7,920 -10,212 -13,074 

Unrequited Transfers (c) 27 0 18 155 172 

Current Account (a+b+c) -1,688 -6,876 -10,742 -12,886 166 

Exports (% of i) 

To Iraq 0.63 1.98 1.57 1.44 1.30 
To Saudi Arabia 0.02 0.09 0.27 0.50 1.00 
To Nigeria 0.06 0.15 0.90 1.35 2.42 

Imports (% of ii) 

From Iraq 3.35 5.55 14.57 16.46 14.50 
From Saudi Arabia 6.23 10.94 9.98 9.10 9.80 
From Nigeria 0.10 0.02 0.18 0.38 6.95 

Trade Balance (millions of US$) 

With Iraq -168 -538 -89 -2,490 -1,668 
With Saudi Arabia -384 -1,365 -1,763 -1,984 -1,103 
With Nigeria -2 12 104 183 

Source: CACEX, Rio De Janeiro, several issues. 

CONCLUSIONS 

Brazil is one of the largest oil importers among developing countries; Brazil is also 
one of the largest exporters to oil-exporting countries. Petrobras was the world's 
largest individual oil purchaser with 1977 buys of about $4 billion. Brazil is thus 
bound to benefit from the oil slump.48 However, because Petrobras' bargaining power 
with its oil traders always allowed Brazil to purchase oil at prices much lower than the 
international market rates, the estimated savings of $1 billion on 1986 oil purchases is 
debatable. 

According to Helio Beltrao, the drop in oil prices would, on the one hand, have a 
favorable impact on Petrobras and Brazil's balance of payments. This can be explained 
by the substantial reduction in hard-currency payments. On the other hand, Petrobras' 
exports of gasoline and other petroleum products would register a decline due to 
liquidity problems of oil-exporting countries. However, the gain from the drop in oil 
prices would far surpass the loss in export value. Currently, about 40 percent of 
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Brazil's domestic petroleum needs are met through imports. Beltrao adds that 
Petrobras is a "major stimulator of Brazilian exports" and acts "as a catalyst for the 
national industry capability." The state has played an important role in increasing sale 
of exports, searching for new markets and helping balance-of-payment needs.49 

Petro bras' commercial director, Carlos Santa Anna, believes that the falling oil 
prices may force Petrobras to alter its petroleum derivatives policies, affecting the 
level of oil imports. 

Brazil's export trade with its oil partners suffers serious consequences from the oil 
glut. Trade deals with Iraq and Nigeria are feeling the impact of the decline in 
foreign exchange of Brazil's oil exporting countries. However, this will force Brazil to 
be more competitive in other industrialized export markets. But protectionist policies 
of developing countries toward exports may hurt Brazil's export trade. Other trade 
deals suffer from delays in being implemented. One of the major victims of this 
current economic problem is Volkswagen of Brazil, which is still awaiting payment of 
overdue bills of auto sales to Nigeria. CKD vehicles to be exported to Nigeria are still 
lying in storage. Now Volkswagen is planning to sell these vehicles in the domestic 
market. An increased supply may cause a drop in domestic prices. A decision to push 
exports strenuously rather than develop a domestic market for its own goods has 
obviously affected Brazil significantly. According to Mr. Wolfgang Sauer, the president 
of Volkswagen of Brazil, cheaper petroleum would make Japanese and European car 
makers more competitive in international markets. This would definitely hurt Brazil's 
exports in non-petroleum-producing markets.50 

To summarize the results of the oil glut, Brazil would (a) benefit substantially from 
lower oil import prices; (b) suffer a drastic decline in its exports to its oil traders; and 
(c) have to opt for other export markets in industrialized countries and thereby have 
to be more competitive. In view of the current economic aggravation, this paper lists 
some policy options available to Brazil and its oil-exporting partners. The 1986 decline 
in oil prices is definitely not a good indicator of the steps that Brazil should take in 
the future, but some suggestions could be made to facilitate an increase in Brazil's 
exports. 

In view of Brazil's extreme vulnerability to oil-related trade, it would definitely be 
to Brazil's advantage to reorient its export strategy and have a greater diversification 
of its export market. Brazil would have to export more to industrialized countries like 
the United States and other European countries. This would also encourage Brazil to 
be more competitive. 

Since Brazil has a lot of goods to offer the Middle Eastern and African countries, 
it would be in Brazil's best interest to help them overcome their foreign-exchange 
problem by engaging in joint ventures with them. Since the Middle East only has oil 
to off er Brazil, they may seek Brazilian technical assistance to diversify their 
production base, as a result of which they would be able to off er other items to Brazil 
and others for export. Both the regions will have to complement each others needs. 
Brazil is already engaged in several construction projects in the Middle East. These 
may be further developed through channels of business communication to overcome any 
lack of familiarity between the two regions. The Arab countries, on the other hand, 
are in need of markets for their phosphate mining operations. Supply of raw materials 
from Brazil and the joint markets of Brazil and the Arab countries will facilitate the 
flow of goods and services to the mutual benefit of both the countries. 51 

With regard to Brazil and Nigeria, similar geographical and climatic conditions 
permit the two countries to respond effectively to each other's needs. Sometimes 
Brazil can off er technology that is less advanced than that of developed countries; 
therefore, it is more suitable for African conditions. These Brazilian products often 
prove better than products from other industrialized countries like Japan or the United 

83 



States. 52 Thus, it would be in the long-run interest of Brazil to sustain its market by 
helping Nigeria overcome its foreign-exchange problem and engaging in joint production 
ventures. 

Petrobras should continue its oil exploration efforts with the intent of reaching 
self-sufficiency as soon as possible. Additional measures would be to introduce trade 
reforms that would act as incentives to Brazilian exports--for example, creating a trade 
authority in lieu of the several existing agencies or an insurance company to help 
finance trade activities so as to generate more export financing for small and 
medium-sized exporters. 53 
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CHAPTER 6: 
BRAZILIAN POLICY ON FOREIGN DIRECT 

INVESTMENT 

Edith Houston 

Over the last two decades, Brazil has been one of the fastest-growing countries in 
the world, and foreign direct investment (FDI) has played an important role in this 
growth. FDI has increased from less than $100 million in 1947 to nearly $2.5 billion in 
1978, with substantial increases occurring after 1968.1 However, one of the most 
important issues the Brazilian government faces today is a recent decline in FDI. Led 
by President Jose Sarney, Brazilian officials are trying to come to grips with this issue. 
This paper deals with how the Brazilian government's past economic development 
policies have addressed FDI and how it may approach the issue in the future. 

The Brazilian government has never effectively accumulated enough capital 
domestically to support economic development.2 Most of it has come from abroad. To 
add to this economic disadvantage, a major dilemma in Brazil has been the lack of 
continuity in governmental approaches. 3 Since 1930, the Brazilian government, under 
the direction of various military and elected leaders, has implemented three general 
strategies for economic development through foreign direct investment. "Neoeconomic 
liberalism" was a laissez-faire policy that promoted free trade and in which market 
forces determined the direction of the economy. "Associated development" involved 
rapid industrialization with an open-door policy toward FDI. "Radical nationalism" 
placed barriers to FDI through restrictive policies imposed by the government. 4 One 
objective of this paper is to examine the political leaders who implemented these 
strategies and how they affected FDI. 

Three main sectors comprise Brazil's GDP--industry, agriculture, and services. The 
focus of this paper will be on the manufacturing industry because its sectoral 
composition is greater than that of agriculture, and it makes up a greater part of the 
Brazilian GDP. Table 6.1 shows that the sectoral composition of Brazilian GDP for 
industry increased from 19 percent in 1939 to 37 percent in 1978. The agricultural 
sector experienced a decrease, and the service sector experienced a decrease and then 
an increase. Also, industrial investment is more easily quantifiable than human input 
to the service industry; thus, an examination of this sector will facilitate an 
understanding of how government policies have caused fluctuations in levels of FDI. 

Table 6.1 Sectoral Composition of Brazil's GDP, 
1939, 1959, and 1978 (percent) 

Sector 

Industry 
Agriculture 
Services 

Total 

1939 

19 
26 
55 

100 

1959 

33 
19 
48 

100 

1978 

37 
11 
52 

100 

Source: Peter Uwe Schliemann, The Strategy of 
British and German Direct Investors in Brazil 
(England: Gower Publishing Co. Ltd., 1981 ), p. 42. 
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Specifically, this report will examine the success of establishing the automotive and 
pharmaceutical industries in Brazil. The automobile industry, established largely as a 
result of legislation passed in the 1950s under President Juscelino Kubitschek, is 
important because it was heavily financed through FDI. Foreign firms introduced the 
local manufacture of automobiles to Brazil, and the Brazilian government promoted the 
new industry through special incentive programs. This industry is important to discuss 
because U.S. manufacturers hav~ played a vital role in it. Figure 6.1 illustrates a more 
than $3-million increase in FOi from 1971 to 1985. 

The pharmaceutical industry is important because Brazil is one of the few 
developing countries that has advanced manufacturing capability for producing 
pharmaceutical products. In a 1972 survey of the top 300 manufacturers' assets in 
Brazil, the pharmaceutical industry was 100 percent foreign-dominated in terms of 
distribution of capital.5 Presently, all raw materials for the industry are imported.6-
Generally, there are three major areas of concern regarding this industry: (a) 
regulation of the cost of pharmaceutical products, (b) marketing practices regarding 
patents and trademarks, and ( c) the establishment of locally owned production 
facilities. 7 Government policies regulating this industry were created to protect 
national firms and to encourage local production, and FDI was used to help achieve 
this goal. Figure 6.2 illustrates an increase in FDI of about $1 million between 1971 
and 1985. 

The various Brazilian governments did not implement the three strategies to the 
manufacturing industry in any systematic fashion. 8 FDI has been an emotional issue in 
Brazil, and policies depended on the ideology of the president or military group in 
control at the time.9 At times these strategies were used simultaneously in an attempt 
to satisfy the Brazilian business community as well as foreign investors. 

In developing an investment policy that would improve economic development, the 
Brazilian government should closely examine the specific policy instruments used in the 
past and how they can be modified to utilize more appropriately foreign investment for 
improved economic development. The various policies on FDI and the governments 
under which they have been implemented since 1911 will be discussed below. 

GOVERNMENT POLICIES ON FOREIGN INVESTMENT 

Pre-Vargas Era. 1911-1930 

The Law of Similars was the most important incentive used specifically to attract 
foreign manufacturing investment in Brazil during this and subsequent periods. The 
term "Law of Similars" refers to all protectionist measures that restrict importing 
products similar to those being produced locally. l 0 The law set up a Register of 
Similar Products in 1911, which was a list that specified products that were already 
being produced in Brazil in sufficient quantities and with acceptable quality. It gave 
substantial protection for those who readily participated in active manufacturing, 
whereas latecomers risked complete exclusion from the market. I I This law gave 
foreign investors the opportunity to move from importing to assembly or from assembly 
into manufacturing completely within Brazil. It differed from other laws in that these 
investors fully participated in manufacturing, rather than receiving preferential 
treatment over their competitors. Under this law, United States investors benefited 
from building local plants because it protected their market position from possible 
import limitations that the government might have imposed. 
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Figure 6.1 Foreign Direct Investtnent in the Brazilian Automobile Industry? 1971-1985 
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Figure 6.2 Foreign Direct Investment in the Brazilian Pharmaceutical Industry, 1971-1985 
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Gemlio Vargas. 1930-1945 

From 1930 to 1945, the dictator Getulio Vargas attempted to industrialize the nation 
by establishing a corporate state to direct economic development through FOi policies. 
The New Republic created a centralized government in which economic decisions were 
made by high government officials who were not necessarily trained to deal with major 
economic policies. Radical nationalism was the strategy used to accomplish this 
industrialization.12 It was characterized by the ownership and control of a majority of 
Brazilian firms by the government. The government had the power to direct policies, 
including investment policies, that concerned the economy, even in corporations with 
shareholders. 

Those who supported Vargas and this type of economic development believed that 
most foreign investment was detrimental to Brazil: consequently, policies placed 
restrictions and limitations on imports and foreign exchange. These protectionist 
measures were taken to keep other countries from having excessive influence on the 
Brazilian economy. The government's controls on foreign investment also reflected 
nationalist policies by regulating profit remittance and by imposing gradual 
nationalization of foreign enterprises. The government imposed restrictions on profit 
remittance to insure that most of the profits earned in Brazil remained in Brazil. 
These earnings could then be used to import additional manufacturing equipment to 
help the Brazilians develop their own industries. The idea behind this economic 
strategy was that Brazil could be strong without depending on foreign nations 
economically. 

However, when Vargas realized that his nationalist policies alone would not quickly 
industrialize Brazil, he accepted financial help from the United States and, in return, 
fought on the side of the Allies in World War II. This was the first major indication 
that Brazil was willing to rely on foreign money to accumulate the capital base 
necessary to develop the country economically. However, the contradictions of the 
authoritarian government caused many Brazilians who fought in the war to question 
their government and its policies. After the victory of the Allied forces against Nazi 
Germany, the New Republic was no longer supported by Brazilians; it was soon 
overthrown and replaced with more political freedom and free elections.13 

Dutra Government. 1946-1950 

After the Vargas dictatorship, Brazilians attempted to utilize the more open 
economic strategy called neoeconomic liberalism, that is, free trade. 14 For the first 
time, a new dialogue was created "among public, private, national and foreign firms, 
which played a decisive part in accumulating international capital for the fundamental 
sectors of the Brazilian economy through-a dependent relationship."15 However, this 
policy was short-lived. It did not limit the ~of foreign firms allowed into the 
country, leaving Brazil's national industry open to competition from imported 
manufactured goods. To compensate for this disadvantage, the government allowed 
foreign-exchange reserves to be used as a source of finance. After a year and a half, 
the foreign-exchange reserves, which totaled $708 million in 1945, were completely 
exhausted.16 It was evident that simply allowing the market to direct the economy 
would not be successful. 
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Getlilio Vargas. 1951-1954 

In 1951, Vargas returned to power a freely elected president and tried to combine 
associated development with radical nationalism in his economic development goals of 
accumulating capital for Brazil while simultaneously developing domestic industries. An 
example of his associated development strategy was the establishment of the 
Mannesmann Steel Company ( Companhia Siderurgica Mannesmann, or CSM) with West 
Germany, discussed below. Examples of radical nationalism included the creation of the 
national oil company Petrobras and the National Economic Development Bank (Banco 
Nacional de Desenvolvimento EconOmico, or BNDE).17 This nationalist strategy, along 
with the sale of foreign exchange by the government to stimulate certain exporters, 
was directed at financing certain public-sector operations in Brazit.18 By working with 
both politically influential Brazilians and foreign investors, Vargas tried to draw 
together the national interests of local firms who had suffered economically under the 
Dutra administration and international interests. 

Vargas' dealings with the Mannesmann Steel Company, a West German 
steel-producing company which had the technology to produce seamless tubes, illustrate 
how political and economic interests were closely related. During World War Il, 
commercial ties between Mannesmann and Brazil were interrupted. However, Brazil's 
steel company, Volta Redonda, having access to the necessary technology, was able to 
manage without the help of the West Germans. After the war, Mannesmann had to 
find ways to expand its operations to take advantage of the potential for growth in 
the Brazilian market. At the same time, government policy to promote local 
industrialization was making the investment environment unfavorable for foreigners. 
Vargas first proposed the creation of Petrobris, which would stimulate demand for 
tubes and pipelines, to send a message to Mannesmann executives that Brazil might use 
local firms instead of foreign firms to provide needed resources. Also, increasing 
Brazilian technology appeared to lessen the need for imports, which caused the West 
Germans to recognize the need to start production in Brazil as soon as possible to 
capitalize on the profits. Since it would take all of the parent company's savings to 
rebuild the Mannesmann installation in West Germany, company officials moved quickly 
to take advantage of favorable investment policies existing under Vargas.19 

To reach his economic goals, Vargas had to compromise with Juscelino Kubitschek, 
then governor of the state of Minas Gerais and leader of the Democratic Socialist 
Party (the more progressive wing of the landowners' party), to become an elected 
president. To allow the formation of a Mannesmann subsidiary, Vargas needed the 
support of Kubitschek, who was promoting industrialization for Belo Horizonte, the 
capital of Minas Gerais, rather than for Sao Paulo or Rio de Janeiro. With 
Kubitschek's support, he was able to propose his plans to establish Petrobras more 
firmly. Still pursuing the goal of associated development, Vargas worked with 
Kubitschek to persuade Mannesmann to set up production in Brazil, specifically in 
Minas Gerais, thus satisfying both political and economic interests. Mannesmann set up 
a subsidiary, Manex of Brazil, in 1949.20 

Mannesmann benefited from majority control in its Brazilian firms and received 
preferential exchange rates for importing materials. However, some Brazilians began to 
complain about this preferential treatment because foreign investors were transferring 
large amounts of currency abroad as dividends and exchanging them for dollars. 
Preferential exchange rates often compounded their original value, thus giving foreign 
firms an advantage over local firms. 2 As a result, combining associated development 
and radical nationalism for political reasons put local Brazilian firms at a disadvantage 
against foreign firms. 
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As shown in Table 6.2, several policies regarding the automobile industry were 
introduced from 1950 to 1956. These included establishing the Committee for National 
Development, responsible for creating the Executive Group for the Automobile Industry 
(Grupo Executivo da lnd1lstria Autom6vel, or GEIA), and the Subcommittee for 
Transport and Agricultural Equipment. These groups addressed the specific issue of 
economic development through industrialization. 

The government's lack of attention to the issue of the comparative advantage of 
foreign firms over domestic industry was the basis of one of the major criticisms 
leveled against FDI policies, that is, that the government had not developed a 
consistent national policy regarding FDI. 22 The inconsistencies and oversights were a 
result of the government's shifting the types of strategies implemented without a 
rational plan for economic development through foreign investment. 

Table 6.2 Public Policy for the Automobile Industry, 1950-1956 

Year Action 

1950 Formation of Committee for National Development, headed by E. M. 
de M. Soares 

1952 Formation of Subcommittee for Transport and Agricultural Equipment, 
headed by Lucio Meira 

1953 Import restrictions for motor vehicles, etc. (CEXIM 311) 

1954 Vargas commits suicide August 24 

1955 Instruction 113 (Gudin/Bulhoes) 

1955 Kubitschek's elect~on campaign, "50 years in 5 years!" 

1956 Kubitschek elected president 
--Instructions 127 and 128 
--GEIA established, headed by L. Meira: 

Source: Peter Uwe Schliemann, The Strategy of British and German Direct 
Investors in Brazil (England: Gower Publishing Co. Ltd., 1981 ), p. 31. 

Cafe Filho. 1954-1956 

By 1953, the government had eliminated the major restrictions on foreign capital 
and introduced a multiple exchange rate, thus moving national policies away from 
radical nationalism and more toward associated development. When the government 
lifted these restrictions, the attractiveness of the Brazilian manufacturing industry to 
foreign investors was significantly improved. In 1956 and 1957, pressure from the 
International Monetary Fund and the General Agreement on Trade and Tariffs led the 
government to pass tariff legislation which further relaxed protectionist policies. 

SUMOC Instruction 113, signed by President Cafe Filho in 1955, was an important 
incentive for attracting foreign manufacturing investment. It simplified import 
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regulations by enabling foreign companies to transfer complete machine installations to 
Brazil, regardless of whether they were used or not, as long as no exchange cover was 
involved. 

However, one major change from the previous government's policies created 
restrictions on associated development where none had previously existed. This 
occurred when CACEX (the Foreign Trade Department of the Bank of Brazil) 
administered Instruction 113 by screening foreign investments to insure that the 
particular industry applying would benefit the Brazilian economy. This move was an 
attempt to remedy the lack of commitment by the government to developing domestic 
industries. CACEX usually approved those investments where complete sets of 
equipment would be used in Brazilian companies. However, foreign investors also 
benefited. First, they saved dollars by not having to exchange them for cruzeiros and 
repurchase the dollar at the higher market rate. Second, the value of the machinery 
benefited the companies for tax purposes. 

Depending on the degree to which a foreign company's operations contributed to 
developing the Brazilian industry, the value of the assets was allowed to be registered 
as foreign capital in Brazil; this became the basis for calculating transfers of profits 
and dividends and claims of foreign ownership. 23 This move was an attempt to counter 

. the effects of allowing foreign investors to run operations in Brazil with little or no 
discretion on the types of activities permitted. Table 6.3 lists foreign-, state- and 
locally owned automobile firms and the year that production in Brazil began for each. 
Out of seven firms, four were foreign-owned, one was state-owned, and two were 
locally owned. 

Table 6.3 Firm Ownership in the Brazilian Auto Industry, 1920-1959 

Year 
Established 

1910 
1920 
1925 
1953 
1953 
1955 
1958 

Name 

Grassi 
Ford 
General Motors 
Mercedes-Benz 
Volkswagen 
Fabrica Nacional de Motores 
Vemag 

Ownership 

Local 
Foreign 
Foreign 
Foreign 
Foreign 
State 
Local 

Source: Peter Uwe Schliemann, The Strategy of British and German 
Direct Investors in Brazil (England: Gower Publishing Co. Ltd., 1981 ), 
p. 31. 

Even with these limitations, Instruction 113 continued to allow favorable exchange 
rates to be used. It also allowed foreign enterprises to transfer depreciated machinery 
from home that could still be used in the Brazilian subsidiaries. 24 

- Still, few import licenses were granted to locally owned enterprises, which gave 
foreign firms a comparative advantage. The onlS way the local firms could benefit was 
to form joint ventures with foreign enterprises.2 This also created problems because 
the foreign partners often ended up with majority control over the Brazilian partners 
in these companies. 
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In spite of these conflicts, Instruction 113 contributed to the consolidation of FDI 
in Brazil. For example, from 1955 to 1961, $511.2 million entered the country in the 
form of machinery imports licensed under Instruction 113. This amounted to 90 
percent of the foreign equity investments of that period. Also, 46 percent of direct 
investments under Instruction 113 went to the auto industry. 26 

Juscelino Kubitschek. 1956-1961 

During this administration, Kubitschek fully applied the concept of associated 
development, that is, rapid industrialization with an open-door policy toward FDI. This 
strategy was implemented to increase accumulation of capital for Brazil's industries. 
Through this policy, the Brazilians achieved fifty years of industrialization in five 
years by creating a large manufacturing industry for automotive vehicles and parts. 
Brazil favored this industry over others through special industrial promotions that 
benefited foreign investors, and it set a goal to produce 170,000 vehicles of national 
manufacture by 1960. "According to law, national manufacture is defined as comprising 
ninety per cent by weight of components manufactured in Brazil."27 Table 6.4 shows 
that this goal was achieved by 1960 for five types of vehicles through the Law of 
Similars, through favorable treatment of manufacturing equipment, and on a limited 
basis, through favorable treatment of raw materials and components. Table 6.5 shows a 
net increase in automotive vehicle production of about 38,000 from 1959 to 1960. As a 
result of Instruction 113, annual output of automobiles increased from 31,000 in 1957 to 
146,000 in 1961. Although many credit Kubitschek for this rapid achievement, many of 
his programs were actually initiated in the Vargas period. 28 

Table 6.4 Domestic Composition of Vehicle Types by Weight, 1956-1960 
(percent of total vehicle weight) 

Vehicle Type 
Year Trucks "Jeeps" Utility Passenger Average 

1956 36 50 40 n.a. 41.6 
1957 40 60 50 50 50.0 
1958 65 75 65 65 67.6 
1959 75 85 75 85 80.0 
1960 90 95 90 95 92.5 

Source: Lincoln Gordon and Engelbert L. Grommers, U.S. Manufacturing 
Investment in Brazil (Boston: Harvard University, 1962), p. 49. 
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Table 6.5 Motor Vehicle Production in Brazil, 1959 and 1960 

Vehicle Type and Firm 1959 1960 

Trucks and Buses 
Fabrica Nacional de Motores 2,079 2,544 
Ford Motor do Brasil 12,483 13,325 
General Motors do Brasil 14,011 13,962 
International Harvester 833 1,207 
Mercedes do Brasil 9,821 10,591 
Scania Vabis 422 ~23 

subtotal 39,656 42,222 

Utility Vehicles 
Ford Motor do Brasil 4,755 5,767 
General Motors do Brasil 3,153 4,214 
Vemag S.A. (DKW) 2,524 4,446 
Volkswagen do Brasil . 8,383 11,299 
Willys Overland do Brasil 7.~23 8.§40 

subtotal 26,408 34,366 

"Jeeps" 
Toyota do Brasil 489 295 
Vemag S.A. (DKW) 1,968 2,481 
Willys Overland do Brasil 1~.721 16.748 

subtotal 18,178 19,524 

Passenger Cars 
Fabrica Nacional de Motores (Alfa Romeo) 400 
Romilsetta 466 
Simca do Brasil 1,264 3,633 
Vemag S.A. (DK W) 1,773 3,097 
Volkswagen do Brasil 8,454 17 ,059 
Willys Overland do Brasil 

(Dauphine and Areo Willys) ~IQ 1J1624 
subtotal 121QOl 38.2~9 

Grand Total 96,243 134,371 

Source: Lincoln Gordon and E~gelbert L. Grommers, U.S. Manufacturing 
Investment in Brazil (Boston: Harvard University, 1962), p. 54. 

The Committee of National Development played an important role in public policies 
at this time. One of their major policies was the creation in 1956 of the GEIA 
program to oversee the automobile industry.29 In 1956, GEIA instituted a program that 
established an automotive manufacturing industry in Brazil.30 To facilitate this 
establishment, government officials restricted automotive imports. They also consulted 
various U.S. manufacturers about feasible production targets and operations methods, 
and on the specifics of an incentive program and how it should be set up. 

GEIA offered several incentives to foreign manufacturers. First, it applied the 
terms under Instruction 113 to imports of manufacturing equipment. Secondly, it gave 
those firms that could not bring all of their equipment as a foreign investment 
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"preferential cost-of-exchange treatment for debt financing with a minimum repayment 
period of five years."31 Finally, this equipment would be exempted from import and 
consumption taxes "for a period of thirty months, subsequently extended to last until 
June 6, 1960."32 

Out of eleven companies included under the GEIA program, four of them were U.S. 
companies. In three of these, the Brazilian affiliate was wholly owned by the U.S. 
company, and the fourth was a joint venture controlled by the U.S. company. The 
GEIA program was the decisive factor for each of these companies in deciding to 
engage in Brazilian local manufacturing. 

GEIA successfully created a favorable environment for foreign enterprises investing 
· in Brazil's auto industry. Two of GEIA's policies illustrate the advantages enjoyed by 

the auto industry. In 1956, GEIA approved a project for the manufacture of Chevrolet 
trucks in Brazil. Construction began in the same year, and in 1957, GEIA approved a 
project for Ford. By the late 1950s, the foreign firms Ford, General Motors, 
Mercedes-Benz, and Volkswagen were all operating in Brazil. Volkswagen was 
considered the leader among the foreign firms, even when the local firm, VEMAG, 
became a real threat. 33 Overall, foreign investors reacted favorably to policies 
established during Kubitschek's administration. 

Foreign investors also benefited in the pharmaceutical industry when the government 
denationalized the industry in 1957. This policy was consistent with Kubitschek's plan 
of associated development and led to a significant entrance of transnational firms into 
Brazil. As shown in Table 6.6, between 1957 and 1974, the number of Brazilian 
pharmaceutical firms among the top thirty-five firms decreased from eleven to one. By 
1979, all thirty-five had been taken over by foreign companies.34 From 1950 to 1968, 
the relative share of value added to the pharmaceutical industry changed by an index 
of 187. 35 Based on the 1960 industrial census, the capital intensiveness in this 
industry was 80 as compared to the median of 100 for all industries, foreign and local, 
in Brazil. 36 

Table 6.6 Participation of Local Firms in the Brazilian PharmaceuticaJ Industry, 
Selected Years, 1957-197 4 

1957 1961 1965 

Estimated local firm share 
of total sales (percent) 20 19 18 

Number of local firms among 
top 35 firms in sales 11 6 4 

Source: Peter Evans, Deoendent Develooment (Princeton, N.J.: Princeton 
University Press, 1979), p. 130. 

J4nio Ouadros, 1961 

1969 

17 

3 

During J4nio Quadros' short term as president, (January 31 to August 25, 1961) 
inflation was a major problem. He had to deal with the difficulty of combining 
financial stability with economic development. Even more difficult was the task of 
"combining external financial compromises, concessions to the primary exporting sector, 
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anti-inflationary policy, control over economic development, and the demands of the 
'democracia representativa'."37 Because of these difficulties, Quadros' democracia 
representativa became more of a problem rather than a solution to combating inflation. 
It was difficult to create policies that effectively addressed these issues simultaneously. 

Joao Goulart, 1962-1964 

From 1963 to 1964, the flow of foreign investment decreased drastically as a result 
of the move away from associated development back to radical nationalism. Nationalist 
legislation passed under Goulart put heavy restrictions on jrofit remittance, and the 
government treated reinvested profits as national capital.3 Foreign investors, fearful 
of losing control over their Brazilian enterprises and uncertain about the effect on 
their future funds, pulled back. Goulart, to pacify the internationally inclined 
Brazilians, tried to turn the focus away from the issue of reduced foreign investment 
to land reform and other issues. This attempt only magnified his inability to address 
the problem of decreased FDI, thus increasing the military's dissatisfaction with his 
leadership and leading to his overthrow in 1964. 39 

The Military Governments, 1964-1978 

During this period, to move away from the radical nationalism endorsed under 
Goulart, the subsequent military governments lifted many of the previous restrictions 
imposed on foreign firms investing in Brazil, and again, preference was given to the 
formula of associated development. 40 Planning Minister Roberto Campos and Finance 
Minister Octavio Gouveia de Bulhoes maintained close ties with the foreign business 
community. For example, they were partners in CONSULTEC, whose major objective 
was to advise foreign entrepreneurs on how best to invest directly in Brazil. They 
introduced a recessionary policy in the mid-1960s to curb inflation and rebuild foreign 
reserves. Their policies were the first rational moves to introduce continuity in 
government policies. 41 Also under Campos and Gouveia de Bulhoes, wage increases 
were withheld to reduce demand. 42 From 1964 to 1985, the labor movement in general 
was more stable. This stability made the investment climate more attractive to foreign 
investors. 43 

Foreign- and state-owned enterprises had better access to financial markets and 
more competitive markets than private locally owned firms. As a result, small Brazilian 
businesses were hit hard and many went bankrupt. 44 After several years of 
denationalizing foreign firms, a congressional hearing, concluded in 1970, found that 
financial resources available to foreign firms had increased by 210 percent from 1964 
to 1965, while the money supply had increased by an average of only 25 percent. 
Foreign firms also received 70 percent of all loans made by the Bank of Brazil during 
that period, according to Deputy Joao Soares. The imbalance was so evident that 
officials of the Bank of Brazil decided that no bank in Brazil should be allowed to 
allocate more than 50 percent of its loans to foreign investors, requiring that the rest 
be allocated to local enterprises, including those owned by the state. 45 The lack of 
loans available to domestic firms continues to be a basic concern to Brazilians because 
of the ever-present need for capitat.46 

Resolution 289 is another policy that gave foreign direct investors credit 
advantages, and they made wide use of the resolution. For example, in 1965 and 1967 
together, foreign firms tapped $442 million under Resolution 289, comfared with $408 
million taken in through favorable exchange rates from 1953 to 1965. 4 

Again, the policies favoring foreign firms over local ones created conflicts. 48 If 
the government was to avoid widespread opposition to its policies, those which 
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eliminated national competitors from the market had to be modified. In response to 
the plight of the local firms, the government established the Special Agency of 
Industrial Financing (FINAME) to finance locally owned enterprises by subsidizing fixed 
assets. However, foreign enterprises again managed to reap the benefits of a 
government investment policy by sellin§ their cash equipment and machinery 
manufactured in Brazil to the agencies. 9 So foreign firms operating in Brazil still had 
a comparative advantage over domestic firms. 

The following governments of Artur Costa e Silva and Emilio Garrastazu Medici, 
from 1967 to 197 4, enjoyed the benefits of the policies implemented under Campos and 
Bulhoes. Under these leaders, the "economic miracle" occurred, with growth rates 
averaging about 10 percent.SO Foreign investors reacted positively. Direct foreign 
investment during the period from 1967 to 1978 soared from less than $100 million to 
$1.3 billion. 51 · 

Under Delfim Netto, new incentives were made for direct foreign investors. These 
ranged from those concerning the Brazilian stock market to a more liberal exchange 
policy and export incentives. The export incentives included charging a commission, 
BEFIEX, to grant tax benefits to special export programs which operated under the 
auspices of the Ministry of Commerce and worked to attract direct foreign investors 
through incentives. 52 

In 1969, a controversial policy was implemented regarding the pharmaceutical 
industry. The government imposed a ban on patent protection in Brazil because of the 
need to protect local firms. In 1976, the government restricted the use of trademarks. 
From 1971 to 1975, the government offered a series of incentives to national and 
foreign firms to encourage local production of raw materials and to increase the degree 
of vertical integration, that is, to raise the level of sophistication in the manufacturing 
of pharmaceuticals. However, more foreign firms took advantage of the incentives than 
did locally owned firms. This was attributed to lack of interest on the part of the 
locals in spite of more incentives created specifically for them.53 

In 1971, the government established the state-owned enterprise, Center of 
Medications (Central de Medicamentos or CEME). Although its main objective was to 
provide service to the poor majority in Brazil, CEME also aimed at leading Brazil to 
"raw material self-sufficiency and greater technological autonomy" by managing basic 
medicines lists, coordinating the twenty-two state ~harmaceutical manufacturers, and 
modernizing ~roduction and distribution facilities. 4 In 1981, CEME had a budget of 
$80 million. 5 Apparently, this goal of "raw material self-sufficiency" has not yet been 
realized: Brazil now imports all raw materials for the industry. This could have 
dangerous implications for Brazil. In the event of an international crisis, the flow of 
raw materials could conceivably be completely cut off, thus paralyzing Brazil's 
pharmaceutical industry. 56 

Under the Ernesto Geisel government, from 1974 to 1978, the flow of foreign 
investment continued at annual levels of approximately $I billion, increasing to about 
$1.3 billion after 1976.57 Reinvestments also increased substantially over the same 
period. Direct foreign investors even reacted positively despite monetary restrictions 
on imports which were introduced reluctantly a year after the 1973 oil crisis. Again, 
these policies affected locally owned enterprises more than the state and foreign firms. 
The foreign firms were not as adversely affected because they had more access to 
financial markets and could more readily pass increased costs to consumers. 58 

Between 1974 and 1978, the pharmaceutical industry grew at one of the highest 
rates of the industrial sector despite the 1969 ban on patents. Most pharmaceutical 
companies in Brazil are multinationals, and foreign dominance by the United States, 
West Germany, the United Kingdom, and Japan has made a s~nificant impact on the 
types of policies passed regarding pharmaceutical companies. 5 Table 6. 7 below shows 
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the distribution of sales in this industry between 197 5 and 1979 among United States, 
European, and Brazilian owners. 

Table 6.7 National Shares in the Brazilian Pharmaceutical Market, 1975-1979 
(percent) 

Firm Nationality 1975 1976 1977 1978 1979 

United States 41.09 40.52 38.56 38.67 39.19 
Europe 43.64 43.06 40.09 38.87 38.64 
Brazil 15.27 16.42 21.35 22.46 22.18 

total 100.00 100.00 100.00 100.00 . 100.00 

Source: United Nations Centre on Transnational Corporations, Transnational 
Coroorations in the Pharmaceutical Industrv of Develooing Countries, New York, 
1984, p. 86. 

The government encouraged the establishment of joint ventures among foreign 
investors and national and state-owned firms for the production of intermediates and 
raw materials. In 1974, the National Bank of Economic Development, (Banco Nacional 
de Desenvolvimento EconOmico, or BNDE) was created to represent the government in 
newly established joint ventures. However, not many projects were implemented as a 
result.60 

Brazilian Governments. 1979-Present 

The administrations of Joao Batista Figueiredo (1979 to 1984), Tancredo Neves 
(1985), and Jose Sarney (1985 to the present), have continued to encourage FDI 
through its policies. There has been an increasing emphasis on industrial development, 
and this is reflected through government policies on foreign investment.61 Policies 
toward direct investment from the late 1950s to the present (with the exception of the 
early 1960s) have been favorable, and foreign investment levels have remained high, 
even during the recession of the 1970s. 62 

In a more recent program, the Cruzado Plan, near-zero inflation was the goal. 
However, the automobile industry has also been affected by the wage and price freeze 
that was part of the program. After initial difficulties when the plan was 
implemented, the industry is now producing at near-capacity of over 100,000 units per 
month. 63 However, producers' inability to expand production further, coupled with a 
high demand for new automobiles, has lengthened the waiting period for delivery of 
new cars to eight months. The only way around this is for the consumer to pay a 
premium to the dealer. 

In 1982, the Brazilian government established the Interministerial Group for the 
Pharmaceutical Industry to develop the national pharmaceutical industry and move 
closer to self -sufficiency. 64 Again, officials had to implement carefully policies aimed 
at developing the national industry without alienating foreign investors. 

Within the past year, the Brazilian government's heavy role in the business sector 
and its desire to remain free from foreign influence has strained U.S.-Brazilian 
relations. Brazilian president Jose Sarney has expressed a more independent role for 
Brazil in terms of business arrangements and issues dealing with nuclear power. This 
position puts relations between the two governments under even more strain. 65 

IOI 



Brazil has been a growing market with much potential for foreign manufacturing 
companies. Manufacturing activities in Brazil have received three quarters of annual 
foreign investment between 1976 and 1986. As of June 1986, the United States was 
still the largest source of investment (32 percent) followed by West Germany (13 
percent), Japan (9.1 percent), Switzerland (9 percent), and the United Kingdom (5 
percent). However, the U.S. figure is declining, while investments from Italy, the 
Netherlands, and West Germany are rising.66 

In 1985, Brazil had the world's highest economic growth rate of 8.3 percent. 67 

Although the economy had been plagued with chronic inflation from the mid-1960s to 
the mid-1980s, with a brief decline in the early 1970s, the Cruzado Plan to freeze 
prices and wages practically eliminated inflation. This has allowed consumers to spend 
more in the economy, which caused an increase in the demand for industrial goods. 
Industries have in tum increased production to near-capacity, and unemployment has 
fallen drastically. 

Brazil's policy goals in the pharmaceutical industry focus on modifying the industrial 
property system to increase the competitiveness of domestic firms. 68 However, it 
appears that in practice, the government wants to avoid creating policies that alienate 
the foreign subsidiaries. In 1981, CEME distributed medicines to the poor living in 
3, 750 of the 3,975 Brazilian municipalities. Thirty-eight percent of these medications 
were purchased from private companies, many of them foreign-owned.69 The idea was 
that CEME was not taking away profits from private firms, but was instead helping 
them by purchasing their pharmaceutical products. 

These factors would seem to promote a favorable investment climate for foreign 
firms. However, potential investors are wary of Brazil's sudden economic prosperity. 
Because of the post-1980 recession, foreign investment has dropped to a fifteen-year 
low. To investors, it is not necessary to expand when there is enough excess capacity 
to increase production. This has caused new foretpn investment to drop from $1.6 
billion in 1980 to less than $100 million in 1985.7 Foreign investors are also 
concerned that the new "market reserve" policy, used to limit foreign firms wanting to 
manufacture small computers in Brazil until 1992, will spread to other areas, thus 
further limiting their ability to benefit from manufacturing in Brazil. 71 

Current policies have not improved declining FDI. Due to the switch from the 
cruzeiro to the cruzado, devaluing Brazilian currency, the trade balance declined 
significantly in October 1986. Many say that the Cruzado Plan has failed because the 
price freeze has prevented producers from covering all their costs. 72 Other policies, 
such as restricting patents and allocating government grants to domestiC producers 
only, have particularly affected the pharmaceutical industry. The trend of increasing 
restrictions could possibly lead to a 30 I Action of the Foreign Trade Act, in which 
U.S. producers would either call for retaliation against these measures or call for the 
Brazilian government to make its policies less restrictive. 73 

Not only have specific policies caused decline in FDI~ tlie change in governments 
has also contributed to the decline. Multinational executives are waiting to see how 
future policies will treat foreign investors in Brazil in terms of profit remittance, wage 
policies, the informatics law, and other factors that affect investment decisions. 7~ In 
addition, the heads of multinational corporations are waiting to see what happens to 
union strength and wage levels before increasing investment in Brazit.75 

It is important to view these policies in light of profit remittance and the 
restrictions that the government imposed on foreign firms operating in Brazil. Overall, 
nationalist (or protectionist) policies proved detrimental to economic growth by limiting 
foreign investment, and combining nationalist policies with associated development 
created conflicts between the locals and government officials. 

102 



Surprisingly, however, foreign investors did not view the specific restrictions 
imposed on transfer of earnings and on repatriation of capital from 1947 to 1953 as 
having a major affect on company policies. In fact, U.S. manufacturers have 
traditionally reinvested a large portion of their Brazilian profits. Furthermore, since 
certain capital goods had priority under the licensing system then in force, 
manufacturers profited by purchasing additional manufacturing equipment for further 
production. 

The negative impact of earnings transfer limitations, however, fell upon potential 
investors not yet operating in Brazil. These companies experienced difficulties until 
1953, when the government completely lifted the restrictions on transfers of capital 
and earnings. 

The Brazilian government devised other incentives to promote industrialization 
through foreign direct investment. These incentives included tariff reductions and 
exemptions, priority for receiving import licenses, and better exchange rates; all gave 
preferential treatment to importing manufacturing equipment. Although these 
incentives benefited foreign investors, this was not the primary reason for undertaking 
manufacturing in Brazil. The main reason was to take advantage of the rapidly 
growing market for products, which made investing very favorable to their industries. 

The Current Investment Climate in Brazil 

From 1980 to 1985, foreign investment in Brazil had generally been welcomed 
provided that the terms include a long-term commitment on the part of foreign firms 
to Brazil's economic development. Joint ventures controlled by Brazilians was the most 
accepted form of investment, especially where a means for developing new technology 
existed.76 However, since 1986, policies have favored domestic firms over foreign ones. 
This, along with increasing costs for producers in Brazil and price controls, has been a 
major concern among multinationals. Even with booming market demand for 
automobiles, the price freeze has made it impossible for firms to cover their costs; 
therefore, they have not been able to meet this demand. 77 

The government has established various groups to control economic policies 
affecting foreign investment. The National Monetary Council, head by the Minister of 
Finance, establishes exchange control policies. The Central Bank of Brazil is charged 
with the legislation, execution, and administration of these policies. Under this entity, 
the Foreign Trade Department (CACEX) is responsible for executing foreign-trade 
policies. The most strict controls concern exchange and remittance abroad. These 
laws govern dealings with nonresident bank accounts, residents who purchase foreign 
currency when traveling abroad, inward investment, registration of foreign capital, and 
repatriation of capital earnings. For example, profits may only be sent abroad on 
capital that is brought into Brazil or on "reinvestments" of profits that come from such 
capital. However, taxes are imposed on remittances in excess of certain amounts. 78 
Industries are regulated in terms of entry and foreign ownership. The trend of these 
regulations had not cha%ed significantly by 1980 and is not expected to change any 
time in the near future. 

The Ministry of Health controls all pharmaceuticals that are produced in or 
imported into Brazil. Before new products are allowed onto the market, specific 
registrations are required on laboratories and products. The Ministry of Health also 
requires pharmaceutical companies to obtain a special license, and these companies' 
activities are subject to strict price control. Also, several government arncies 
concern themselves with the standards, quality, and supply of products. 0 The 
rationale for the pharmaceutical industry has been to keep foreign firms from having 
excessive control in an industry that is mostly multinational. 
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Strict controls have not significantly deterred potential foreign investors, perhaps 
due to the fact that Brazil had such an attractive market in the first place. However, 
in a less attractive market unfavorable policies could have a significant effect on 
direct foreign investment. Since Brazil cannot be certain that the market will always 
be this favorable, it should make a more conscious effort to insure that its policies 
will not turn away potential foreign investment. 

Obstacles to manufacturing investment include past chronic inflation. Financial 
difficulties caused problems with short-term credits and long-term capital. Inflation 
also complicated the inadequacies of public services in communications, electric power, 
and transportation. Foreign investors mostly complain of inconsistent regulatory 
policies regarding imports, foreign exchange, and credit controls. 

Table 6.8 shows the results of a survey conducted to examine British and West 
German foreign investors' opinions on the effects of changes in economic factors on 
their industries. Overall, market growth potential and political stability improved in 
the estimation of both countries. While profit expectation had increased for British 
firms, it decreased significantly for West German investors. Firms in both countries 
expressed similar decreases in expectations for profit remittance, Brazilian economic 
growth, import restrictions, prices of raw materials, and finance possibilities in Brazil. 
This shows that at least some foreign investors expect to experience adverse effects as 
a result of restrictive policies. 

In another part of the survey, illustrated in Table 6.9, British and West German 
investors ranked the importance of various motives for producing in Brazil. For both 
countries, guaranteed sales through a closer link with the market were considered most 
important, followed by not being disadvantaged by import restrictions. Investment 
incentives in Brazil were least important to British investors, and lower labor costs 
were least important to West German investors. If the last two trends reflect the 
opinions of other foreign investors, then economic factors such as market demand could 
better explain the decline in foreign investment rather than the restrictive policies 
mentioned earlier. 
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Table 6.8 Foreigners' Perceptions of the Brazilian Investment Climate 
(percent and balance) 

United Kingdom West Germany 
Factor +. = Balance + = Balance 

Market growth 
potential 44 28 28 +16 39 39 22 +17 

Political stability 17 72 11 +6 17 83 +17 

Profit expectation 45 22 33 +12 9 32 59 -50 

Profit remittance 89 11 -11 14 41 45 -23 

Brazil's economic 
growth 17 28 55 -38 30 17 53 -23 

Import restrictions 6 94 -94 9 91 -91 

Raw material prices 29 71 -71 17 83 -83 

Finance possibilities 
in Brazil 22 39 39 -17 34 20 56 -22 

Note: Shown are percentages of those responding improved ( + ), unchanged ( = ), and 
worsened ( - ) to the question, "From your point of view, how have each of [these] 
factors ... changed in Brazil, for your company, over the last five years?" United 
Kingdom, 18 respondents; West Germany, 24 respondents. 

Sour~~= Peter Uwe Schliemann, The Stra!~8I of Briti§h and Germ~n Direct Inve§tors in 
Brazil (England: Gower Publishing Co. Ltd., 1981 ), p. 155. 
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Table 6.9 Foreigners' Motives for Direct Investment in Brazil 

Importance 
Motive U.K. W.G. 

To guarantee sales through a closer link with the market 95 100 

To flank import restrictions 85 85 

Higher profit expectations 65 60 

Production and transport cost advantage over home country 65 60 

Lower labor costs 48 50 

Investment incentives in Brazil 35 55 

Note: Importance of motive for investment on a scale of 0 (not important) to 100 (very 
important). In answer to the query, "Please indicate why you started production in 
Brazil ... in terms of importance (very important, important, or less important). 
United Kingdom, 18 respondents; West Germany, 24 respondents. 

Source: Peter Uwe Schliemann, The Strategy of British and German Direct Investors in 
Brazil (England: Gower Publishing Co. Ltd., 1981), p. 155. 

CONCLUSIONS 

In developing an investment policy that would benefit the Brazilian economy, the 
government should purposefully examine the policies and economic conditions which 
have affected FDI in the past. FDI policies have not always had the des_ired impact, 
which suggests that in passing future laws, legislators should make sure that policies 
are appropriate for the specific economic goal they are trying to attain. Policies 
should apply to specific sectors within the economy rather than broad sectors; a policy 
that works for the automobile industry may not work for the pharmaceutical industry. 

To address the issue of declining FDI, the government should attempt to remedy 
two basic concerns among Brazilians. The first is that major economic decisions are 
mostly made by owners of multinational corporations. These decisions include what 
should be produced, how it should be produced, and the specific technology to be used. 
Brazilians fear that they are losing control of basic economic decisions, and this fear 
has led government officials to nationalize basic industries such as energy, nuclear 
plants, weapons industries, and informatics. A second basic concern is that profit 
remittance and policies on loans for domestic firms will have to be restrictive once 
again to accumulate desperately needed capital. Another concern is the lack of 
investment in the domestic economy by private and public enterprises. 8 l 

To help remedy Brazil's pending debt problems, direct foreign investment is 
essential. However, as previously mentioned, potential foreign investors are wary of 
the economic situation in Brazil and uncertain whether they can profitably invest in 
Brazilian industries. Since there have been tendencies to vacillate between nationalist 
policies on the one hand and more favorable policies on the other, and since Brazil has 
not implemented a consistent policy on investment, FDI has dropped considerably. 
Although FDI policies have been relatively favorable recently, the new market reserve 
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policy has created another movement toward protectionism. In order to reduce the 
uncertainties of Brazil's policies, its government should attempt to devise more 
consistent FDI policies. 

For the Brazilian government to devise new policies toward foreign investment, it 
must reassess its present goals. These will differ from those of the 1950s because 
much of Brazil's basic industry has now been established. It has been suggested that 
Brazil will be lookinfiinto an increasing number of joint ventures both for the private 
sector and the state. The advantages would be increased access to funding and 
technology and increased access to markets. However, the attitude held by some 
Brazilians is that the formation of joint ventures is not likely to occur on a large 
scale. 83 It has also been suggested that Brazil should review its investment profiles 
over the years to see which sectors have attracted the most foreign investment. 84 

If the Brazilian government chooses to make favorable policies for foreign 
investment its goal for the future, it must continue to attract direct foreign investors 
at a rate which will significantly benefit the Brazilian economy. To do this, officials 
will have to devise economic policies in a wider context. Specifically, they will have 
to consider the factors_ that have influenced foreign investors in their decisions to put 
their resources into the Brazilian economy, as noted in Tables 6.8 and 6.9. 

Although it is plausible that future legislation may require a more strict remittance 
law, some predict that this may not have a significant impact on direct foreign 
investment. This prediction could be an early indication of foreign entrepreneurs' 
confidence in the Brazilian government and economy. 

Officials should make a serious attempt to develop consistency in FDI policies. This 
will certainly depend on the success of the democratic rule in Brazil. As long as there 
are no major changes in power, such as shifts from elected governments to military 
governments or dictatorships, investors will feel more secure in investing their 
resources, financial as well as material. 

The burden of making Brazil's investment climate favorable for foreign enterprises 
does not lie solely on Brazilian officials. A major factor in how Brazilian policies will 
treat foreign firms depends upon how foreign lenders view the debt renegotiation 
process. The success of the Brazilian government with its goal of repaying the debt at 
2.5 percent of GNP could favorably influence decisionmaking toward more liberal 
investment policies. 85 

It is more than likely that new laws passed will be general to all industries. 86 
Another strategy that the Brazilians should consider, however, is gearing policies 
toward specific sectors and specific capital goods that come into the country. The 
most important of these are the automobile, pharmaceutical, and computer industries. 

Most important, the government will have to insure Brazilian control in the foreign 
enterprises operating in Brazil. Lack of Brazilian control in these firms has been the 
source of major ongoing conflict between local entrepreneurs and the Brazilian 
government because local businesses have consistently been disadvantaged. They have 
been excluded from access to financial markets and have suffered from the comparative 
advantage that the larger foreign enterprises have over them. By requiring that 
Brazilians have majority control in these firms, antigovernment sentiment among 
Brazilians regarding foreign investment policy can be minimized, and government 
stability, as well as foreign investors' confidence, can be maintained. 
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CHAPTER 7: 
mE BRAZILIAN DEBT CRISIS--ITS ROOTS AND PROSPECTS 

John Ballesteros 

As Brazil's new, popularly elected, civilian government attempts to lay the 
foundation of a new political order, its legitimacy rests heavily on the economic 
growth and stability it can maintain over the next few years. However, the new 
Brazilian policymakers are saddled with the largest external debt in the Third World. 
Thus, rather than focusing their attention solely on economic expansion, they must also 
confront the obstacle to economic growth that external debt creates. 

It can be argued that the question of the external debt and the military 
dictatorship's attitude regarding foreign debt proved to be major factors that ultimately 
lead to the downfall of the military regime. In order that the new political order does 
not suffer the same fate, the economic policymakers of the new regime must develop 
innovative approaches to the debt question. Thus, Brazil serves as an excellent 
example of how other foreign debtor nations must attempt to balance economic 
development, national economic autonomy, international credit worthiness, and social 
justice. However, before any analysis can be made regarding the debt policy that 
should be taken by Brazilian policymakers, it is important to first understand the 
historical path of economic development which led to Brazil's current economic 
situation. 

This paper will first develop the argument that the existence of a coalition built 
around economic growth maintained the military dictatorship's legitimacy. This coalition 
was composed of domestic and foreign industry, domestic and foreign finance, and the 
state sector. I Next, it will examine the motives this "growth coalition" had in its 
choice of economic development strategy. Third, it will analyze the effects that 
borrowing by state enterprises had on the economy as a whole. And finally, it will 
examine the mechanisms used in securing borrowed foreign capital. 

HISTORICAL ECONOMIC BACKGROUND 

Develooment Theory 

The economic development process in developing countries often requires both 
long-term external capital investment and short-term balance-of-payment assistance to 
finance current account deficits. This is evident in the development process of such 
industrialized nations as Australia, Canada, New Zealand, and the United States. The 
economic growth and development of these nations relied heavily on foreign reserves 
derived through trade, as well as through foreign lending. Based on these and other 
cases, there is now consensus that to realize rapid economic growth, underdeveloped 
nations must obtain a sustained net flow of external resources.2 

Frequently, trade alone cannot assure this sustained inflow, as developing nations 
are faced with deteriorating terms of trade, stemming from the fact that the growth 
rate in the demand for their primary products is lower than that of imported industrial 
products. Consequently, the increase in the price of the exports of these nations is 
far less than that of the industrial goods. The only way to overcome this problem is 
for the underdeveloped nation to initiate a process of industrialization. However, the 
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industrialization process accelerates the demand for imported manufactured goods, thus 
causing further deterioration in the terms of trade of developing nations. 3 

Although most economic theorists and development practitioners accept the argument 
that external capital is required to accelerate development, there is little consensus 
regarding the exact relationship between external capital and development. Thus, 
employing the logic presented above, it can be concluded that in order for an 
underdeveloped nation to realized rapid economic growth and development it must 
sustain a net flow of external financial resources. 

Throughout its industrialization process, Brazil has relied heavily on the flows of 
foreign capital into its economy. However, like most other Latin American nations, 
these resources have not been consistently adequate for satisfying the development 
needs of the nation. Often the outflows generated for the payment of profits and 
interests have reduced the effects of new foreign capital and restricted development 
opportunities. Today, Brazil finds that the resources which were once perceived as the 
nation's avenue from the developing world into the industrialized world have proven to 
be an impediment. To better understand Brazil's current economic situation, it is 
important to have some understanding of Brazil's historical economic development. 

Pre-1930 Economic Develooment 

Prior to 1930, Brazil's was a primary export economy, exporting raw materials and 
using the derived revenues to import manufactured goods. However, this relationship 
was altered in 1930 as the worldwide depression resulted in the opening of vastly 
expanded economic opportunities for industrial investment in Brazil. These 
opportunities were the result of three basic factors: 

1. changes in Brazil's terms of trade resulting from the drastic fall in the price of 
coffee; 

2. the limitation of Brazil's import capacity due to the deterioration in terms of 
trade; and 

3. the coffee price support program instituted by the Brazilian government. 

Once the demand and price of coffee began to fall, Brazil found itself with a 
diminishing amount of foreign reserves. Consequently, Brazil was unable to import the 
level of manufactured products to which it had become accustomed. 

One might expect that the fall in Brazilian disposable income resulting from the 
deterioration in the terms of trade would translate into a drop in consumer demand for 
manufactured goods. This was not the case. Domestic demand was maintained through 
governmental coffee price supports. Accordingly, the inability of Brazil to import 
manufactured goods, combined with the continued demand for such products, resulted in 
opportunities for industrial investment within Brazil.4 The resulting growth in 
industrial capacity allowed Brazil's economy to evolve along a path of economic 
modernization into an import-substitution economy. Much of the industrial capacity 
used for this expansion had been built in the preceding decade, and the world 
depression allowed for the increased utilization of this already existing capacity.5 
However, the evolution of the 1930s was far from a complete transformation of the 
economy: it lacked the sustained net flow of foreign capital required to produce the 
rapid and continuous economic development of a nation. 
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Post- l 930s-Pre- l 967 Economic Development 

This foreign capital was not available until the decade following the Second World 
War. The economic policy of the 1950 transitional government, which succeeded the 
Vargas administration, attempted to attract foreign capital. "This government went so 
far as to discriminate against national enterprises in favor of foreign ones through 
major exchange, tariff, fiscal and credit incentives that the government furnished for 
the installation of the automotive, shipbuilding and heavy equipment industries."6 

While we have concluded that economic growth requires foreign capital, history has 
proven that under certain circumstances, direct foreign investment can also inhibit 
development. This is usually the case when direct foreign investnient is aimed at the 
mineral, commerce, agriculture, and public service sectors, where the multiplier effect 
is relatively lower than in the industrial sector. Not only does investment in these 
sectors touch a smaller number of citizens, it also generally results in the exportation 
of the primary products needed to produce manufactured goods, thereby rendering the 
possibilities of industrialization virtually nonexistent. Foreign investment can, however, 
serve as a catalyst to the industrialization process if these investments are in a 
country with a certain degree of development, a reasonable domestic market, and are 
made in certain large-scale sectors where capital is scarce. 

The Brazil of the 1950s fits this description. Prior to the 1950s, foreign investment 
in Brazil was aimed at the transportation and commerce sectors of the economy, which 
facilitated the export of primary products. 7 During the late I 950s and early 1960s this 
began to change. Through governmental policy, foreign investors were no longer 
allowed to channel their investments in a manner which ultimately hindered industrial 
development; consequently, Brazil was preserved as a market for exported manufactured 
products8. Instead, "the rise of national enterprises and the institution of exchange 
and tariff barriers to the entry of their products into Brazil" forced foreign investors 
to choose between investing in the industrialization of Brazil or completely losing the 
Brazilian market9. Even with the constraints, the Brazilian market remained attractive 
and foreign investors chose the former option. This resulted in a great influx of 
foreign investment (see Table 7. I). An important trend which emerged during this 
period and continued through 1979 was that the reinvestment of earnings grew, while 
equity and intercompany flows out of Brazil declined. I 0 

Table 7. I Direct Foreign Capital Movement in Brazil 
(millions of SUS) 

Period 

1947-53 
1954-61 

Investment 

973 
721 

Profit Remittance 

27 
269 

Source: Superintendencia da Moeda e do Credito 

Balance 

(230) 
452 

Throughout the I950s and early 1960s foreign investment took the form of private 
direct investment. I I However, in order to continue along this path of economic 
expansion, foreign capital had to be attracted through the continued growth of 
import-substitution possibilities in the internal Brazilian markets. Unfortunately, this 
was not the case. The first half of the 1960s was a time of reduced 
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import-substitution possibilities, a contraction in consumer demand due to a fall in real 
wages and high unemployment. 

This gloomy picture was the result of what might be viewed as the multiplier effect 
in reverse. As domestic markets became saturated and import-substitution possibilities 
diminished, demand began to fall. Accordingly, inventories began to grow, causing 
producers to begin production rollbacks which ultimately led to unemployment and still 
further drops in aggregate demand.12 Furthermore, inflation added to the economic 
woes of Brazil as the root of the short-range causes of the crisis of the period. 

The major problem facing the Brazilian economy during the early 1960s was the lack 
of aggregate consumer demand. Unfortunately, the government of Castelo-Branco did 
not understand this and directed its economic policy toward fighting inflation through 
the suppression of an already low level of aggregate demand. These policies only 
aggravated the true cause of the Brazilian recession while having no effect on 
inflation. The policies aimed at fighting inflation were important because they were 
directed toward combating demand-pull inflation while the Brazilian economy was 
experiencing cost-push inflation.13 

These factors ultimately combined to make Brazil an unattractive investment to 
foreign investors, and private foreign flows into Brazil began to diminish in the early 
1960s. However, at the same time, American attitudes toward the extension of official 
aid began to change. "Americans believed that contributing to the economic and social 
development of uncommitted nations would lead to the growth of societies sympathetic 
to their way of life."14 The Cuban revolution resulted in the U.S. foreign policy 
position that Latin American nations should continue along a path of economic 
moderni7.ation. 

In the case of Brazil, and most other Latin American nations, economic stagnation 
meant that the U.S. government could no longer depend on private foreign investment 
to sustain economic growth. Thus, in order to maintain infusions of foreign capital 
into Latin America nations, the U.S. government expanded its foreign aid program to 
Brazil and other Latin American countries. 

~URRENT DEVELOPMENTS 

Brazil's Economic Miracle 

Brazil's economic stagnation continued until 1967, the year which marks the 
beginning of the period of economic expansion which has come to know as Brazil's 
economic miracle. While this period of economic expansion roughly coincided with the 
assumption to the presidency of General Costa e Silva, the recovery can partially be 
attributed to reforms of the preceding administration. These include a reformation of 
the banking system, tax reforms, and the institution of wage indexation. Nevertheless, 
the primary factor behind the recovery was the increased capacity of the middle class 
to purchase consumer durables through the concentration of income into the hands of 
the middle and upper classes. This was accomplished through a wage policy which 
assumed that in order to stimulate economic growth, income must be concentrated by 
forcing wages down. Thus, we see that between the years 1964 and 1974 real wages in 
Brazil fell in excess of 70 percent.15 Much of the success of this policy was 
accomplished through wage indexation. 

Indexation attempts to deal with inflation and promote savings by periodically 
adjusting savings and wages at the rate of inflation. In Brazil, indexation also kept 
the minimum wage down and reduced the cost of Brazilian labor available to foreign 
investors. As testimony to this fact, between 1967 and 1973, while the durable 
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consumer goods industry grew by 26.3 percent, average wages increased at an annual 
rate of 3.1 percent.16 Indexation also protected savings and investment from losses to 
inflation. The fall in real wages combined with the protection of savings and 
investment produced conditions extremely conducive to economic growth and expansion. 
Foreign investors naturally recognized the beneficial change in conditions within Brazil. 

While direct foreign investment of multinational companies was high during this 
period, a new sector of investors seeking larger profits turned its attention toward 
Brazil--the multinational banks. After 1967, virtually every major portion of the 
Brazilian economy came to rely somehow on borrowed funds from abroad.17 

The Miracle and External Debt Growth 

It is important to understand how the Brazilian economy came to rely so heavily, as 
we will see below, on foreign funds. Initially, the capital investment made available by 
foreign banks was injected into the most dynamic sector of the nation's economy: areas 
in which state enterprises were heavily concentrated. Foreign debt financing was so 
great in these areas that by 1981 the country's state enterprises accounted for almost 
half of Brazil's total foreign debt and over two-thirds of the public sector foreign 
debt.18 

Because these state-owned industrial firms are concentrated in sectors of the 
economy which provide inputs or infrastructure that are important to all industry, the 
expenditures in these areas had a multiplier effect on the whole economy. As these 
industries expanded they brought with them networks of suppliers that were able to 
also expand as a result of the demands of the growing state sector. Virtually all of 
the foreign debt incurred by state enterprises was funneled into six groups of public 
firms: electric energy; petroleum, petrochemicals, and related industries; the steel 
industry; telecommunications; the railroads; and mining. 

Of these six groups, electric energy firms are those public sector firms which are 
today most heavily indebted to foreign financiers. The largest single Brazilian debtor 
is the national electric holding company Eletrobras, "which accounts for nearly 
one-tenth of all domestic investment," of which almost half was financed from 
abroad.19 Other electric energy firms which have relied on borrowed funds are 
Nuclebras, the Nuclear Energy Agency, and Itaipu, the world's largest hydroelectric 
power plant. 

The electric energy industry has played an extremely important role in the overall 
expansion path of the Brazilian economy for two reasons. First, because producers 
could depend on borrowed funds rather than operating income to serve investment 
needs, it has been able to provide the nation's industries with artificially inexpensive 
energy. (Had Eletrobras had to rely on operating earnings to finance its expansion, its 
prices would have certainly been raised or expansion curtailed. If either of these 
events had occurred, they would have lead to a contraction of the economy.) Secondly, 
this foreign-debt-financed expansion resulted in making the electric energy sector a 
major purchaser of domestically produced capital goods. 

The national petroleum company, Petrobras, accounts for the nation's second largest 
amount of public sector investment. Unlike Eletrobras, however, Petrobras has not 
been as dependent on foreign funds for investment because, as the nation's largest 
gasoline retailer, the company has relied on its profits to internally finance a majority 
of its investments. This is not to say that Petro bras is completely free of dependence 
on funds borrowed from abroad; the petrochemical subsidiaries of Petrobras have 
proven to be less self-sufficient and have relied on foreign borrowing for approximately 
30 percent of their investment. Furthermore, Petrobras did ultimately rely on foreign 
capital to finance, on average, $420 million of its petrochemical investments annually 
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between the mid-1970s through 1980. The result was that by 1982 the conglomerate's 
foreign debt equaled 26 percent of its equity.20 

Because of its importance to the entire industrial sector of the nation, the steel 
industry (of which public enterprises account for over two-thirds of sales) has also 
been the recipient of large amounts of foreign capital by turning to borrowed funds 
rather than operating earnings to finance a large portion of its capital investment. 
Thus, like Eletrobras, the steel industry was able to keep steel prices artificially low 
for the rest of the industrial sector. With this aim in mind, less than one-fifth of 
steel investment, which amounted to an average of $1.9 billion annually between 1976 
and 1980, was funded out of operating earnings. Approximately one-third of the 
remaining investment was funded by capital borrowed abroad while the remainder came 
from public funds and domestic borrowing.21 

The federally held telecommunications company, Tele bras, is yet another state 
enterprise that has been a major force in building Brazil's economic infrastructure. 
First, between 1976 and 1980 Telebras averaged over $1.5 billion in investments 
annually. Second, Telebras is one of the nation's largest employers, with nearly 90,000 
employees on its payrolls. While the company financed most of its investment out of 
operating income and from public funds, foreign borrowing did amount to over $2 
billion by 1981. 22 

Because the national railroad system requires investment in heavy equipment, it has 
also been an important factor in the growth of the capital goods sector. Between 1976 
and 1981 the system required investments averaging $870 million a year. This, coupled 
with the system's continual loss of money resulting from heavily subsidized rates and 
maintenance of uneconomic lines, has forced the railroad to turn to foreign lenders to 
provide approximately half of the borrowed funds the system relies on to continue 
operations. 

And finally, while the mining industry's overseas earnings are substantial, they were 
only enough to finance approximately 60 percent of the $640 million annual investments 
in which the state-owned mining enterprises engaged. 23 The remainder was financed 
through debt accumulation. 

This expansionary activity had a multiplier effect on the entire Brazilian economy as 
the rapid expansion of these state enterprises brought with them highly lucrative 
contracts to the private sector.24 With the objective of continuing at an accelerated 
pace along this path of economic expansion, the government attempted to grant greater 
access of foreign funds to Brazilian businesses. It did this by relying on four basic 
policies. 

First, the government promoted borrowing through the already enacted Decree-Law 
4131. Law 4131, originally enacted in 1962, allows both public and private domestic 
firms to borrow directly from foreign banks. While this type of borrowing was the 
single most important form of foreign borrowing for Brazil, it tended to favor firms 

- with preferential access to international financial markets (namely, foreign affiliates 
and state enterprises) due to the creditworthiness of the ultimate grantor of the 
borrowed funds. Thus, with the objective of opening the international money markets 
to local private firms, t)le second basic policy, Resolution 63, was introduced in 1967. 
Resolution 63 allows domestic banks to bOrrow from foreign financial institutions and 
"repass"25 the cruzeiro equivalent of the foreign funds to domestic firms.26 Thus, 
local domestic businesses gained access to international funds and were able to expand 
to meet the demand of the more dynamic industries, which depended on ·foreign funds 
for their own expansion. · 

The government's third policy was to provide incentives to state enterprises to 
borrow as much as possible from foreign sources in the hopes of freeing domestic 
capital for treasury securities and private borrowers. The mechanism used to 
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accomplish this was to allow funds .borrowed from abroad to be held in the Central 
Bank, where they earned international interest rates and were guarded against losses 
resulting from the devaluation of the cruzeiro. 

Finally, the government used the international expansion of Brazilian banks as yet 
another mechanism to attract foreign loans. The government hoped to satisfy two 
objectives by encouraging domestic banks to open overseas branches and representative 
offices. The first hope was that these offices would finance and promote Brazilian 
exports. The second was that offices in major world financial centers would result in 
easier access to the international finance markets.27 

As a result of these mechanisms, the proportion of foreign liabilities to total 
liabilities of the Brazilian banking system grew substantially. By the end of 1981 
Brazilian banks owed $11 billion to the Euromarkets.28 Through the use of Resolution 
63 and Law 4131, the Brazilian banking community was able to expand its lending to 
become a central figure, with a vested interest, in the investment process of Brazil. 
Due to the glut of petrodollars in the hands of investment-seeking financiers, the 
banks found it easier to borrow from abroad rather than depend on the growth of 
domestic savings to provide investment capital. 

Thus, we can see that the government made a concerted effort to make foreign 
loans to the .. Brazilian economy increasingly attractive and went to enormous lengths to 
tap the seemingly ever-expanding resources of international financial institutions. The 
result of the unprecedented foreign borrowing was an astounding rate of economic 
growth. Between 1967 and 1980 

steel production went from under four to over fifteen million tons (annually]; the 
domestic automobile industry's annual output grew from two hundred thousand 
vehicles to well over a million; and electrical capacity increased from less than 
10 million kilowatts to 135 million. Major portions of the nonindustrial 
economy--especially construction, finance, telecommunications, were significantly 
modernized. Brazilian manufacturers began to export in impressive quantities, 
becoming important factors in the world markets for steel, auto parts, footwear, 
aircraft and weaponry. 29 

In short, this path of economic expansion through development of basic industry, 
financed by foreign debt, was to work magically. The expanding debt was expected to 
boost industrial production, a large portion of which would be sold in international 
markets. The derived export revenues were then to be used to service principal and 
interest payments. This system of economic expansion, which had begun in 1967, 
continued to work as expected until 1979, when exogenous factors, namely the oil price 
shock, disrupted the system.30 Before we turn our attention to the economic crisis of 
1979, we will discuss the effect debt-finance expansion had on Brazil's political system 
as well. 

The Miracle and Political Stability 

We should first note the relative advantages authoritarian regimes have in 
instituting stabilization programs and moving toward a path of economic expansion. 
These advantages lie in the fact that authoritarian regimes can: (a) repress opposition 
of labor and political parties; (b) overrule business opposition to the regimes' economic 
policies; and (c) as a result of the first two points', be in a good position to promote 
policies which can gain the confidence of financiers. 31 

While there is disagreement as to how much of the relative political calm between 
1967 and the mid- l 970s can be attributed to repression or to relative complicity of the 
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middle and working classes, a strong case can be made for the latter. First, the 
government was able to rely on debt-financed industrial growth to cement an alliance 
with the industrial elites of Brazil. As long as the government continued to expand 
state enterprises, provide opportunities for private industry, and supply cheap foreign 
capital to finance all this expansion, political agreement with business elites was 
relatively easy to maintain. Second, after a three-year period of recession and 
austerity, the economic growth of the following twelve years (1967-79) dampened and 
moderated social discontent. Consequently, the regime was able to ensure the passive 
acceptance32 of a majority of the middle and working classes that were pulled upward 
through the industrialization expansion, as long as that expansion continued. 33 

Hence, it can be argued that the political agreement of this period was the result 
of the government's ability to form a "growth coalition" composed of the state sector, 
domestic industrial elites, and the finance sector, a coalition which also enjoyed the 
passive acceptance of those classes which were the marginal beneficiaries of economic 
growth.34 

From Miracle to Crisis 

The system of foreign-debt-financed industrial growth, which was financed through 
export revenues, thus proved to be the cornerstone on whicli Brazil's economic 
expansion and political stability rested. This system worked until 1979, when the 
Brazilian economy was caught in a downward spiral which ultimately drove powerful 
segments of members and supporters of the "growth coalition" into the ranks of the 
opposition. The Brazilian economy, which had come to rely so heavily on foreign 
finance, was hit by four exogenous factors which set the stage for the crisis of 1979 
that disrupted its process of industrial expansion and modernization. 

First was a dramatic increase in international interest rates. Brazilian Finance 
Minister Dilson Funaro stated that each one-point change in the world interest rates is 
equal to an $800-million change in loan payments for Brazil. 35 As a result of the 
soaring increase in variable interest rates that began in 1979, Brazilian net interest 
payments more than tripled, raising from $2.7 million in 1978 to $9.2 million by 1981. 
This meant that by 1981 Brazil was devoting 72 percent of its export revenues to 
servicing its foreign debt.36 Second, gross domestic product per capita fell 12 percent 
between 1980 and 1983, industrial investment fell 40 percent by 1983, and idle capacity 
in the same year exceeded 50 percent in some sectors as a result of the world-wide 
economic stagnation of the period. The third factor was a 30 percent deterioration in 
Brazil's terms of trade. These three factors contributed to the near total cut-off of 
voluntary new lending into the system by mid-1983, which was the fourth factor.37 

Thus, due to these exogenous factors, the Brazilian economy was forced to pay 
three times as much for money it had already borrowed and was unable to expand its 
exports in the hopes of generating revenue to service this increasing debt burden due 
to a stagnating world economy. Those products which Brazil was able to export were 
generating lower revenues as a result of Brazil's deterioration in terms of trade. And 
ultimately, by mid-1982 the supply of foreign money injected into the economy came to 
a halt. 

Despite the oil shocks, the expanding debt, and a contracting world economy, the 
government initially attempted to maintain the economic growth which preserved its 
growth coalition. However, raising inflation coupled with the shut-off of voluntary 
lending forced the government to reverse this course.38 

It was at this point that the government made a commitment to preserve Brazilian 
creditworthiness. With this priority in mind, increasing sums of funds were needed to 
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be made available to the public sector for debt service payments. The government 
attempted to accomplish this by: 

1. raising domestic interest rates, via a tight monetary policy, in the hopes of 
attracting foreign capital; 

2. cutting domestic public investment to free these public funds for debt-service 
payments; and 

3. instituting two 30 percent "maxidevaluations" aimed at stimulating exports and 
reducing imports, thereby, closing the gap in the country's balance of payments. 39 

These policies resulted in economic counteraction which hit private industry from 
both sides. First, skyrocketing domestic interest rates meant an equal escalation in 
the financial costs of industrial production. Second, the decrease in governmental 
public investment meant a contraction of the economy as a whole, as the governmental 
orders on which the private sector came to depend dried up. Thus, domestic producers 
of capital goods~ an important sector of the growth coalition who had been promised 
ever-increasing public sector orders, grew discontent when these orders ceased.40 

Still committed to preserving the public sectors' creditworthiness, the government 
kept placing increasingly austere measures on the economy. By 1981 the economy's 
industrial sector was caught in a downward spiral that lasted through 1983. 

After averaging 7% annual growth between 1978 and 1980, manufacturing 
production dropped l 0% in 1981, stagnated in 1982 and another 8% in 1983. The 
output of the capital goods sector fell 19% in 1981, 11 % in 1982, and another 20% 
in 1983 leaving 1984 production levels at less than half of those for 1980. For 
the first time in years, the country's major industrial centers experienced 
massive layoffs of factory workers and the rise of urban violence on an 
unprecedented scale. 41 

While the government began to lose the passive support from the working and 
middle classes that its growth coalition had once enjoyed, its austerity measures also 
proved to serve as the demise of the very coalition on which its legitimacy rested. As 
the crisis worsened and the government continued along its path of preserving 
creditworthiness, the political fall out was devastating. The growth coalition 
deteriorated at an accelerating rate as the domestic industrial sector became openly 
critical of the government's austerity policies. The head of Brazil's largest private 
industrial firm, Votorantim, called the 30 percent maxidevaluation of February 1983 "a 
betrayal of the Brazilian business community that was induced to borrow overseas. "42 

In summary, we see that Brazilian policymakers and economic elites took advantage 
of the seemingly endless supply of international funds in the hopes of accelerating 
economic expansion. However, once these supplies dried up and the world economic 
condition deteriorated, Brazil's economic system, as well as its political system, was 
thrown into chaos. The defections of major partners in the government's growth 
coalition hastened the calls for an acceleration of the abertura process of political 
liberalization which began in 1974 under the Geisel administration. This process 
ultimately led to a new "democratically" elected regime in 1985. We can now turn to 
the future prospects of dealing with this problem. 
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FUTURE PROSPECTS 

Where to Now? 

The new regime of Jose Sarney, who took office in March 1985, inherited a national 
economy that is extremely promising when viewed from one direction and has a noose 
around its neck when viewed from another. The Brazilian economy of today has a 
modernized, highly complex industrial sector that is capable of remaining highly 
competitive in the world markets. However, the enormous foreign debt which the 
economy must service continues to threaten the economic and political stability of the 
nation. Ironically, the funds that once served as the mechanism by which the national 
economy accelerated its expansion today stand as an obstacle to further economic 
expansion and stability. 

Because a democratically elected regime is at an extreme disadvantage relative to an 
authoritarian regime in imposing austerity measures (as discussed above), when looking 
at the failed attempts of the previous regime, it is highly unlikely that the new regime 
would or could proceed along this same path. 43 Instead, this regime will need to turn 
its attention inward toward serving the nation's industrial needs, rather than placing 
extraordinary concern on its creditworthiness. In reducing its concern about 
creditworthiness, the government will aim to decrease the drag of the debt on 
economic growth. The government will be able to do this for two reasons. First, the 
assumed value of maintaining good relations with foreign lenders has decreased over 
the years as the possibility of large-scale lending has all but evaporated. Second, " 
due to pressure from Brazilian firms and from foreign creditors (who prefer that their 

. loans be government-backed), the Brazilian public sector has run a series of 
quasi-insurance schemes for firms with foreign-currency liabilities that have allowed 
the firms to write down their obligations. "44 This explains why the public sector's 
share of Brazil's foreign debt grew from 68 percent to 80 percent between 1981 and 
1985.45 

Thus, the relief from paying extensive attention to international creditworthiness, 
coupled with the government's ability to speak as the representative of 80 percent of 
Brazil's outstanding debtors, will allow the government to bargain with the 
international creditors with the end goal of serving the nation's industrial needs. This 
commitment toward securing the stability and expansion of Brazil's industrial sector is 
important to the stability of the Sarney government · in that industrial entrepreneurs, 
industrial workers, "and other 'middle sectors' (technicians, bureaucrats, and 
intellectuals) now play crucial roles on the Brazilian stage."46 

From the other side of the question, it is in the interest of foreign lenders that 
Brazil continue to make its interest payments every ninety days and that the lenders 
keep these loans as assets on their balance sheets. Def a ult would mean huge losses and 
possible disaster to the international banking community. Furthermore, while Brazil's 
economic position is not exactly stellar at this point, Brazil remains the Third World's 
largest, most dynamic economy, and few financiers care to lose access to it. 

A large trade surplus has allowed Brazil to keep up interest payments since 1985.47 
However, the country has also continued to rely heavily on short-term international · 
loans to provide operational cash-flow. Thus, Brazil faces an interesting dilemma. While 
Brazil must reduce the drag of the external debt, the nation must also rely on still 
further short-term loans to foster the economic expansion that policymakers hope will 
ultimately free Brazil completely from the economic, political, and social burdens of 
debt repayment. 

In the past, most debtor nations have relied on the renegotiation and restructuring 
of each nation's repayment terms to relieve these burdens. However it was usually the 
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case that before these new plans were accepted by the international financial 
institutions, they had to first be approved by the International Monetary Fund (IMF). 
Before IMF approval could be secured, the nation had to first adopt an overall national 
economic plan aimed at meeting the repayment · schedule. Like many other Latin 
American nations, the Samey government has viewed the IMF as an jnterloper 
attempting to impose its will on a sovereign nation by advocating economic policies 
that lead to recession in order to repay international loans. 48 Through the IMF 
policies, trade balance improvement has essentially been achieved through lowering 
imports and diminishing the debtor nations' standards of living. 49 In the hope of 
remaining true to its publicly stated commitment to promote liberty, development, 
social options, cultural identity, and sovereignty and independence, the Sarney 
government in 1986 succeeded in the unprecedented accomplishment of striking a 
short-term rescheduling plan directly with its creditors, bypassing the IMF. 

Brazil would like to continue to deal with the debt problem without the presence of 
the IMF. However, it is unlikely that the lending institutions will move much further 
without IMF involvement. While the Sarney government was able to capture the 
sympathetic ear of members of the "Paris Club," it appears that these steps were taken 
to give Brazil needed breathing room and "preserve, however weakly, a role for the 
IMF in Brazil's economic affairs."50 Rather than move away from IMF involvement in 
the renegotiation process, "bankers hope that, during the next year, Brazil will come to 
terms with the IMF and the banks can then proceed with a much bigger restructuring 
of Brazil's foreign debt."51 

CONCLUSIONS 

Brazil's desire, or more appropriately, its political necessity to turn inward to 
stabilize and service its own industrial needs, coupled with the desire on the part of 
lenders to avoid def a ult of Brazilian loans, are good reasons to speculate that Brazil 
will press for and receive debt relief. 

The strength of Brazil's bargaining power was obvious in its success in obtaining a 
short-term rescheduling plan directly with its lenders without an IMF-approved 
economic plan. While this development does not signal an immediate diminution in the 
influence of the IMF (as the bankers would negotiate only on short-term debt without 
IMF approval and rejected Brazil's request to reschedule medium-term loans), it does 
prove that Brazil has the ability to and will attemft to circumvent IMF-imposed 
austerity programs which it feels are too severe. 5 

One of Brazil's major objections to the IMF programs is that they treat all debtor 
nations the same in imposing basically the same stabilization programs. It is Brazil's 
belief that because the debt structures, economies, and political ideologies of the 
debtor nations are divergent, each should have a program which reflects these 
differences. This reasoning also gives cause to believe that a debtor cartel is 
unlikely.53 

The prospect of a complete unilateral repudiation of its debt on the part of Brazil 
is also highly unlikely. While Brazil's government is in a strong bargaining position, it 
is hard to believe that it would be willing or able to endure the cost of economic 
isolation that would follow such action. Employing this reasoning, it would appear that 
the Sarney government's February 20, 1987 announcement to suspend interest payments 
to foreign banks was posturing aimed at strengthening Brazil's bargaining power as 
renegotiations of Brazil's debt continue. 

While there are many avenues open to the Sarney government in dealing with the 
debt crisis, it appears the most likely course will be to employ its strong bargaining 
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position to press for long-term debt relief. However, in the interest of preventing 
economic isolation and keeping the lines of access to short-term loans open, it will not 
take any action which might prohibit all access to foreign capital. 
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CHAPTER 8: 
BRAZILIAN ENERGY POLICY 

Ann Mills 

Fifteen years after the advent of the Arab oil embargo, Brazil has dramatically 
reduced its dependence on imported energy and is moving toward self-sufficiency. 
Before hailing this accomplishment as another Brazilian miracle, it is worth considering 
how Brazil has achieved this success, and whether this rapidly emerging industrialized 
power can maintain its energy gains in the face of the political and economic 
challenges that lie ahead. 

Energy is the lifeblood of economic development, and access to primary energy 
resources, most notably petroleum and coal, is crucial to sustained economic growth. 
Given its enormous land mass and impressive endowments of other natural resources, 
Brazil's penury of these key primary energy resources is surprising. Brazil claims only 
a fraction of South America's proven oil reserves. Coal resources are scarce and of 
low quality. Wood, charcoal, and bagasse have been the most abundant native energy 
resources, only recently overtaken by hydroelectric power. 

This paucity of native energy resources has not dampened postwar economic growth. 
On the contrary, Brazil has realized an impressive 7 percent average annual growth 
rate since 1945 and has managed to avoid serious energy bottlenecks. 

Brazil's energy policy history can be divided into two periods: the pre- and 
post-embargo era. Economic development from 1945 to 1972 is attributable in large 
part to the abundance of cheap imported oil. By 1972, oil imports were supplying 78 
percent of the country's energy needs. Cheap oil, however, was not the only factor 
contributing to an adequate energy supply. A ~radition of state control and investment 
in key energy sectors had a strong influence on the direction of energy development. 
The creation of Petrobras and Eletrobras, government-owned energy monopolies, is the 
most dramatic example of successful government dominance over the energy sector. 

The oil shocks of the 1970s brought about a noticeable shift in Brazil's energy 
strategy. The government responded to the energy crisis with a coherent policy 
designed to reduce dependence on imported oil and diversify indigenous energy 
resources. These policies have led to a substantial expansion in domestic energy 
production, reducing Brazil's dependence on imported oil by 32 percent since 1973. 

State intervention and subsidization of the energy sector have played a central role 
in shaping Brazil's energy policy throughout the pre- and post-embargo era. So too 
has the continuing tension between the forces of nationalism and the need for foreign 
assistance. In the final analysis, however, energy policy has been driven by economic 
and pragmatic considerations. 

The purpose of this paper is to analyze Brazil's post-embargo energy policies and 
the reasons they were chosen, to evaluate their effectiveness to date, and to suggest 
the directions these policies might take in the face of recent international and 
domestic events. In order to provide the perspective necessary to evaluate future 
trends in Brazilian energy policy, the analysis will be preceded by an overview of 
Brazil's energy balances and the evolution of energy policy up to 1973. 
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BRAZILIAN ENERGY BALANCES: A CLOSER LOOK 

The pattern of energy consumption in Brazil has changed noticeably since World 
War Il. As illustrated in Table 8.1, in 1946 79 percent of energy demands were met by 
renewable resources such as firewood, charcoal, bagasse, hydroelectric power, and 
biomass. Of these, firewood (used primarily for cooking, but also to fuel railroad 
engines) contributed 67.4 percent. Conversely, fossil fuels comprised only 20.9 percent 
of energy consumption, with petroleum and coal providing 12.9 percent and 8 percent, 
respectively. 

By 1972 the relative shares of renewable and fossil fuels had shifted to 44.8 percent 
and 51.3 percent, respectively. Today, fossil fuels contribute to 37 percent of the 
nation's energy needs. Renewable fuels make up the remainder, with hydroelectric 
power contributing 30 percent. 

Table 8.1 Evolution of Brazil's Energy Consumption, 1970-1985 
(percent) 

Year Natural Gas Hydro Petroleum Electricity 

1970 37.5 0.3 17.4 33.2 
1971 37.6 0.4 18.0 33.3 
1972 40.1 0.4 18.6 29.6 
1973 42.8 0.3 19.0 27.0 
1974 42.2 0.5 20.2 26.9 
1975 43.3 0.6 20.6 26.4 
1976 42.7 0.6 22.0 24.9 
1977 41.1 0.9 23.3 23.0 
1978 42.6 0.7 23.7 21.l 
1979 41.6 0.7 25.0 20.4 
1980 38.9 0.8 27.0 20.4 
1981 37.9 0.8 27.0 20.l 
1982 35.7 1.0 28.1 19.6 
1983 33.5 1.3 28.8 19.3 
1984 32.8 1.5 29.1 19.1 
1985 31.6 1.8 29.9 17.9 

Source: "A Energia ea Economia Brasileira," Funda~o Instituto 
de Pesquisas EconOmicas, and Balan~o Energico Nacional. 
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The shift in petroleum's contribution to energy consumption is due to the dramatic 
growth in the industrial and transportation sectors, which together consume over 60 
percent of available products. Petroleum, in the form of gasoline, diesel oil, and fuel 
oil, is the most easily transported, versatile, and traditionally, cheapest energy source. 
A brief overview of primary energy resources follows. 

Modest oil reserves were first discovered in 1930 in the northern state of Bahia by 
foreign oil companies. When Petrobras was created in 1953, Brazil was producing a 
mere 2,500 barrels per day (bpd). By 1960, production had climbed to 80,000 bpd, but 
was meeting only half of the country's needs. At the outset of the economic "miracle" 
of 1968, production had doubled. Energy demand grew so rapidly during this period, 
however, that by 197 4 Brazil was importing 80 percent of its petroleum needs. 
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Offshore discoveries during the 1970s and 1980s near Campos in the state of Rio de 
Janeiro have nearly doubled Brazil's proven oil reserves. In 1985, total oil production 
was a record 563,857 bpd. The Campos Basin provides more than half of the volume of 
crude oil produced in Brazil and is the focal point for further exploration and 
development. Other onshore and off shore drilling is taking place in the states of 
Amazonas, Para, Maranhao, Ceara, Rio Grand do Norte, Alagoas, Sergipe, Bahia, 
Espirito Santo, Sao Paulo, and Rio Grande do Sul. I 

With the increase in proven petroleum reserves comes a corresponding rise in 
natural gas reserves. In 1985, natural gas reserves increased by 10.5 percent from the 
previous year to 92, 734 cubic meters (or 583 barrels of crude oil equivalent).2 
Reserves, however, do not translate into productive use. Traditionally, natural gas has 
provided only a fraction of the country's energy supply. In 1957, its share was 1 
percent. By 1985, despite dramatic increases in proven reserves, it had inched up to 
1.8 percent despite dramatic increases in proven reserves. The reason for this 
disparity is that up until 1982, over half of the country's natural gas was flared or 
reinjected into oil wells to increase pressure for oil extraction. 

Since the early 1980s, however, productive use of natural gas has risen steadily, 
from 18 percent in 1982 to 61 percent in 1985.3 The government is encouraging the 
use of natural gas as a substitute for imported naphtha. The Nordestao pipeline will . 
bring gas from Ceara and Rio Grande do Norte to major industrial consumers in the 
coastal towns of the northeast. Sao Paulo will be supplied from the Campos offshore 
fields. Developing Petrobnis' major field in western Amazonia is currently seen as 
politically desireable, if uneconomical in practice. 4 

Coal deposits, concentrated in the southern state of Santa Catarina, are scarce and 
of poor quality. In 1982, reserves were an estimated 22.8 billion tons. 5 The high ash 
and sulphur content of this bituminous and subbituminous coal is unsuitable for 
producing coke, which is crucial to the energy-intensive steelmaking process. In 1972, 
metallurgical coal comprised 2.2 percent of Brazil's energy consumption, 72.4 percent of 
which was imported. In 1985, the figures has risen to 3.9 percent and 89 percent, 
respectively. 6 

Brazil's hydroelectric potential is among the greatest in the world. Projections of 
total generating,potential range from 213,000 megawatts (mw) to 1200 terawatthours 
(twh) per year. This latter figure is roughly equivalent to oil fields producing 7 
million bpd, or roughly three times Iraq's 1980 oil production. 8 . 

The country is tapping only a fraction of this potential. As of 1984, hydroelectric 
generating plants produced roughly 186 twh, supplying 30 percent of the total energy 
demand. Two projects under construction will contribute significantly to realizing 
Brazil's total hydroelectric potential. The first is the 12,600 niw Itaipu plant on the 
Parana River bordering Paraguay. The world's largest hydroelectric plant, it will 
supply the southern and southeastern regions, including the highly industrialized cities 
of Sao Paulo and Rio de-Janeiro. 

The Tucurui dam on the Tocantins River in the state of Para is also nearing 
completion, with a projected capacity of 7 ,000 mw. The plant will service the local 
market as well as the northeast. Ten additional plants are planned that will contribute 
another 11,000 mw of capacity.9 · 

Complementing the construction of hydroelectric plants is the expansion of the 
national electrical transmission grid. The transmission link between Tucurui and the 
northeastern grid was completed in the early 1980s. Construction is underway to link 
Itaipu to the highly integrated grid in the southeast. One cause for delay in 
completing the Itaipu link is the shortage of copper. IO Plans call for the eventual 
connection of the northern and southern grids, which would provide the country with 
greater · flexibility in times of severe drought or pronounced regional shifts in demand. 
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Nuclebnis and Procilcool 

The nuclear and alcohol programs are newcomers to the energy scene and have had 
mixed success. The nuclear program was launched in June 1975 with the Brazilian-West 
German nuclear agreement. The agreement called for a phased-in transfer of nuclear 
energy technology for all stages of the nuclear energy cycle--from prospecting of 
uranium ore to the manufacture and construction of nuclear reactors. It provided for 
the construction of two 1,300 mw pressurized water reactors by 1985, with options for 
six additional reactors by 1990. In 1975, it was projected that by 2010, nuclear power 
would be able to supply 40 percent of the country's energy needs, 10 percent above 
the · level that electricity contributes in most industrialized countries. 

Due to high inflation, extraordinary costs, and the growing unpopularity of nuclear 
energy, the Brazilian program has come to a virtual halt. Only the 625 mw Angra I 
plant, southwest of Rio de Janeiro, is on line. This is the Westinghouse reactor, 
purchased from the United States in 1968 and originally scheduled to produce 
electricity by 1979. 

In comparison, the Brazilian national alcohol program, Procilcool, has been extremely 
successful. Fuel alcohol is produced primarily from sugar cane in over 500 mills in 
southern and northeastern states. Hydrous alcohol, anhydrous alcohol mixed with 
gasoline in a 22-to-78 blend, fuels the remainder of Brazil's automobiles. As Table 8.2 
indicates, production levels rose over 1,800 percent between 1974 and 1986. The 1985 
production levels of hydrous alcohol fuel more than 2.3 million automobiles, and replace 
15 percent of Brazil's petroleum demand. I I 

Table 8.2 Brazilian Alcohol Production, 1974-1987 
(millions of gallons) 

Crop Year Anhydrous Hydrous Total 

1974/75 57 108 165 
1977/78 3ll 78 389 
1980/81 556 423 979 
1982/83 938 601 1,539 
1983/84 652 1,427 2,079 
1984/85 555 1,887 2,442 
1985/86 728 2,415 3,144 
1986/87 (est.) 568 2.417 2,985 

Source: Information Resources Inc., Washington, D.C. 

BRAZILIAN ENERGY POLICY: BEFORE THE OIL SHOCKS 

Prior to the Arab oil embargo, the Brazilian government did not pursue a singular 
or cohesive energy policy because energy in and of itself was perceived as a non-issue. 
Between 1945 and 1973, Brazil's energy strategy was generally tied to larger economic 
development initiatives. Some dealt directly with expanding specific energy sectors. 
Other development policies indirectly affected the nation's energy profile by promoting 
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more energy-intensive economic and social activity. In both instances, the array of 
energy-related policies that emerged were shaped by developmental nationalism, a 
tradition of state intervention, and foreign influences. 

A series of economic development plans had emerged during the 1940s, 1950s, and 
1960s. The 1948 Joint Brazil-U.S. Technological Commission (Abbink Mission) was 
established to analyze the factors affecting Brazil's economic growth. The Abbink 
Mission's final report identified the inadequacy of power supply as a major stumbling 
block for industrial expansion in Sao Paulo. This was evidenced by the brownouts and 
blackouts that were plaguing industry in Sao Paulo and Rio de Janeiro up to seven 
hours daily.12 

The five-year SAL TE plan initiated by President Eurico Dutra, which represented 
the first indigenous postwar economic planning effort, included energy development in 
its expenditure program. Designed to run from 1951 to 1954, the program met an early 
death due to poor implementation and financing. 

A study of the Brazilian economy conducted between 1951 and 1953 by the Joint 
Brazil-U.S. Economic Mission (Comissao Mista) made a number of recommendations on 
infrastructure development as a means of facilitating industrial development. The 
recommendations included expanding electrical generating capacity, heretofore 
monopolized by the Canadian-owned Brazilian Traction, Light and Power Company, 
commonly known as the Light. The plan, though never formally adopted, did more 
than the previous two initiatives to focus attention on the need for infrastructure 
development in the energy sector. It also led to the creation of Brazil's National Bank 
for Economic Development (BNDE), which would play an important role in financing 
future energy projects. 

Under President Juscelino Kubitschek, more concerted steps were taken to develop 
an energy strategy. The day after his election in 1956, Kubitschek created the 
National Development Council, which prepared the Programa de Metas, or Targets 
Program. This was a comprehensive development plan designed to stimulate key 
industries. Energy was one of the five areas targeted. Subsequent recommendations 
for a power development program were made by the Grupo de Trabalho within the 
Ministry of Mines and Energy. Their recommendations were accepted and approved by 
executive decree on July 28, 1961. As a result, installed electrical capacity increased 
from 2.8 million kw to almost 5.8 million kw in 1962.13 Kubitschek's finance minister 
Lucas Lopez, a key player in the development of the Targets Program, was a former 
manager at the Centrais Eletricas de Minas Gerais (CEMIG). At the time, CEMIG was 
a highly respected and influential state electric company, considered to be one of the 
best-run enterprises in all of Latin America.14 

The last major policy initiative of this period in energy development was the 
carrying out of recommendations made by CANAMBRA, a consortium of three American 
engineering firms selected by the World Bank and Brazilian officials to study the power 
situation in south central Brazil. The report, issued in the early 1950s, recommended a 
program of construction to meet projected demand through 1970. This included two 
hydroelectric plant extensions and six new hydroelectric generating projects, totaling 
1,815 mw. The recommendations were approved immediately as official government 
policy. 

Government policies that indirectly influenced Brazil's energy profile between 1945 
and 1973 were largely patterned after those in the United States: rapid 
industrialization of an oil-based economy, dramatic expansion of the transportation 
sector, and little attention to energy conservation policy. Between 1960 and the early 
1980s the energy-intensive cement, petrochemical, refining, and steel industries grew 
dramatically. An extensive highway expansion program, initiated in the early 1950s, 
matched by the-creation of a domestic automobile industry, spurred the transportation 
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sector. Energy consumption was further increased as a result of the income 
concentration economic policies during the military regimes of the late 1960s and early 
1970s. Middle- and upper-income households could afford more automobiles and luxury 
goods produced from energy intensive processes. The result of these policies was the 
replication of an energy-inefficient society. 

As in most other sectors of the Brazilian economy, the energy sector was controlled 
almost exclusively by the state. Policy development was then, and still is, largely 
controlled by the bureaucratic elite, referred to as technocrats. Credited with a 
certain amount of entrepreneurial skill, technocrats were also concerned with 
establishing energy independence and technological autonomy. Illustrative of their 
success in achieving both was the development of a strong hydroelectric program in 
the 19 50s and 1960s. 

Nationalism played a significant role in shaping Brazil's energy sector as well. One 
of the first nationalist policies to influence energy development directly was the 
passage of the 1934 Water Code and the creation in 1939 of the National Council of 
Water and Electric Energy to implement the code's provisions. The Water Code was 
the first comprehensive legislation designed to protect Brazil's natural resources from 
foreign control. Among other things, it established a ceiling of 10 percent on the 
return on investment in electric companies, based on historical investment costs. It 
also sought to systematize the study of hydroelectric resources in the country to 
control more tightly the granting of future electricity concessions, and to review past 
concessions. 15 

The effect of this legislation was to diminish the power of foreign electric utility 
monopolies. The largest of these was the Light, which provided Sao Paulo and Rio de 
Janeiro with their electricity. The bill also dampened private foreign investment in 
generating capacity, and foreign investors ceased building new generating capacity. 
Demand soon outstripped supply. The government was induced to fill the void in the 
1950s, leading to the eventual creation in 1962 of Eletrobras, a government-owned 
holding company that coordinates investment in electricity-generating and -distributing 
facilities. 

The most striking examples of the successful blend of technocratic 
entrepreneurialism and nationalism were the creation of Petrobras and Eletrobras. 
Eager to wrest control of indigenous oil resources from foreign concerns, President 
Getulio Vargas established the National Petroleum Council (NPC) in 1938. The NPC 
regulated oil production, distribution, and prices. Cognizant of the NPC's limitations 
and the trend toward an oil-based economy, Vargas nationalized the oil industry with 
the creation of Petrobras in 1953. On the surf ace, government intervention appeared 
uncalled for: Brazil was producing under 1,000 bpd and importing roughly 99,000 bpd 
to meet consumption requirements.16 However, nationalist sentiment, used effectively 
throughout the Vargas period, legitimized government intervention in the energy sector. 
Petrobras' entrepreneurial skills were evidenced over the next several decades, and the 
state-created petroleum refining giant today meets the nation's refining needs. 

In the creation of Eletrobras, the government successfully orchestrated the 
construction of hydroelectric generating plants to avoid serious energy bottlenecks at a 
time when foreign suppliers were hesitant to invest. Eventually, Eletrobras took over 
the distribution of electricity, and by the early 1970s had bought out the last 
foreign-owned company. 

Despite attempts to achieve energy independence and technological autonomy, 
foreign influence in energy development was heavily felt throughout this period. For 
over thirty years, hydroelectricity generation and distribution had been dominated by 
foreign firms. Major economic development studies and recommendations were 
conducted in concert with the United States and the World Bank. A large percentage 
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of the financing for energy development was provided by the International Bank for 
Reconstruction and Development, the World Bank, and the Inter-American Development 
Bank, as well as a host of private banks. Dependence on foreign investments in the 
energy sector increased during the post-embargo period as the government scrambled to 
finance a soaring oil import bill and new energy technologies. Accordingly, the 
friction between the forces of nationalism and the need to attract foreign capital 
continued. 

POLICIES AFTER THE OIL CRISIS 

In retrospect, Brazil heading into 1974 had set itself up for disaster. The economy 
was roaring ahead at a 10 percent annual average growth rate. The two most dynamic 
sectors of the economy, basic industry and transportation, were consuming over half of 
the petroleum supply and they were continually increasing their demand. 

The transportation sector was then, and is now, based almost exclusively on 
automobiles and trucks. The Brazilian railroad system, begun in 1854 and historically 
inefficient and unprofitable, was neglected during the highway construction boom years 
of the 1950s, 1960s, and 1970s. 

At the December 1973 meeting in Teheran, OPEC ministers boosted the price of oil 
to $11.65 per barrel, up from $3.00 earlier in the year. This quadrupling of prices 
transformed Brazil's healthy balance-of-trade surplus into a deficit. By 1981, the 
country's oil import bill had jumped to $11 billion, up from $837 million in 1973. 

The newly installed Geisel government's immediate response to the 1973 energy 
crisis was muted. No bold energy policy was announced in part because it was 
thought prices would soon drop down to normal levels.17 Instead, the government 
coped with the problem indirectly by pursuing an expansionist economic policy. The 
rationale was that in order to pay the mounting oil import bill, exports had to 
increase. This approach was successful due to the enormous amounts of petrodollars 
then available in world markets to finance economic expansion. Borrowing also served 
to finance the balance-of-payments debt and the restructuring of the domestic energy 
sector. Petroleum-related investment programs increased from $991.0 million in 1973 to 
$3.16 billion in 1983.18 . 

An energy policy did eventually evolve under the Geisel government. It was later 
formalized after the 1979 oil shock by the new Figueiredo government in the form of 
the Brazilian Energy Model. The· goals of the policy were to reduce dependence on 
imported oil, acquire technological autonomy, and diversify indigenous energy resources. 
The policy was carried out through conservation, expansion of indigenous oil resources, 
pricing mechanisms, and substitution.19 

Conservation policy encompassed initiatives such as public education on reducing 
- wastefulness; encouraging the use of new, more efficient plant equipment; curtailing gas 

station hours to discourage long-weekend excursions; and more strictly enforcing the 
speed limit. It is, however, difficult to quantify the relative success of this program. 

On the supply side, the program to increase exploitation of domestic oil has had 
more dramatic results. Since 1973, domestic production has risen roughly 30 percent. 
In 1986, Brazil's oil reserves were conservatively estimated at 2.1 million barrels as 
compared to estimates of 1.3 and 1.9 million in 1985.20 

President Geisel, who only recently had stepped down as president of Petrobras, 
adopted a two-pronged strategy to boost domestic oil production. First, he encouraged 
Petrobras to increase oil exploration and extraction. This was not an easy task, as the 
oil monopoly was reluctant to scale back profitable refining and distribution practices 
to undertake risky and capital-intensive exploration and extraction. While technically 
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the state-controlled oil monopoly is subservient to the Ministry of Mines and Energy, 
in reality the government has minimal influence over the corporate giant. It was not 
until 1977 that Petrobnis significantly increased its exploration and production budget. 

The second prong of Geisel's strategy was to open up off shore exploration to 
transnational oil companies through so-called "risk contracts." The terms of the 
contracts were strict. All exploration, evaluation, and development costs were borne 
by the bidder. Ownership of any petroleum resources discovered was automatically 
transferred to Petrobnis. The contracts have yielded little petroleum to date. 
Nevertheless, the initiative spurred Petrobras to drill more aggressively for oil and 
later led to opening up onshore drilling rights to foreign and private domestic firms. 

Entering into risk contracts was a reversal of a long-standing policy that excluded 
foreign firms from any stage in the oil extraction process and carried a measure of 
political risk for the Geisel government itself for two reasons. First, there is a strong 
public antipathy toward foreign oil concerns in Brazil. This is rooted in a widely held 
belief that foreign oil firms had conspired to hide the truth about Brazil's oil reserves 
earlier in the century. Second, Petrobnis felt threatened by the erosion of its 
monopoly position. Although the terms of the contracts were f enerous to Petro bras, 
the state firm was obstructionist during contract negotiations.2 

One of the two major instruments affecting petroleum consumption was pricing 
policy. This mechanism applied stiff surtaxes on gasoline, diesel fuel, and fuel oil to 
discourage consumption. In real terms, the pump price of gasoline increased 255 
percent between 1973 and 1983. Fuel oil and diesel fuel prices increased 379 percent 
and 194 percent, respectively, during the same period. The rationale behind lower 
diesel fuel rates was to mitigate. the risk of inflation. 22 · 

The pricing policy on liquid fuel had a marked effect on the structure of energy 
demand for transportation and, ultimately, on liquid fuel consumption. Between 1978 
and 1982, gasoline was overtaken by diesel as the dominant fuel. In the early 1970s, 
gasoline had accounted for nearly 60 percent of the total demand. By 1982, the 
position was reversed, with diesel fuel and gasoline claiming shares of 45 percent and 
31 percent, respectively. The remainder was made up by alcohol. As a result of the 
lower relative price of diesel fuel, the diesel truck fleet expanded. 23 

Higher gasoline prices, conservation measures, and the use of alcohol fuels resulted 
in a sharp decline in total gasoline use as well as fuel consumption per vehicle. This 
rapid decline could not be matched by an equivalent change in Petrobras' refining 
structure and thus created a gasoline surplus. Petrobras has since altered its refining 
structure to produce a higher share of diesel fuel. 

Between 1973 and 1982 concerted efforts were made to substitute petroleum with 
domestically produced energy sources, as Table 8.3 demonstrates. Natural gas and 
electricity displaced fuel oil in the industrial sector. Substitution of petroleum with 
hydroelectric power occurred at a greater rate. As noted earlier, hydroelectric 
energy's share of energy supply increased from 17 .3 percent to 31. 7 percent between 
1970 and 1985. 24 The bulk of this displacement was in fuel oil consumed in the 
industrial sector. Industry was encouraged not only by the higher surtax on fuel oil, 
but also by attractive subs°idies. 
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Table 8.3 Oil Substitution in Brazil from 1973 to 1982 
(percent) 

Natural Gas +97 .0 
Electricity +61.0 
Charcoal +57 .0 
Sugar cane bagasse +15.0 
Coke +62.0 
Firewood +32.0 
Fuel Oil -18.5 

Source: Uziel Nogueira, Inter-American Development Bank 

The government subsidized the coal industry as well. The Ministry of Mines and 
Energy agreed to equalize fuel price differences for the cement industry during their 
transition to coal. The government also improved shipping and surf ace transportation 
facilities between the coal mines in the south and the cement manufacturing areas. 

Nuclebras and Proalcool 

A nuclear partnership with West Germany, which had initially held the most promise 
for enhancing Brazil's energy self-sufficiency, has been unsuccessful. Early supporters 
prematurely estimated that the country's hydroelectric potential would be exhausted 
before the turn of the century and in the interim would be difficult to efficiently 
transport from remote states in the Amazon Basin to population centers in the south. 
On the other hand, nuclear power plants could be clustered around the cities of Rio de 
Janeiro and Sao Paulo, supplying Brazil with 40 percent of its energy needs by 2010. 
The nuclear program was extremely attractive for other reasons as well. It would 
advance Brazil toward its goal of acquiring technological autonomy, propel the country 
to the forefront of nuclear technology, provide a nuclear weapons production potential, 
and greatly en-hance its position in its long-standing nuclear rivalry with Argentina. 

The key to achieving these goals was the 1975 Brazilian-West German nuclear deal. 
The agreement called for a phased-in technology transfer of the full nuclear fuel cycle. 
Joint Brazilian-German companies would engage in prospecting and mining uranium ore, 
construction of an industrial-scale uranium enrichment plant and fuel fabrication 
facility, construction of a fuel reprocessing plant, and the manufacture and 
construction of from two to eight 1,300 megawatt pressurized water reactors by 1990. 25 

By 1978, representatives from industry, government, and the scientific community 
were beginning to question the wisdom of the program, both in economic and strategic 
terms. Construction -costs were excessive and the price of nuclear power per kilowatt 
hour was between two and three times that of hydroelectric power. Moreover, the 
terms of the treaty with West Germany were perceived as disadvantageous to Brazil, 
particularly with regard to the degree of technology transfer. 

Atypically, Brazilian policymakers are reluctant to dispose of this economically 
unsound program which has cost the government an estimated $2.5 billion. 26 This can 
be attributed to a lingering nationalistic desire to acquire technological independence 
from the developed countries and the desire to become a member of the nuclear club. 
It is no coincidence that the military has played a large role in keeping the program 
alive. Under the terms of the 1975 agreement, the complete transfer of 
technology--including the acquisition of nuclear fuel-making capabilities--takes place 
only after all eight reactors have been purchased from West Germany. 
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The nuclear program has continued to fall behind schedule. The 625 mw Angra I 
plant, begun in 1968, came on stream in 1985, six years later than originally scheduled. 
The first two of the German-bought reactors, Angra II and III, are not expected to 
come on line before 1995. Much of the delay is attributable to the massive cuts in 
Nuclebras' budget in 1983.28 

Ironically, as Brazil's interest in nuclear energy has cooled, its reserves of uranium 
ore deposits have increased dramatically, from an estimated 1,500 tons in 1975 to 
200,000 tons in 1985. These discoveries, concentrated in the northern state of Ceara, 
enhance the country's uranium export potential. 

The most dramatic oil-import substitution plan is the National Alcohol Program 
(PNA), otherwise known as Proalcool. Launched on November 14, 1975 by Decree 
76593, the officially stated goals of the program are to achieve energy independence; 
to reduce income inequality among regions in Brazil by producing new market demand 
for manioc grown on small farms; to generate national income by creating jobs on 
heretofore uncultivated lands; and to generate technological and other economic 
benefits from expanding capital goods production. 

Ironically, the initial impetus for the program was not energy-related, but political 
in nature. The history of alcohol in Brazil is deeply rooted in the 400-year old story 
of the Brazilian sugar industry. Fuel alcohol was first seriously produced as a 
consequence of Getulio Vargas' solution to the world sugar crisis during the world 
depression. In 1933, he created the Institute for Sugar and Alcohol (IAA) and charged 
it with the responsibility of protecting current production levels of the powerful sugar 
industry while coping with large quantities of surplus sugar. This was achieved 
through a blend of production quotas, price stabilization mechanisms, and diversion of 
surplus sugar into liquid fuel. A market for the product was created bg Decree 19717, 
which mandated a minimum 5 percent blend of alcohol with gasoline.2 

With the IAA as protectorate, the sugar industry flourished. During the 1960s and 
early 1970s, Brazil's exports rose substantially, in large part as a result of the United 
States' embargo of Cuban sugar. The government encouraged modernization and 
expansion of the industry under the national sugar program. By 197 4 the world price 
reached a staggering $0.70 per pound. Brazil had cornered 12 percent of the world 
market, up from 3.5 percent in 1965. 

In mid-1975, world sugar prices began to plummet, falling from a high of $1,400 per 
ton to $150 per ton. By 1976, the IAA and the new Geisel government were faced 
with a situation quite similar to that faced by President Vargas in 1933. The pressure 
to bail out the sugar industry was enormous. From the sugar industry was Copersucar, 
the Sao Paulo producers' cooperative headed by Jorge Wolney Atalla, a supporter of the 
military regime and a powerful man in his own right. From the government was 
President Geisel himself, personally committed to launching a Brazilian alcohol program. 

Unlike the 1933 initiative, Proalcool had some powerful detractors, most notably 
Petrobras. The country's largest corporation, public or private, and one of the largest 
firms in the world, Petrobras was principally concerned with retaining its monopoly 
over the production and distribution of liquid fuels. Because Copersucar and Atalla 
would prove to be formidable opponents, Petrobras placed itself immediately at odds 
with the usineiros--sugar producers--by supporting the production of alcohol from 
manioc, thus undercutting the control of the sugar industry. Petrobras went as far as 
constructing a manioc-based plant in Minas Gerais. 30 

Brazil's financial institutions, the Bank of Brazil and the Central Bank, were 
cautious about the program as well, due in part to the losses they were incurring as a 
result of financing much of the expansion under the national sugar program. They 
were not convinced that Proalcool would not meet the same fate. 
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Despite the controversy surrounding the alcohol program, Brazil was generating an 
impressive 2.5 billion liters by 1979, 80 percent of which was being produced by 
annexed sugar mills in the state of Sao Paulo. However, it was not until 1980, with 
the newly installed government of General Figueiredo, that Proalcool garnered 
widespread support as a national energy program. Heretofore, usineiros, financial 
leaders, and the Ministers of Planning and Mines and Energy were content to limit 
alcohol's role to that of a temporary solution to the domestic sugar crisis. 

Several events converged to transform Proalcool's status. First, the 1979 Iranian 
revolution pushed OPEC oil prices up 14.5 percent in a matter of days. At the time, 
Iran was Brazil's second largest supplier. Second, the politically powerful automobile 
industry was experiencing a slump in sales and looking for new markets. Research and 
development had produced an Otto-cycle engine that could run on 100 percent hydrous 
alcohol. An agreement was struck in mid-1979 between the Figueiredo government and 
the Brazilian Automotive Industry Association (ANF A VEA) that committed the 
automotive industry to investing in large-scale production of alcohol-powered cars. In 
return, the government created strong incentives for consumers to purchase 
alcohol-powered cars. These incentives included lowering the surtax on hydrous 
alcohol and extending repayment schedules for automobile loans.31 

Until recently, Proalcool was considered a showcase Brazilian energy program--a 
uniquely Brazilian solution to the world energy crisis. In fact, the program has 
produced mixed results. The success of the program can be measured by its favorable 
impact on domestic oil consumption. As noted earlier, production has jumped from 684 
million liters in 1972 to over 11 billion liters in 1986. Alcohol substitution saved the 
country an estimated $2 billion on its fuel import bill in 1984 and generated income in 
the form of exports of over 950 million liters that same year.32 

The alcohol program has failed in two important respects. First, it is increasingly 
dependent on government subsidies, a situation exacerbated by the recent plunge in 
world oil prices. Second, it has served to concentrate income rather than distribute it 
more evenly as originally intended. 

From the start, the key policy instrument for achieving the goals of Proalcool has 
been government financing. Until 1977, 100 percent of total industrial investments 
were financed. In 1984 this was scaied down to 70 percent for distilleries attached to 
sugar mills, 80 percent for independent distilleries, and 90 percent for cooperative 
projects. 33 

Pressure to reduce the subsidy heightened in 1985 when Brazil experienced a record 
surplus of 4.5 billion liters. Petrobnis' losses that year were estimated to be in the 
$250-to-$300 million range, exacerbated by the disparity between the price it paid 
producers and the price it could charge at the pump. With the partial lifting of the 
wage and price freeze in November 1986, the pump price of alcohol increased 60 
percent. Only 32 percent found its way back to the producers.34 

The alcohol surplus was quickly followed by a sharp decline · in -world oil prices, 
making alcohol even less competitive with oil. With gasohol (22 percent alcohol, 78 
percent gasoline) costing the equivalent of roughly $40 per barrel versus an $18 per 
barrel price for oil, it is clear that the government will have to continue to heavily 
subsidize the alcohol industry. Further, there are no plans to reduce the nation's 
dependence on fuel alcohol. 

Future demand will be dictated primarily by liquid transportation fuel needs, and to 
a lesser degree, by export potential. Domestic consumption could increase dramatically 
if the auto industry succeeds in developing an internal combustion engine capable of 
running on a blend of diesel fuel and alcohol, driving demand as high as 30 billion 
liters by the year 2000. 35 This scenario would preclude any significant exports. 
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CONCLUSIONS 

By most accounts, Brazil has rebounded from the oil shocks of the 1970s with 
notable success. The goals of the Geisel and Figueiredo governments have been met in 
large part. Oil import dependency is down, indigenous energy resources have been 
increased and diversified, and new technologies have been developed. This is 
particularly apparent in the alcohol, petroleum, and hydroelectric industries. 

However, it is important to look beyond these successes and consider the 
price--both social and economic--Brazil has had to pay to achieve this status. It is 
also crucial to weigh the myriad unknown variables beyond the government's control 
that could erase many of these gains. 

Much of the investment in restructuring the energy sector has been in the form of 
loans from the World Bank, IMF, the Inter-American Development Bank, and private 
banks. To a large degree, Brazil has simply shifted its dependence from Middle East 
oil to foreign financial institutions. Further, government subsidies have sustained the 
hydroelectric, coal, and alcohol-substitution initiatives. Given the current crisis 
precipitated by the failure of the monetary reform known as the Cruzado Plan and 
withering foreign investment capital, it would appear the budget for investment and 
subsidization of the energy sector is evaporating. 

Future success of Brazil's energy policy will also be measured in terms of social 
equity. In the broadest sense, observers will be measuring increases in energy 
consumption per capita. More specifically, the income distribution of the alcohol 
program--one of the officially stipulated goals--will be scrutinized. Originally, 
Proalcool was to promote the production of alcohol from manioc, which is cultivated by 
small farmers in poorer regions of the country. To date, less than 2 percent of 
alcohol plants use manioc as a feedstock. On the contrary, income distribution within 
the alcohol industry has become more unequal, with the majority of production and 
wealth concentrated in the hands of a few usineiros in the state of Sao Paulo. 

Other equity issues include the social and environmental impacts associated with 
large-scale hydroelectric projects. During the construction of the Tucurui dam, the 
Parakanan Indians were hurriedly resettled. With the creation of the world's largest 
_man-made lake at Itaipu came the loss of one of the world's most breathtaking 
waterfalls, Sete Quedas. 

Policymakers in Brazil face the enormous challenge of planning for numerous 
unknowns. One key variable in Brazil's energy equation is the future price of oil. 
Should prices climb to early-1985 levels, additional strain will be placed on Brazil's 
balance-of-payments deficit, despite diminished dependence on imported product. 
Conversely, should prices remain low, the government will be forced to either scale 
back the alcohol program or be prepared to sustain high subsidies. 

Also problematic is the fluctuation in world sugar prices. As of 1984, almost one 
half of alcohol production capacity was in annexed sugar mills, as opposed to 
independent alcohol fuel processing plants. Should sugar prices top $0.11 per pound, 
usineiros would more than likely divert their product to the more lucrative market. 
This would severely diminish supply and create serious complications for the 
transportation sector. Already 2.3 million cars run exclusively on hydrous alcohol. 
There is a high probability that the diesel truck fleet could convert to running on an 
alcohol blend. Given Petrobras' relatively inflexible refining structure, a decrease in 
alcohol production could create a severe midterm energy bottleneck. 

Finally, the gains achieved through substitution programs may have peaked. The 
industrial sector is already saturated with electric energy. Further substitution of coal 
and natural gas in an economical fashion is limited. 
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The government must strive to transform its domestic programs into efficient, 
nonsubsidized enterprises. The most obvious step in this direction is to raise energy 
prices to match the cost of production. With inflation raging at 800 percent, however, 
this option appears draconian at best to a floundering democracy. A more limited 
initiative would be to begin by increasing efficiency in the alcohol program. 

Whatever the fate of the Sarney government, it will be incumbent on the Brazilian 
leadership of the 1980s and 1990s to develop a farsighted, coherent Brazilian energy 
policy. This next generation will have to consider the economic and social implications 
of what has been achieved and work toward reducing the number of uncertainties that 
lie ahead. 
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CHAPTER 9: 
THE DISTRIBUTION OF INCOME IN BRAZIL, 1960-1980 

Carolyn A. Rutsch 

By strict economic standards Brazil is a success story. Between 1968 and 1973, the 
"miracle" years, Brazil achieved real rates of growth greater than 10 percent per year. 
However, Brazil also demonstrates many of the consequences of inequitable economic 
growth. During those same "miracle" years, measured inequality was found to have 
increased. I This discovery sparked an international debate on Brazilian economic 
policy and the success or failure of the trickle-down growth strategy. The Brazilian 
income distribution controversy has yet to be resolved. The fact that inequality 
increased is not disputed; there is, however, great disagreement over the causes and 
degree of inequality. Using more recent evidence, this paper argues that through 1980 
income inequality had not improved substantially. 

The economic growth model chosen by the post-1964 military government influenced 
the pattern of income distribution in Brazil. Three features of the model are 
particularly important. First, the development strategy was industrially oriented and 
capitalistic. 2 Second, the coup government initiated a strict stabilization policy to 
reduce inflation and foreign debts. The government also actively controlled wages. As 
a consequence of the stabilization policy, the country experienced rapid "miracle" 
growth in per capita GDP. Third, the economic growth that occurred was 
capital-intensive and regionally concentrated in the Southeast urban centers, the 
Frontier, and the South. Although this strategy produced a rapidly rising rate of 
economic growth for the country as a whole, it has been criticized for the increase in 
inequality which accompanied it. 3 

This paper addresses the distribution of income in Brazil since 1960, concentrating 
in particular on income data from the 1980 Brazilian census. After a brief review of 
the income distribution controversy, the analysis will focus on three issues: (a) the 
change in income inequality from 1960 to 1980; (b) the identification of demographic 
and structural factors contributing to income inequality; and (c) the effects of 
government policy both historically and with regard to my findings on the present 
distribution of income. Although the main emphasis of the paper is on the statistical 
analysis of the income distribution problem, the analysis will be placed in the context 
of the government's growth strategies. 

THE INCOME DISTRIBUTION DEBATE 

A landmark in the Brazilian income distribution debate occurred in 1972 when U.S. 
economist Albert Fishlow published an article asserting that data from the 1960 and 
1970 Brazilian censuses indicated that measured income inequality among the 
economically active population (EAP) had increased substantially during the 1960s. 4 

Fishlow's findings were supported in a detailed study by Brazilian economist Carlos 
Langoni a year later.5 Subsequently, the distribution of income between 1960 and 1970 
became the subject of a series of detailed analyses and heated debate by both Brazilian 
and American economists. 

Fishlow's conclusion that a deterioration in distributional equity had occurred was 
generally accepted; rather the debate centered on the causes of increased inequality 
and the relative and absolute shares held by the poorest 40 percent of the population. 
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Two general explanations were advanced. The first attributes inequality to the process 
of economic growth itself. This approach views inequality as the inevitable 
consequence of the workings of the market during a period of rapid growth. Thus·, 
increased economic polarization and deprivation will exist in the short run, but will 
eventually be alleviated during later stages of growth. The second explanation 
attributes increased inequality to restrictive government growth strategies, in 
particular, wage policies. 6 

The "economic growth" explanation is exemplified in Langoni's 1973 study.7 Langoni 
absolved the Brazilian government from blame for rising inequality and instead ascribed 
the growth-inequality relationship to the Kuznets' effect, a hypothesis that predicts an 
increase in income inequality during the first stages of economic growth, a gradual 
leveling off, and finally a decrease during the later stages. 8 According to this theory, 
after a certain point, the benefits of economic growth will be more equally distributed 
throughout a developing country's economy. This theory found favor with the Brazilian 
government for the obvious reason that it freed the military regime from any direct 
responsibility for the deteriorating social welfare situation. In the preface to 
Langoni's book, Antonio Delfim Netto, minister of finance in 1973, accused those 
blaming inequality on the government's growth strategies as indulging in "a veritable 
confidence game which would end up leaving the nation dividing up the misery more 
equitably. "9 · 

Economists not directly associated with the Brazilian government tend to favor the 
restrictive-government-policy explanation. I 0 One explanation suggested by Fishlow and 
further developed by Hoffmann and Duarte focuses on the regressive wage policy 
followed during the military regime's economic stabilization program. These authors 
observed that the earnings of unskilled and semiskilled urban laborers placed them in 
the three income deciles (fifth to seventh) that grew the least during the I 960s. l 1 
The government's minimum-wage control policy and "lagging" wage formula for 
collective bargaininf affected these $roups the most, contributing to their low rate of 
real wage growth. I Between I 964 and I 967, the minimum wage was reduced by 25 
percent in real terms.13 

Besides the "wage squeeze" laborers also experienced a "wage spread," since only 
certain industries experienced wage controls, according to the restrictive-government 
policy school. The wage spread explanation holds that a wage repression (after 1964), 
coupled with demand-boosting policies (after I 967), allowed firms to achieve much 
higher rates of profit than they had before. I4 Consequently, the wages of unregulated 
workers were "pulled up" by the increased demand for skilled labor that accompanied 
the economic growth of the late 1960s. 

Both schools recognize that the government's regional development strategy between 
1947 and I964 encouraged growth in the industrial sector at the fastest possible rate, 
with the intention that the benefits would extend to the rest of the economy. The 
strategy resulted in great sectoral and regional inequities that the "miracle" growth did 
not reduce. The South and Southeast, where industry is concentrated, are modern and 
industrial; the Northeast is relatively backward and largely agricultural; and the 
Frontier, which until recently was mostly undeveloped, is now growing relatively 
rapidly. 

The two schools of thought both attribute inequality to skill differentials, although 
their approaches are very different. On one hand, Langoni explains that GDP growth 
in Brazil during the 1960s could not help but increase the demand for skilled workers 
faster than the rate at which they were being produced because of the 
capital-intensive nature of the frowth. Consequently, wage differentials by years of 
schooling temporarily widened. 5 On the other hand, Fishlow and others assert that 
the government's education policy contributed to inequality. Rather than improving the 
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educational system for the majority, the government increased the number of high 
school and college graduates--an already favored group.16 

None of these explanations are entirely satisfactory, yet it is not possible to accept 
or reject them with absolute certainty. Most of the research on income distribution 
performed thus far has two major shortcomings: most studies have looked at the 
economy in a static way, and often the data have been flawed.1 7 One scholar has 
suggested that the poor should be examined longitudinally in order to determine if they 
are a constant group of people. He asserts that by only looking at income at specified 
points over time, important information about the movements of people into and out of 
the lower-income groups is lost.18 This study does not attempt to identify and follow 
a poverty cohort because the census data used do not permit it. Instead, the focus 
will be to compare 1980 data with results from earlier comparable studies, which are 
not longitudinal in nature. 

Several scholars have proposed that applying a general equilibrium model, that is, 
attempting to model the dynamic interactions of the entire econom; and all the factors 
potentially affecting the income distribution, is the best solution. I A 
general-equilibrium model incorporating the total work force could address the question 
of why the distribution of wages worsened during the 1960s. In this paper, however, 
comparative static analysis will be used. Besides the difficulty of creating a general 
equilibrium model, its usefulness for a study of distributional shares of income is 
limited. A general-equilibrium model detects sectoral tendencies, whereas this study 
will examine changes in the share of household income held over time. The second 
criticism of the income distribution research performed so far--flaws in the data and 
its measurement--will be addressed in the analysis section. 

NON-INCOME MEASURES OF INEQUALITY 

Despite the considerable difference of opinion held by scholars involved in the 
income distribution debate, there are some areas of agreement. Both sides agree that 
although the rapid economic growth of the 1960s increased the absolute level of income 
held by the economically active population, those shares of income were not equally 
distributed. Both would also agree that the government was aware of the equity 
problems inherent in its industrialization strategy. (The "economic growth" approach 
would assert that these problems were only a temporary consequence of rapid growth.) 
Given the highly speculative and detailed nature of the debate, several facts regarding 
the deteriorating social situation during the 1960s should be kept in mind:20 

1. The minimum wage in real terms was considerably reduced. 
2. There was also a probable decline in the real median wages in regulated 

industries, in part due to the regressive wage policy imposed by the post-1964 
government, which suspended collective bargaining and made wages subject to direct 
government regulation. 

3. A major rise in infant mortality rates of several metropolitan areas was 
experienced in the more developed parts of the country, Sao Paulo and Belo Horizonte 
in particular. 21 

4. The contrast in urban areas between the wealthy few and the poor majority who 
lack ade~uate housing, infrastructure, nutrition, and transportation became increasingly 
obvious. 2 

Preliminary evidence from non-income measures of poverty indicates that substantial 
improvement occurred during the 1970s. Such measures include literacy, school 
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enrollment, household size and composition, labor force participation, access to social 
serv"ices, housing conditions, life expectancy, and infant mortality. However, although 
these measures showed improvement on the national level, substantial regional and 
urban-rural disparities persist.23 

MEIBODOLOGY 

This analysis extends the landmark Fishlow study on the nature of Brazil's 
distribution of income to the present. Fishlow drew a stratified sample of almost 
11,000 families from the 1960 census and preliminary 1970 census, corrected the sample 
to incorporate unreported nonmonetary income, and constructed a family rather than an 
individual income series. He then measured the distribution in 1960 by household 
income using a summary measure of income inequality--the Gini coefficient.24 This 
coefficient was then measured against the Gini coefficient from the 1970 distribution to 
determine the increase in income concentration over time. Fishlow used another 
measure of inequality, the Theil index, to decompose the structural factors accounting 
for income inequality.25 With this technique he was able to measure the importance 
that such factors as education, sector, age, region, and various combinations thereof 
had in explaining total inequality. 

Fishlow's methodology has for the most part been supported by subsequent 
research.26 However, several problems with the data have been discovered since the 
publication of his study in 1972. First, Fishlow only had access to data on the 
economically active population in 1960 and 1970. The debate has centered around these 
two dates. The 1960s have been found to be an inconvenient period for studying 
income distribution because unusually varied rates of growth occurred during the 
decade.27 Second, there is evidence of substantial underreporting of income in the 
census returns of both years. 28 In addition, the amount of total income is inaccurate 
because both the 1960 and 1970 census forms used closed-ended upper-income 
categories. Finally, the number of zero-income earners posed a problem, as it did for 
many subsequent researchers. 

The use of the economically active population has been criticized for its inability to 
represent accurately the wealth of lower-income groups, who tend to have a large 
amount of nonmonetary income. In a 1977 article Fields used the EAP to analyze the 
share of income received by the poorest 40 percent in Brazil. His conclusion that 
average real incomes among poor f amities rose 2.5 times faster than among non poor 
f amities was later discredited because of an arithmetic error, but other researchers 
have asserted that his surprising conclusion was also a result of his use of the EAP to 
describe the distribution of income for the entire population. 29 

This study examines the distribution of household rather than EAP income. A 
household is counted as economicaliy active if the head of the household receives any 
income. Other income earned by f amity members is added to the income of the head 
to create household income. Many income-earning assets, and often the wages 
themselves, are shared within a household. Decisions regarding the apportionment and 
expenditure of that income are household, not individual decisions. Consequently, 
household income captures the way income is held more accurately. In order to 
maintain consistency, the 1980 household income measures from this study should be 
compared with household income in earlier years, not the economically active 
population. 30 

In this study, the amount of household income held by consecutive deciles of the 
total household income in Brazil will be compared at decade intervals between 1960 and 
1980. Household income is then examined by geographical region and urban-rural 
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location in order to identify any patterns in income inequality. Income inequality 
information is summarized by the Gini coefficient, as well as by fractile grouping. 
This study also uses the Theil index in order to measure, as Fishlow did, the changes 
between designated groups as well as inequality within groups. 

The data source for the results that follow is a 0.8 percent sample from the returns 
of the 1980 Brazilian Demographic Census. This 0.8 percent sample was drawn using a 
stratified sampling design and produces 45. 7 million workers in f amities. Families were 
formed by summing the weights of workers in the family and their sources of reported 
income to get total family income. They were then stratified by the appropriate 
variable such as income, geographical location of the head of household, or location in 
either a rural or urban area. 

RESULTS 

The distribution of household income between 1960 and 1980 by decile will be 
examined first, followed by changes in the Gini coefficient over time and comparisons 
of Ginis between several studies. Next, the distribution by decile will be examined by 
geographical region and urban-rural location, and, finally, the decomposition of family 
income in 1980 and the Theil index will be compared with those in Fishlow's 1972 
study. 
Changes by Decile and in the Gini 

Income inequality appears to have been much worse during the 1960s than the 
1970s. Improvement was slow and uneven, however. According to Fishlow, the 
household Gini was 0.55 in 1960. Data from the National Study of Household Income 
(Pesquisa Nacional por Amostra de Domicilios, or PNAD) reveals that between 1970 and 
1976, the upper limit of the family Gini increased from 0.582 to 0.605 and then fell in 
1980 to 0.584 (see Table 9.1).31 A similar pattern is visible in both the share of total 
income of the richest 10 percent of families and the poorest 40 percent. However, 
although the bottom 40 percent held more of the total income in 1980 than in 1976, in 
real terms the value of that income decreased for each income decile (as it did for the 
richer groups as well). 

The comparison of Fishlow's income distribution for 1960 and 1970 and this study's 
1980 distribution should be interpreted with caution (see Table 9.2). This study uses a 
head-of-household weight to approximate the total number of households with income, 
while Fishlow used a household weight. 32 The 1980 census is not strictly comparable 
to the earlier two censuses because it has an open-ended upper income category. 
Although Fishlow corrected his data to account for this fact, a comparison is not 
totally reliable. The Ginis of this study should not be used in conjunction with 
Fishlow's to identify trends over time, but rather to reinforce patterns found in his 
study or to indicate the existence of new ones. Consequently, although the Ginis in 
Table 9.2 appear to indicate an increase from 1970 to 1980, this cannot be inferred. 
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Table 9.I Distribution of . Family Income, I 960- I 980: Fishlow versus Present Study 

Fishl2w Pr~s~nt smdI 
I960 1970 I980 

Decile % Income Cum.% % Income Cum.% % Income Cum.% 

10- 0.50 0.50 0.65 0.65 1.00 1.00 
10 2.20 2.70 1.70 2.35 1.80 2.80 
10 2.90 5.60 2.40 4.75 2.70 5.50 
IO 3.80 9.40 3.30 8.05 3.70 9.20 
10 4.90 14.30 4.30 I2.35 5.00 I4.20 
10 6.00 20.30 5.50 17.85 6.30 20.50 
IO 8.10 28.40 7.50 25.35 8.40 28.90 
IO 11.00 39.40 10.60 35.95 l I.40 40.30 
10 I7.00 56.40 I7.90 53.85 I7.10 57.40 
IO+ 43.60 100.00 46.20 100.00 42.60 I00.00 

Gini coefficient 0.55 0.59 0.63 

Source: Data for 1960 and 1970 are from Albert Fishlow, "Who Benefits from Economic 
Development? Comment,• American Economic Review 70 (March I 980), p. 253. 

Table 9.2 Distribution of Family Income, 1970-1980 

I970 1976 1980 
Decile % Cum.% Mean % Cum.% Mean % Cum.% Mean 

IO- 1.2 1.2 I,302 1.0 1.0 2,I67 I.I I.I 2,023 
IO 2.0 3.2 2,050 1.7 2.7 3,662 1.8 2.9 3,348 
10 3.0 6.2 3,086 2.5 5.2 5,I73 2.6 5.5 4,931 
10 3.3 9.5 3,448 3.2 8.4 6,654 3.3 8.8 6,31 I 
10 4.3 13.8 4,46I 4.3 I2.7 8,975 4.6 I3.4 8,7I7 
IO 5.5 19.3 5,7I5 5.4 18.I 11,419 5.8 19.2 10,998 
10 7.7 27.0 7,981 7.7 25.8 16,IOl 8.I 27.3 15,490 
IO 11.3 38.3 I l,493 I0.4 36.2 21,732 I I.I 38.4 21,042 
IO 15.9 54.2 16,493 15.5 51.7 32,552 16.4 54.8 31,282 
IO+ 45.8 100.0 47,598 48.3 100.0 101,194 45.2 I 00.0 86,030 
5+ 32.2 66,985 35.1 147,271 31.2 118,842 
1+ I2.0 124,879 16.8 351,531 13.2 251,641 

Mean income 10,393 20,963 19,017 
Gini coefficient 

0.564 to 0.582 0.588 to 0.605 0.568 to 0.584 
Theil index 0.641 0.694 0.615 

Note: Income corrected to 1980 cruzeiros using the general price index for August 
1980. Values for 1976 are from the PNAD. Values for 1980 are calculated from a 1 
percent sample of the 1980 census. 

Source: IBGE, Anuarfo Estatistico do Brasil--1982, p. 714. 

150 



Changes by Region 

The major findings when income is examined by region are as follows: 

I. The industrial regions of the South and Central South have the most equitable 
distribution of income, while the Frontier and Northeast are the least equitable. 

2. The richest I percent of households in the Northeast hold 17 percent of the 
income versus the Central South, South, and Frontier, which hold 10, 9, and 11.2 
percent, respectively (see Table 9.3). 

3. There has been a considerable increase in the mean income of households in all 
regions between 1970 and 1980; however only the richest region, the Southeast, 
experienced an increase in income equality (0.585 to 0.564, see Table 9.4). 

4. For the country as a whole there was a decrease in income inequality-
consequently, the Southeast must have been responsible for the improvement in total 
income equality. 

5. The relationship of the Ginis between each region found in this study for 1980 
is similar to that in 1970 (see Tables 9.3 and 9.4). 

Table 9.3 Distribution of Household Income by Geographical Region, 1980 

Northeast Central South South Frontier 
Income 
decile 

% Cum.% Mean % Cum.% Mean % Cum.% Mean % Cum.% 

IO- 1.0 1.0 860 1.2 1.2 776 1.3 1.3 3,197 1.2 1.0 

Mean 

294 
IO 1.9 2.9 1,484 2.2 3.4 14,994 2.3 3.6 5,815 2.0 2.7 5,141 
10 2.5 5.4 2,049 3.2 6.6 21,372 3.4 7.0 8,309 2.9 5.1 7,122 
IO 3.2 8.6 2,686 4.3 10.9 28,243 4.3 11.3 10,822 3.8 8.2 9,317 
IO 4.2 12.8 3,396 5.4 16.3 36,054 5.6 16.9 13,751 4.7 12.1 11,835 
10 5.3 18.1 4,355 6.8 23.1 45,012 6.9 23.8 17 ,132 6.1 17.2 15,156 
10 6.9 25.0 5,629 8.7 31.8 57,577 8.7 32.5 21,746 7.9 23.7 19,582 
10 9.4 34.4 7,745 11.4 43.2 75,940 11.5 44.0 28,587 I0.6 32.5 26,364 
10 15.0 49.4 12,318 16.7 59.9 110,639 16.6 60.6 41,105 16.3 45.9 40,540 
10+ 50.6 100.0 41,433 40.l 100.0 266,687 39.4 100.0 97 ,949 44.5 100.0 110,607 
5+ 37.5 61,421 27.4 364,388 26.8 133,204 31.0 154,196 
l+ 17.0 -- 139,048 10.0 -- 667 ,555 9.0 -- 223,340 11.2 -- 279,118 

Gini coefficient 
0.7047 0.6012 0.5891 0.6506 

Total workers (millions) 
11.32 22.21 7.47 4.48 

Mean income ( cruzeiros) 
8,194 66,410 24,831 24,838 

Source: 1980 Brazilian Census. 
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Table 9.4 Distribution of Family Income· by Geographical Region, 1970 and 1980 

Gini Income of Income of Total Mean 
coefficient bottom 50% top 10% Income Income 

Region 1970 1980 1970 1980 1970 1980 1970 1980 1970 1980 

Brazil 0.608 0.597 12.1 12.2 48.3 47.l 100.0 100.0 2.56 4.83 
No 0.529 0.562 17.l 14.2 43.3 44.9 2.5 3.3 1.95 3.71 
Ce We 0.573 0.604 14.8 12.4 47.3 49.l 4.3 6.0 2.12 4.76 
NoEa 0.593 0.614 14.1 11.9 49.7 50.0 14.8 14.5 1.31 2.61 
CeSo 0.585 0.564 12.9 14.2 45.5 44.2 62.l 59.9 3.55 6.25 
So 0.547 0.560 15.9 14.5 43.9 44.2 16.2 16.3 2.34 4.76 

Note: No, North; CeWe, Central West; NoEa, Northeast; CeSo, Central South or 
Southeast; So, South. For comparison with other tables, North and Central West are 
combined as Frontier. 

Source: Helga Hoffmann, "Pobreza e Propriedade no Brazil: 0 Que Esta Mudado?," in A 
Transicao Incomoleta: Brazil desde 1945, vol.2, Desigualdade Social. Educacao. Saude e 
Previdencia, Edmar Bacha and Herbert S. Klein, ed., (Rio de Janeiro: Paz e Terra, 
1986), p. 71 and 86-87. 

These findings are not surprising in light of the govemmen.t's growth strategies 
between 1960 and 1980. Capital was invested in great quantities in the South and 
Central South, which would have had the effect of increasing the total income of the 
area. During this period, the most productive members of the Northeast mijrated 
South, also contributing to the concentration of wealth in those two regions. 3 The 
government gave subsidies to large landowners in the Northeast, in the hope that there 
would be a trickle down effect, but this did not occur. Instead, the wealth of the 
richest 1 percent of the population increased even further relative to the rich in the 
other regions. 

The Central South was the only region in which the bottom 50 percent experienced 
an increase in the relative share of total income between 1970 and 1980. It was also 
the only region in which the income of the richest l 0 percent decreased. This is most 
likely due to the greater number of salaried and thus minimum wage positions in the 
region. According to Hoffmann, this finding could also be a consequence of the large 
increase in the number of working women during the decade who would have been 
more able to find jobs in an urban agglomeration such as the Southeast. 34 

Changes by Rural-Urban Location 

Income inequality is worse in rural areas than in urban areas. The 1980 household 
Gini for rural areas is 0.6546 and for urban areas is 0.6074 (see Table 9.5). Although 
the mean income for every income category is lower in rural areas, the richest 10 
percent of rural households have 44.9 percent of the income while their urban 
counterparts have 40.6 percent. This difference in income equality can be explained by 
the wealth of large agriculturalists in rural areas and the existence of greater numbers 
of minimum-wage positions in urban areas. 

Between 1970 and 1980, inequality increased for rural areas in all four geographic 
regions, according to a 1983 World Bank study.35 This study attributes the 
deterioration to the increased production of less labor-intensive products such as cacao 
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in Bahia and soybeans in Parana.. It also attributes the deterioration to the growth of 
government subsidies to agriculture that only benefited landed agriculturalists. 

Table 9.5 Distribution of Household Income by Level of Urbanization, 1980 

Income Rural Urban Total 
decile % Cum.% Mean % Cum.% Mean % Cum.% Mean 

IO- 1.4 1.4 1,740 I.I 0.5 3,588 1.0 1.0 2,613 
10 2.3 3.7 2,947 2.2 1.4 6,992 1.8 2.8 4,972 
10 3.1 6.8 4,019 3.1 2.7 9,983 2.7 5.5 7,328 
10 4.0 10.8 5,073 4.2 4.5 13,223 3.7 9.2 9,997 
10 5.0 15.8 6,357 5.3 6.7 16,933 5.0 14.2 13,213 
10 6.3 22.l 7,991 6.7 9.6 21,436 6.3 20.5 17 ,199 
10 7.9 30.0 10,082 8.6 13.2 27,480 8.4 28.9 22,511 
10 10.4 40.4 13,244 11.4 18.l 36,562 11.4 40.3 30,647 
10 14.7 55.1 18,744 16.8 25.3 53,590 17.l 57A 46,199 
10+ 44.9 .100.0 57 ,216 40.6 100.0 129,604 42.6 100.0 114,668 
5+ 29.6 86,126 24.7 177,086 28.9 155,928 
I+ 11.7 -- 221,763 8.1 332,527 8.8 237 ,339 

Gini coefficient 0.6546 0.6074 0.6272 
Total workers (millions) 

11.58 33.92 45.70 
Mean income (Cr) 12,742 31,943 26,935 

Source: 1980 Brazilian Census. 

Changes in the Theil Index 

Like the Gini coefficient, the Theil index can be used to look at equivalent 
proportions of households and the corresponding amount of income these proportions 
receive. An added attraction of the Theil is that it can be decomposed in two ways. 
It can be used to measure inequality between and within components. This study looks 
at the "grand" or total Theil which, like the Gini, measures total inequality--for 
example, the contribution that such components as education or sector make toward 
total inequality--and also measures the amount of inequality within a component, such 
as those households whose head completed primary education. 

According to the Brazilian Institute of Geography and Statistics (Funda~ao Instituto 
Brasileiro de Geografia e Estatistica, or IBGE), the grand Theil followed the same 
pattern from 1970 to 1980 that the Gini coefficient did--increasing between 1970 and 
1976, and then decreasing between 1976 and 1980--with one exception (see Table 9.1). 
The 1980 Theil is quite a bit lower than the 1970 Theil, while the 1970 and 1980 Ginis 
are very close. Thus it is possible that total income inequality may be improving more 
than the Gini would imply. 

The most influential factors in explaining total inequality are education and 
occu~ation, with each accounting for almost one-third of the total Theil (see Table 
9.6). 6 Note that these factors cannot be summed unless the other factors are held 
constant because there is substantial interaction between them. The next most 
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important factors are industry, race, urban-rural location, and geographical region; 
however, these are much less significant. · 

Table 9.6 Sources of Inequality in Household Income in 1980, Summary 

Between Groups Within Groups Between/Total 
Theil 

Occupation 0.218 0.463 0.320 
(I 0 categories) 

Education 0.220 0.471 0.319 
( 6 categories) 

Industry 0.110 0.570 0.162 
( 13 categories) 

Race 0.073 0.619 0.106 
( 4 categories) 

Urban/rural 0.071 0.621 0.104 
(2 categories) 

Geographical region 0.054 0.637 0.103 
(4 areas) 

Age 0.020 0.672 0.029 
(7 categories) 

Sex 0.005 0.686 0.008 
(2 categories) 

Geographical region- 0.139 0.592 0.204 
industry interaction 

Urban/rural- 0.099 0.593 0.143 
geographical region 
interaction 

Source: Compiled from data in appendix tables. 

Within-group information offers important insights that are not apparent from the 
either the Gini or the total Theil. For example, the Southeast, which had the lowest 
income inequality, has the most inequality within the region itself. The Northeast, 
which had the highest Gini, has a within-group Theil that is less than one-third as 
large (see Appendix Table 4). This insight indicates that mean income, while obviously 
important as far as the standard of living is concerned, does not by itself reduce 
inequality. Consequently, a policy directed at equalizing income between regions (such 
as those implemented to assist the economy of the Northeast) would not necessarily 
affect total income inequality. 
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A similar pattern exists in the within-group Theil for urban-rural location. 
Although the Gini coefficient indicates a much higher level of inequality in rural areas, 
within rural areas income inequality is very low at 16 percent of within-group 
inequality (see Appendix Table 3). This finding appears to support the "market growth" 
explanation described earlier. The early stages of economic growth in agricultural 
societies would increase inequality since profits increase for owners of capital while 
wages lag. If this theory is correct, at later stages the benefits of growth will trickle 
down to wage-earners as well. 

The two most important factors in explaining income inequality--education and 
occupation--are more interesting in terms of grand Theils than within-group Theils. 
Their within-group inequality is predictable. The educational category with the highest 
inequality is incomplete primary, an expected result given the large number of 
households within that category--over 50 percent of the total household population. 
That the extractive occupation (agricultural and mining) has a higher Theil than other 
occupations is also not surprising since the pattern of land tenure is highly unequitable 
in Brazil. 

Education policy helps explain the role of the education Theil in total income 
inequality. Between 1970 and 1980, school enrollment rates increased substantially at 
both the primary and secondary levels. Although the Northeast still lagged behind the 
other refjons in 1980, school enrollment in the region increased 11 percent over the 
decade. Despite this absolute increase, education was still an important factor in 
income inequality because the variance in education increased as well. Government 
policy has traditionally favored higher education for the wealthy elite and generally 
ignored basic education for the majority. 

Occupational inequality is closely linked to wage inequality. The post-1964 
government's stabilization policy ( 1964-67), severely restraining nominal wages and 
artificially restraining inflation, resulted in a 20 percent decrease in the minimum 
wage. Average real salaries in industry fared only slightly better, and as discussed 
earlier, urban, above-average income earners in finance and commerce benefited 
relatively. 38 

The Fishlow Theil versus the 1980 Theils 

Table 9.7 provides a summary of Fishlow's 1960 Theil decomposition for a 
comparison with the results of this study for 1980 in Table 9.6. Both studies found 
education to be a significant factor in total inequality, although it appears to have 
contributed more to inequality in 1980 than in 1960. Fishlow found that age, sectoral, 
regional, and educational differences explained more than half the observed income 
inequality.39 The interactions that Fishlow performed between significant factors were 
duplicated in this study, but did not produce any significant findings. Future studies 
should examine the relationship between education and occupation to see if substantial 
interaction occurs between the two variables. 
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Table 9.7 Fishlow's Decomposition of the Theil Coefficient, 1960 (natural log units) 

Total Northeast East South 

Total 0.57 0.50 0.56 0.47 

Within 0.25 0.20 0.23 0.24 

Between 0.32 0.30 0.33 0.23 
Education (E) 0.20 (0.11) 0.21 (0.12) 0.23 (0.12) 0.11 (0.09) 
Sector (S) 0.12 (0.03) 0.13 (0.03) 0.13 (0.03) 0.08 (0.03) 
Age (A) 0.09 (0.09) 0.08 (0.07) 0.10 (0.08) 0.09 (0.09) 
Region (R) 0.04 (0.03) 

Interactions 
E-S -0.10 -0.10 -0.11 -0.05 
E-A -0.01 -0.01 -0.02 0.00 
S-A -0.02 -0.01 -0.03 -0.02 

Note: The three regions are the Northeast, East, and South as defined in the 1960 
Census. The seven ages are 10-14, 15-19, 20-29, 30-39, 40-49, 50-59, and 60+. The 
five sectors are agriculture and extractive; industry and construction; services; 
merchandise commerce, transport, and communications; and financial services, 
independent professions, and public administration. The six education categories are 
none, primary incomplete, primary complete, lower secondary, upper secondary, and 
university. Figures in parentheses are the contributions of the specified characteristic, 
holding all the other characteristics constant. 

Source: Albert Fishlow, "Brazilian Size Distribution of Income," American Economic 
Review, vol. 62 (May 1972, Paoers and Proceedings), pp. 396-97. 

CONCLUSIONS 

These results reveal that between 1970 and 1980 household income inequality 
improved generally, although somewhat unevenly, over the decade. All decile groups 
participated in this increase, in contrast to the 1960s, during which the upper-income 
groups gained disproportionately. Disaggregated by region and level of urbanization, 
the picture becomes more complicated and demonstrates the effect of government 
growth policies during the 1960-80 period. Only the wealthiest region, the Southeast, 
experienced an increase in income equality during the 1970s. In addition, income 
equality also decreased in rural areas during that period. 

The income distribution debate proposes two alternative explanations: either the 
inequitable distribution is the result of economic growth that will eventually trickle 
down to the majority, or it is a consequence of government policies favoring the 
wealthy and ignoring the poor. This paper provides little evidence to support the 
notion that the benefits of growth were extended to the poor during the 1970s. 
However, evidence of significant institutional barriers that prevent a more equitable 
distribution of income have been identified. These include the lack of union bargaining 
power (as demonstrated by the drastic reduction in the minimum wage in the late 
1960s), government support of higher education at the expense of basic education, and 
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agricultural subsidies that benefited landed agriculturalists rather than the small or 
landless farmer. 

The findings of this study thus far are similar to the results of other studies using 
older data. Despite the fact that this study duplicated findings of preliminary studies 
that discovered an improvement in income equality during the 1970s, there is little 
reason to be sanguine about this result. The within-group Theil demonstrates that this 
improvement has only occurred in the Southeast and possibly in urban areas. The 
Northeast, SOuth, Frontier, and agricultural regions have all experienced increases in 
income inequality. On an international scale the picture is no more optimistic4 Brazil 
still has one of the worst levels of income inequality in the developing world. 0 

Thus far the benefits of the government's economic growth policy have not trickled 
down to the majority of the population. This study provides evidence that government 
stabilization policies may have acted to prevent more equitable growth. Income 
inequality and poverty will remain a pressing concern for Brazilian policymakers, 
particularly in view of the slower growth of employment opportunities and the problems 
of inflation in the 1980s. Providing for a more broadly-based economic growth 
strategy that recognizes the institutionalized barriers to income equality will be a 
major challenge for Brazilian economic policymakers. 
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APPENDIX: 
THEIL DECOMPOSITION OF TOTAL FAMILY INCOME TABLES 

The following tables represent a l percent sample of the 1980 Brazilian Demographic 
Census. 

Table 1 Theil Decomposition of Total Family Income by Age Group of Head of 
Household, Brazil, 1980. 

Age N Mean Theil Within Between 
Group Income Coefficient Groups Groups 

Total 24,938,589 20,943 0.69170 0.67196 0.01973 

Age 10-14 21,106 5,671 0.36473 0.00008 
Age 15-19 287 ,411 8,546 0.38531 0.00181 
Age 20-29 4,974,163 15,127 0.50420 0.07264 
Age 30-39 6,364,820 21,003 0.63458 0.16242 
Age 40-49 5,328,876 24,688 0.68507 0.17256 
Age 50-59 3,946,703 26,049 0.65110 0.12816 
Age 60+ 4,015,507 19,033 0.91775 0.13429 

Table 2 Theil Decomposition of Total Family Income by Educational Level of Head of 
Household, Brazil, 1980. 

Educational N Mean Theil Within Between 
Level Income Coefficient Groups Groups 

Total 24,641,908 21,019 0.69133 0.47113 0.22021 

None 8,354,505 10,093 0.55207 0.08988 
Inco. Prim. 12,384,241 19,707 0.50859 0.23965 
Comp. Prim. 1,315,051 18,615 0.51350 . 0.02427 
Lo. Second. 745,550 34,435 0.39247 0.01945 
Up. Second. 707,024 55,023 0.53694 0.04033 
University 1,135,535 88,511 0.29655 0.05755 
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Table 3 Theil Decomposition of Total Family. Income by Industry of Head of 
Household, Brazil, 1980. 

Industry N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 20,779,302 21,695 0.68069 0.57024 0.11045 

Extractive 6,976,902 11,226 0.88242 0.15331 
Durable 1,422,718 28,570 0.49672 0.04479 
Nondurable 1,622,032 23,659 0.66202 0.05636 
Chemical 358,137 36,927 0.49409 0.01449 
Construction 2,003,865 15,855 0.41965 0.02957 
Public Ser. 1,468,177 25,196 0.42587 0.03495 • 
Retail 1,984,589 29,466 0.57251 0.07426 
Financial 400,253 52,159 0.34726 0.01608 
Consumer 2,017,116 18,452 0.49439 0.04082 
Profession 479,623 49,936 0.45526 0.02419 
Social Ser. 881,989 40,505 0.54634 0.04330 
Public Adm. 663,216 32,159 0.55467 0.02624 
Other 500,680 27,761 0.38530 0.01188 

Table 4 Theil Decomposition of Total Family Income by Occupation of Head of 
Household, Brazil, 1980. 

Occupation N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 20,779,302 21,695 0.68069 0.46276 0.21793 

Administr. 2,489,191 50,577 0.57047 0.15931 
Technical 1,048,412 59,676 0.38588 0.05355 
Agriculture 6,372,460 8,908 0.59039 0.07434 
Extractive 88,026 16,054 0.83483 0.00262 
Construction 176,894 35,878 0.23764 0.00335 
Industry 4,504,180 15,717 0.30912 0.04854 
Retail 1,628,123 28,249 0.50173 0.05119 
Trans. & Comm. 1,361,526 20,160 0.30349 0.01848 
Service 1,487,907 13,461 0.41909 0.01862 
Other 1,622,581 20,686 0.44008 0.03276 
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Table 5 Theil Decomposition of Total Family Income _by Urban/Rural Residence of 
Head of Household, Brazil, 1980. 

Location N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 24,938,589 20,943 0.69170 0.62054 0.07116 

Urban 17,646,432 25,655 0.60325 0.52289 
Rural 7-,292,157 9,541 0.73304 0.09765 

Table 6 Theil Decomposition of Total Family Income by Area of Residence of Head of 
Household, Brazil, 1980. 

Area N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 24,938,589 20,943 0.69170 0.63737 0.05433 

N. East 6,610,184 11,200 0.80979 0.11479 
S. Central 11,567,762 27,244 0.59974 0.36188 
South 4,182,737 20,090 0.58592 0.09427 . 
Frontier 2,577,904 19,036 0.70704 0.06643 

Table 7 Theil Decomposition of Total Family Income by Race of Head of Household, 
Brazil, 1980. 

Race N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 24,877,488 20,959 0.69174 0.61854 0.07321 

White 14,103,495 27,283 0.65388 0.48255 
Black 1,626,493 11,031 0.40443 0.01392 
A mare la 158,594 50,749 0.42985 0.00664 
Parda 8,988,905 12,308 0.54403 0.11543 
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Table 8 Theil Decomposition of Total Family Income by Sex of Head of Household, 
Brazil, 1980. 

Sex N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 24,938,589 20,943 0.69170 0.68634 0.00536 

Male 21,505,947 21,776 0.67654 0.60662 
Female 3,432,641 15,724 0.77144 0.07972 

Table 9 Theil Decomposition of Total ·Family Income by Area of Residence and 
Industry of Head of Household, Brazil, 1980. 

Area/ N Mean Theil Within Between 
Industry Income Coefficient Groups Groups 

Total 20,779,302 21,695 0.68069 0.59230 0.13904 

North East 

Extractive 2,899,102 6,701 0.82973 0.03575 
Durable 108,893 16,156 0.70847 0.00276 
Nondurable 289,731 14,043 0.71290 0.00643 
Chemical 46,325 31,646 0.51600 0.00168 
Construction 423,539 10,687 0.44809 0.00450 
Public Ser. 272,228 16,740 0.46509 0.00470 
Retail 484,817 19,373 0.72242 0.01505 
Financial 54,442 45,099 0.35392 0.00193 
Consumer 394,337 11,258 0.56639 0.00558 
Profession 63,852 31,706 0.55907 0.00251 
Social Ser. 180,913 26,304 0.64357 0.00679 
Public Adm. 143,785 23,861 0.54182 0.00412 
Other 97,145 18,877 0.49374 0.00201 

Central South 

Extractive 1,783,246 15,460 0.88008 0.05382 
Durable 1,101,489 31,047 0.47003 0.03566 
Nondurable 857,583 29,386 0.64434 0.03602 
Chemical 256,758 39,540 0.47490 0.01069 
Construction 1,072,126 18,213 0.40774 0.01766 
Public Ser. 791,463 28,584 0.39731 0.01994 
Retail 943,871 34,916 0.49423 0.03613 
Financial 238,136 56,316 0.33872 0.01008 
Consumer 1,124,491 21,210 0.45505 0.02407 
Profession 288,489 58,315 0.40959 0.01528 
Social Ser. 473,382 48,290 0.48958 0.02482 
Public Adm. 300,210 35,373 0.51918 0.01223 
Other 259,759 30,677 0.28462 0.00503 
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Table 9 (continued) 

Area/ N Mean Theil Within Between 
Industry Income Coefficient Groups Groups 

South 

Extractive 1,302,092 14,101 0.71769 0.02923 
Durable 167,916 22,568 0.44737 0.00376 
Nondurable 337,328 19,936 0.51400 0.00767 
Chemical 46,589 27,348 0.47591 0.00135 
Construction 308,881 15,634 0.35396 0.00379 
Public Ser. 256,374 24,749 0.34693 0.00488 
Retail 335,919 29,700 0.52823 0.01169 
Financial 66,992 46,488 0.34138 0.00236 
Consumer 294,232 18,882 0.43988 0.00542 
Profession 78,356 40,632 0.39705 0.00280 
Social Ser. 137,073 39,399 0.52713 0.00631 
Public Adm. 117,542 27,255 0.52998 0.00377 
Other 73,825 25,999 0.36732 0.00156 

Frontier 

Extractive 992,460 13,068 0.81766 0.02352 
Durable 44,419 20,282 0.59619 0.00119 
Nondurable 137,389 17,336 0.57229 0.00302 
Chemical 8,463 39,306 0.73446 0.00054 
Construction 199,317 14,492 0.35941 0.00230 
Public Ser. 148,111 23,405 0.52578 0.00404 
Retail 219,982 27,969 0.60522 0.00826 
Financial 40,681 46,612 0.35612 0.00150 
Consumer 204,056 16,539 0.50463 0.00378 
Profession 48,925 39,220 0.54563 0.00232 
Social Ser. 90,619 29,866 0.52754 0.00317 
Public Adm. 101,678 40,071 0.59054 0.00534 
Other 69,950 31,127 0.58083 0.00281 

165 



Table IO Theil Decomposition of Total Family Income by Urban/Rural Residence and 
Area of Residence of Head of Household, Brazil, 1980. 

Area N Mean Theil Within Between 
Income Coefficient Groups Groups 

Total 24,938,589 20,943 0.69170 0.59280 0.09890 

Urban N.W. 3,453,735 15,775 0.70832 0.07389 
Rural N.E. 3,156,448 6,195 0.73048 0.02735 
Urban C.S. 9,834,047 29,827 0.55500 0.31168 
Rural C.S. 1, 733, 715 12,594 0.75569 0.03159 
Urban S. 2,754,715 24,223 0.53813 0.06875 
Rural S. 1,428,022 12,119 0.55444 0.01837 
Urb. Fron. 1,603,933 23,812 0.64926 0.04748 
Rur. Fron. 973,971 11,172 0.65711 0.01369 
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CHAPTER 10: 
THE TECHNOCRATIC ELITE IN MILITARY BRAZIL, 

A KEY ACTOR IN THE POLICY PROCESS 

Lin Ning 

The basic problem for Brazil as a developing country, and one of its primary public 
policy goals, is modernization. Development policy alternatives can be formulated along 
two sets of variables: accumulation-distribution and bureaucratization-mobilization.1 

The strategic choice of Brazilian governments since 1964 has- been emphasizing 
accumulation over distribution and bureaucratization over mobilization. These two 
choices are combined into a primary policy--pursuing economic development 
through governmental action. 

As a regime tool, Brazilian bureaucracy not only is the country's largest institution, 
but also dominates the political process. Within the bureaucracy under the military 
regime, the technocratic elite was one of the key actors in the policy process. 2 This 
paper focuses on the relation of the Brazilian technocratic elite to the overall policy 
of national modernization and the specific policy of bureaucratic rationalization. 

The implementation of these two closely related policy areas has consisted of 
several dimensions, including administrative reform, comprehensive state planning, and 
the growth of public enterprises. Although some specific programs have failed, an 
important result . has been the rapid rise of technocrats throughout the bureaucracy. 
The study of this phenomenon, however, is insufficient and controversial. How do we 
explain the rise of technocrats? What is the nature of the technocratic elite? What 
role do they play in the policy process? These are the related problems this paper 
attempts to explore. The paper is divided into three parts: a literature review and 
theoretical hypotheses, a discussion of the rise of Brazilian technocrats, and an 
examination of the nature and role of technocratic elite. 

LITERATURE REVIEW AND THEORETICAL HYPOTHESES 

To further identify the research frontier regarding Brazilian technocracy, it is 
necessary to review the existing literature. The academic debate is basically around 
three main issues: the origins of technocracy in relation to the political system; the 
nature and characteristics of the technocrat as distinguished from the politician in 
Brazil; and the role of technocrats in policymaking in terms of the relationship 
between expertise and power. 

The Rise of the Technocrats 

What is the reason for the rise of the. technocrats? Several different views appear 
in the existing literature. The rise is attributed by some authors to a power vacuum, 
by some to the antidemocratic political situation, and by others to the movement for 
modernization. 

The first view emphasizes the power vacuum;,created by the failures of the political 
class in the early 1960s. Simonsen argues that "the placing of the technocrat in the 
first plane of Brazilian society constitutes a victorious Brazilian experience, mainly 
because the political class could not offer alternatives to the country, crushed by 
successive political crises."3 That is to say, since the old political class could not 
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respond to the demands of a more advanced era, the technocrats stepped into power 
out of necessity. 

The second view stresses Brazil's authoritarian rule since 1964, and argues that the 
hard-line military leaders need the technocrats to make the economy work. The 
technocrats and managers in turn need the military in order to remain in power, or at 
least in order to have the power and authority to carry out their policies. The result 
is a working alliance between the military and the technocrats. 4 This very popular 
argument is supported by the fact that technocracy has grown much more rapidly since 
1964 than in the prior period. 

The third view emphasizes the movement toward modernization regardless of the 
nature of the political regime. Johnson argues that the public bureaucracy now has 
planning and modernization duties. As these responsibilities grow, personnel 
requirements must change to reflect them. In a very natural way, the move towards 
modernization signals the end to the patronage era of noncritical government jobs and 
duties. It is further argued that the industrialization is both an irreversible and in 
many respects an apolitical process, and that the growth in numbers and influence of 
technocrats would have occurred under any type of political system. 5 

The Nature of the Technocrats 

What is the nature of the Brazilian technocrats? Brazilian technocrats are 
identified in three ways: by group, class, and cultural perspective. 

The group approach attempts to distinguish technocrats from politicians based on 
several different criteria: their education, their position, their attitudes, and their 
agency responsibility.6 Education and position are often combined as a popular set of 
standards. Leff identifies Brazilian technocrats as a group of elite administrators with 
engineering and economics training charged with responsibilities for economic, 
industrialization, and developmental policymaking. 7 Graham classifies Brazilian public 
officials on the basis of their attitudes toward the problem of reform in public 
administration. 8 From another angle, using agency responsibility as a criterion, Daland 
identifies technocrats as planners in Brazil who work in specific agencies considered to 
function in approximation of Weberian norms;9 similarly, Quinn describes them as a 
group of technicians involved in a program of municipal administrative reform in 
BraziI.10 

The class approach attempts to distinguish technocrats from capitalists. Baer, 
Newfarmer, and Trebat emphatically raise the question of "the new class of state 
enterprise managers.•11 They imply that the well-trained, business-oriented technocrats 
may constitute a new class, and that the expansion of the state sector may be due to 
the power-maximizing behavior of these technocrats. They point out that, in a sense, 
by deriving satisfaction from the achievements of "their" enterprises, the members of 
this new class may have contributed toward making the state capitalist sector an 
independent force. It is also possible that, given their great power in state 
enterprises, the technocrats are reluctant to move into the administration of 
multinational subsidiaries, where their decisionmaking power might be restricted, or to 
tightly held domestic private firms, whose economic power is small and whose owners 
are reluctant to delegate power.12 In sum, they identify technocrats as an independent 
class which is distinct from the domestic and international capitalists. This view is 
shared by such Brazilian scholars as Martins and Pereira.13 

The cultural approach holds that technocrats reflect an alien culture in Brazil. 
Pedrina argues that "in truth, no matter what type of political regime one lives under, 
what characterizes the good technocrat is the disinclination to build his reasoning upon 
human freedom and the ethical and moral values that protect mankind."14 It is argued 
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that Brazilians by nature are humanist, warm, paternalistic, and emotive; technocrats 
then are the embodiment of an alien culture, wedded to knowledge, science, and 
rationality, essentially amoral and antihumanist.15 

The Role of the Technocrats 

The literature considers the role of technocrats in Brazil in two main aspects, 
political and economical. In the political aspect, three somewhat different points are 
made regarding the influence of technocrats on decisionmaking in terms of the 
relationship between expertise and power. 

First, some authors hold that technocrats are able directly to control policy 
alternatives by monopolizing expertise.16 Second, some believe that technocrats affect 
policymaking by being delegated decisionmaking power by political leaders. As an 
exponent of this analysis, Graham points out that "in theory, DASP (Departamento 
Administrativo do Servi~o Publico) was designed to operate as a technical organization. 
Since it came into existence within the context of a dictatorship committed to 
modernization without the mechanism of a mass-based party, it provided a convenient 
means for central control over the national administrative system. DASP became a sort 
of superministry."17 Leff adds that "the tecnicos have had influence only within the 
framework of the President's power, and he has followed their proposals only insofar 
as they did not conflict with his own goals." 18 

Third, some argue that the technocrats lack the freedom to deal with fundamental 
policies. These include the accumulation and distribution of wealth, the role of foreign 
capital in the economy, the institutional relationship of wealth ownership, and extent 
of state intervention. These matters are determined not by the technical staff but by 
the larger system, that is, the military establishment, national economic pressure 
groups, and multinational corporations. The main policy decisions are made according 
to political criteria, not technical expertise.19 

In the economic aspect, the studies of the role of Brazilian technocrats mainly 
focus on their influence over state enterprises in Brazil. From these examinations 
emerge two somewhat different explanations. One of the most popular explanations is 
that, through state entrepreneurship, the military maintains a political alliance with the 
technocratic elite which oversees the state sector. This view is argued in three ways. 

The first argument is that the technocrats have effectively captured the system of 
allocation and production. Baer, Newfarmer, and Trebat point out that "the 
technocrats and the public managers form an 'independent state' relatively free from 
the influence of private sector interests and allocate resources in a way that expands 
their own power and wealth."20 This argument is widely accepted not only in studies 
of Brazil, but also in studies of other Third World countries. 21 

A second argument is that the technocrats, as representatives of state enterprise, 
diminish to some extent the influence of both domestic private interests and foreign 
companies. On the one hand, technocrats are themselves the product of the state's. 
taking over private interests and establishing public-sector enterprises. On the other 
hand, technocrats, as nationalists, rely on public enterprises to challenge multinational 
encroachment. 22 · 

A third argument is that technocrats lend their political support to state authorities 
in return for the authorities' acting as entrepreneurs. Thus, there is a political 
alliance between the government and the technocrats. 

This popular explanation is challenged and amended by Duvall and Freeman. Their 
viewpoint is that, in securing the support of the techno-bureaucratic elite, governments 
are constrained by the dependent character of the linkage between their economy and 
the global economy. The authors describe these constraints as politically related to 
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the cycles of foreign investment and technology dependence. These cycles in tum give 
rise to cycles of technocratic support for political authorities which vary with material 
gain. Because excessive gains might encourage opposition from local and international 
capitalists, such cycles of support can disrupt the alliance between the government and 
techno:.. bureaucratic elite. 

On the other hand, in accordance with the cyclical fluctuations in the global 
economyi the industrializing countries experience three or four different dependency 
contexts. 3 These changes result in the tendency to reach stable levels of state 
entrepreneurship. Because of bureaucratic inefficiency, economic growth is slowed; 
meanwhile, the slowed growth contributes to statism. Thus, there is an inverse 
relationship between economic growth and state entrepreneurship. In short, according 
to Duvall and Freeman, global economic cycles promote the expansion of the state 
sector, behind which the political power of the technocracy acts as the driving force.24 

This brief literature review summarizes the main viewpoints on the technocrats in 
Brazil. From this, I have identified the concrete research frontier, chosen my research 
perspectives, and established my basic hypotheses. 

While treating the origins of the technocrats, I employ a comparative-historical 
perspective. My first hypothesis is that the rise of the technocrats is closely related 
to the social-economic modernization movement, as well as to the administrative reform 
movement since the 1930s. 

While examining the nature of the technocrats, I adopt a synthetic comparative 
political perspective combining class, group, and elite approaches. My second 
hypothesis is that the technocrats constitute not only a new managerial class separate 
from other social classes, but also a rising elite group apart from traditional 
politicians. 

While discussing the role of the technocrats in policymaking, I use a development 
administration approach. My third hypothesis is that with the increasing complexity of 
the policy process, the management of government gradually becomes separate from the 
control of government, and that technocrats serve as the managers of government. 
Many developmental policies are directed, if not controlled, by technocratS. 

In sum, the research perspectives used here include not only a policy approach, 
which describes what government does, but also a interdisciplinary approach, which 
identifies the main actors behind the government. In addition, the hypotheses offered 
incorporate not only the policy process, but also the political processes, that determine 
public policy. 

THE RISE OF THE TECHNOCRATS 

A discussion of Hypothesis 1--that Brazilian technocracy originated with the 
modernization and administrative reform movements--follows. This entails three 
aspects: the policy changes after the 1964 Revolution, the growth of a parallel 
bureaucracy, and the process of administrative reform. 

The 1964 Revolution 

The 1964 Revolution, a landmark event in contemporary Brazil, caused a series of 
changes in the country's political system, in its institutional structures, and in its elite 
circles.25 All these transformations were initiated, regardless of the social forces 
behind them, by governmental action. Given the primacy of this action, it is important 
to examine the policy change after 1964. S"mce the 1930 Revolution, the Brazilian 
governments have retained the same three major goals in public policy: political 
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development, national integration, and economic development. Significant changes, 
however, occurred in terms of prioritization of these strategic goals during the Second 
Republic and under the military regime. 

During the Second Republic (1945-64), the order of policy priorities was political 
development, national integration, and economic development. The first priority, 
political development, was in its nature a democratic movement characterized by 
populism in Brazil. This was not only expressed in legal documents, but implemented 
through political activities--the creation of parties, for example. The three largest 
national parties emerged and developed in this period. In addition, the political 
interests of social groups began to be aggregated through representation in the 
Congress, and the use of elections as a form of political participation expanded greatly. 
The second priority, national integration, was reflected in the Constitution of 1946 by 
emphasizing regional equalization and municipal autonomy. A typical example of 
implementation of this policy is the construction of the national capital Brasilia by the 
Kubitschek government. The third priority, economic development, was implemented 
better in the 1950s than in the early 1960s. The economic crisis had grown acute 
since the end of Kubitschek presidency. By early 1964 Brazil was experiencing a 
negative per capita growth ( -1.3 percent in 1963) and was on the verge of 
hyperinflation and default on international debts. The failure of economic development 
at the end of the Second Republic is one of the basic reasons for the 1964 
Revolution.26 Under the military regime, the highest policy priority shifted from 
political development to economic development. The official statement of so-called 
"permanent national objectives" is to be found in the national security doctrine that 
was central to the new policy thrust which the military hoped to institutionalize. 
There were six objectives: (I) national integration; (2) sovereignty; (3) development, 
progress, and prosperity; (4) democracy; (5) territorial integrity; and (6) social peace.27 

These six objectives can be divided into three categories: economic development, 
political development, and national integration (including sovereignty, territorial 
integrity, and social peace). Political development, namely, democracy, was actually a 
future ideal under the authoritarian regime. In fact, the policy goals of the military 
regime were economic development and national integration. The former was set as 
the first priority in the implementation of public policy. 28 

Parallel Bureaucracy 

The first priority in the military regime's public policy was essentially to pursue 
economic development through government action. The implementation of this policy 
was distinctively reflected in the rapid growth of a parallel bureaucracy, functionally 
set apart from traditional bureaucracy. 

Traditional bureaucracy in early-twentieth-~entury Brazil had been composed of 
seven old ministries with mostly political functions. They were the Ministries of War, 
Navy, Foreign Relations, Justice, Finance, Public Works, and Agriculture. These 
traditional ministries, by their nature, served the landed oligarchy. 

A parallel bureaucracy, with a development orientation, first emerged during the 
1930s. Its most significant expansion, however, occurred after 1964. The term 
"parallel bureaucracy" is defined by Daland as "a new set of agencies established to 
perform developmental tasks."29 In Brazil, it was divided into three categories: 
autarguias, public corporations, and mixed corporations. The autarguia was intended to 
engage in activities in the general field of public administration. The public 
corporation was intended to perform functions of a business nature. The mixed 
corporation was designed especially to deal with commercial activities. By 1972, about 
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200 distinct administrative agencies had emerged as a huge parallel bureaucracy under 
the military regime. 30 . 

Administrative Reform 

Since the 1930s, repeated efforts at administrative reform have paralleled the 
growth of the public sector. These can be divided mainly into two major periods: 
1930-64 and post-1964. 

Before 1964, the policy goal of administrative reform was to rationalize the 
bureaucracy itself. Analysis of pre-1964 reform endeavors is usually divided into two 
stages: that occurring during the Vargas era, and that which followed during the 
Second Republic. During the Vargas era (1930-45), the basic work was carrying out 
scientific management--the formalization and routinization of tasks. The Administrative 
Department of Public Service (Departamento Administrativo do Servi~o Publico, or 
DASP) was established to implement this policy and to provide personnel training. 
Vargas also used administrative reform to centralize power. During the Second 
Republic, reform was conducted largely through the assistance of U.S. AID programs. 
These programs helped staff and fund the Brazilian School of Public Administration, a 
center associated with the Getlilio Vargas Foundation, which trained a large number of 
technocrats for Brazilian public bureaucracy. The main contribution of the school was 
the introduction of a more behaviorally oriented administrative science into Brazil. 31 

After 1964, administrative reform addressed not only the rationalization of the 
bureaucracy itself, but also the implementation of the regime's highest priority, 
developmental policy. As soon as the military seized power, a leading member of the 
technocratic elite, Roberto Campos, was appointed as a minister for planning in charge 
of administrative reform. Through the efforts of the Special Commission of Studies of 
Administrative Reform (COMESTRA) and the Ministry of Planning directed by Campos, 
Decree-Law 200 was adopted in 1967. Law 200 gave the president power to organize 
and regulate the government structure. It legitimized the public corporation as a 
crucial element in the administration of development programs. It also created special 
planning sections under each ministry, linking these to the central Ministry of 
Planning. Within the Ministry of Planning, the Office of Administrative Reform 
functioned until 1973, when it was upgraded into the Secretariat of Modernization and 
Administrative Reform (SEMOR). 

The orientation of SEMOR has been toward behavioral administrative science rather 
than traditional scientific management. Its major contribution was managing technical 
assistance for national administrative reform by contracts, training, and advising. 
However, SEMOR had only limited success in initiating reform efforts at the federal 
level because of the re~ection by the other ministries of further controls from the 
Ministry of Planning. 3 

In sum, with the shift in primary policy priorities, the rapid growth of the parallel 
bureaucracy, and the long-term effort to achieve administrative reform, significant 
changes have taken place in elite circles that are symbolized by the decline of the 
traditional politician and the rise of the technocrat. Figure l 0.1 shows that 90 percent 
of those two upper-level positions have changed places since 1964, which means a 
sharp redistribution of political resources has occurred. 
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Figure 10.1 Brazilian Technocratic Elite by Time in Their Position 
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Source: Paulo Roberto Motta, ''The Brazilian Bureaucratic Elite: Social Background and 
Organizational Attitudes" (PhD dissertation, University of North Carolina, 1972), Table ill-1, p. 49. 



THE NATURE AND ROLE OF THE TECHNOCRATS 

Not only did Brazilian technocrats rise rapidly under the influence of a bureaucratic 
state-centered developmental policy, but also they became key actors in the policy 
process. The purpose of this section is to test Hypotheses 2 and 3, and to consider 
the questions of who the technocrats are and what functions they perform. To answer 
requires four steps: (a) to produce a working definition; (b) to view the supporting 
data; ( c) to examine the data to extract the basic characteristics of the Brazilian 
technocratic elite; and (d) to analyze its role in policy process. 

Definition 

In the literature on Brazilian bureaucracy, the term "technocrat" is identified 
according to several different criteria, such as education, position, attitudes, and 
agency responsibility. In order to clarify this analytic unit it is necessary to develop 
a working definition. The discussion will start with Johnson's systematic definition, 
move to a minimum defining condition, and finally focus on a working definition. 
· Johnson's definition of "technocrat" is derived from the "more narrowly defined" 
concept of professionalism.33 A technocrat is "a professional working in the public 
sector, occupying a position of authority in government," while a professional is "a 
graduate from an institute of higher learning, who majored in a program of some 
intellectual content offering career occupational opportunities."34 Because both the 
professional concept and professional behavior have received much empirical testing, 
Johnson uses findings on professionals in Brazil to examine the technocratic 
phenomenon. 

Johnson's views have several drawbacks. First, his definition of a technocrat links 
two key characteristics, educational level and position of authority. However, his 
concept of professionalism is not necessarily connected with power. So, although the 
study of professionals is useful in the study of technocrats, there are some problems in 
the examination of technocrats in power. In addition, Johnson's definition actually 
excludes nonprofessional technocrats, such as those Brazilians who receive college 
training in one of the fields of filosofia (roughly, liberal arts) and those who have no 
college training before their entry into the government, but who receive in-service 
training and perform the same duties as those with professional education. Third, 
there dose exist a body of empirical data on technocrats in Brazil which makes it 
possible to study them directly. 

Here, I will modify and simplify Johnson's definition by offering two minimum 
defining conditions: education and position. The first condition includes mainly 
college-level training, professional and nonprofessional, but also includes in-service 
training in the absence of college education. The second one means that a technocrat 
must be a part of a bureaucratic hierarchy in the public sector. Under these two · 
minimum defining conditions, a technocrat is a highly trained bureaucrat who occupies 
a position in the government service. 

As an analysis unit, my definition is too broad to produce a relatively testable 
working definition. Brazilian bureaucracy is by nature highly centralized, especially 
under the military regime. The higher the hierarchical level of the technocrat, no 
doubt, the greater his or her influence will be. In this sense, I will adopt a more 
specific conceptualization of "technocratic elite" in terms of hierarchical level. By 
technocratic elite, I mean highly trained upper-level bureaucrats. 
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The core data on technocratic elites in Brazil comes from a series of interviews 
with 325 high-level Brazilian bureaucrats. These oral interviews were held in 1968 in 
the offices of the respondents and were conducted orally by trained Brazilian 
interviewers. Data collection was supervised jointly by Paulo Roberto Motta of the 
Brazilian School of Public Administration and American scholar Robert T. Daland. 
Motta's data were published in 1972, and Daland's in 1981. 35 By analyzing the data in 
terms of respondent education, hierarchical level, and distribution in the whole 
bureaucracy, they can be used to examine the Brazilian technocratic elite. 

The education of these bureaucrats were mainly higher level: 86.4 percent of 
interviewees had completed college. Although 13.6 percent had no college degree, some 
of them had received in-service training. More than half of the interviewees had 
received in-service training. That is to say, almost all of the interviewees fell in the 
minimum defining conditions set for technocrats. They were highly-trained bureaucrats. 

The hierarchical positions of these technocrats were confined to two upper levels. 
Within the ministry, the interviewees consisted of members of the two hierarchical 
levels immediately below that of minister. In the attached but semi-autonomous 
agencies, the respondents were presidents or directors general and their immediate 
subordinates. Therefore, all the interviewees fell into my working definition of 
technocratic elites. 

The distribution throughout the entire bureaucracy of the technocratic elite 
interviewed is shown by hierarchical level in Table 10.1, and by policy area in Table 
10.2. Excluded agencies were the Ministries of Army, Navy, Air Force, Justice, and 
Foreign Relations. 

Table 10.1 Distribution of Technocratic Elite by Hierarchical Level 

Level 

First 
Second 

Total 

Interviews 
Number 

91 
234 
325 

Population 
Percent Number Percent 

28 
72 

100 

263 
904 

1167 

23 
77 

100 

Source: Robert Daland, Exploring Brazilian Bureaucracy: Performance 
and Pathology (Washington, D.C.: University Press of America, 1981), 
p. 143. 
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Table 10.2 Distribution of Technocratic Elite by Policy Area 

Policy Area Number 

Agriculture 
Industry and Commerce 
Urban and Regional Development 
Transportation 
Mines and Energy 
Communication 
Welfare (Labor, Health, Education, and Social Security) 
Economic Planning 
Administration and Financial Control 

Total 

Source: Robert Daland, Exoloring Brazilian Bureaucracv: Perf onnance and 
Pathology (Washington, D.C.: University Press of America, 1981), p. 143. 

In sum, the characteristics of the interviewees were as follows: 

15 
56 
35 
26 
45 
13 
51 
41 
42 

325 

1. They were typical highly trained upper-level bureaucrats, falling within my 
working definition of technocratic elite. 

2. As a sample, they constituted 28 percent of the bureaucrats in the same two 
upper hierarchical levels. 

3. They came from agencies whose functions were more administrative than political. 

Characteristics 

This data tell us that the actions of the technocratic elite in the policy process 
depends on their basic characteristics. Three aspects warrant special attention: 
background, career pattern, and the orientation of the Brazilian technocratic elite. In 
the first aspect--background of the technocratic elite--the data regarding class origins 
and educational levels are important. The definition of class here, according to Motta, 
includes three indicators: father's profession, father's educational level, and the 
respondent's perception of the father's class. The fact is that 89 percent of the 
technocratic elites are from middle- and upper-class backgrounds (see Figure 10.2). 

The data on educational levels of the technocratic elite demonstrate that among 
those who held college-level degrees, 42.42 percent had also received postgraduate or 
foreign training (see Figure 10.3). In addition, more than half the technocratic elites 
had received in-service training. That is to say, the educational level of the Brazilian 
technocratic elite .was very high at the time of this survey. In sum, most of the 
Brazilian technocratic elites were not only from the middle and upper class, but also 
were well educated. 

In the second aspect--career pattern of the technocratic elite--the data deal with 
(a) age of entry, (b) the individual's status as outsider or insider, and (c) path of 
mobility. The data on entry age indicate that 85 percent of the Brazilian technocratic 
elite had begun their public service by the time they were thirty years old. 36 This 
means that most of them entered the government as soon as they graduated from the 
university. Few had any previous career experience. 
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Figure 10.2 Class Origin of Technocratic Elite 
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Source: Paulo Roberto Motta, ''The Brazilian Bureaucratic Elite: Social Background and 
Organizational Attitudes" (PhD dissertation, University of North Carolina, 1972), p. 41. 

Figure 10.3 University Training of Technocratic Elite 
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Source: Robert Daland, Exnloring Brazilian Bureaucracy: Performance and Pathology (Washington, 
D.C.: University Press of America, 1981), p. 165. 



The individual's status as outsider or insider as an indicator of career pattern not 
only relates to the entry age, but also reflects the recruitment path of Brazilian 
technocrats. By insider, Da.land means a person who had entered the federal civilian 
service by age thirty and never left. An outsider is defined as any person who had 
pre-entry career experience. The data here show that more than three-fourths of the 
technocratic elite followed the path of full-career insiders, and spent most of their 
post-college life in the public sector. Only 23.3 percent had pre-service careers (see 
Figure 10.4 and Table 10.3). These factors are important in shaping their attitude 
toward service, their orientation, and even their capacity. 

Table 10.3 Outsiders and Insiders among Technocratic Elite 

Classification 

Outsiders 
Military 
Professional 
Business 
Political 
Agricultural 

Insiders 

Percent 

23.3 
10.3 
10.9 
1.2 
0.6 
0.3 

76.7 

Source: Robert Da.land, Exoloring Brazilian Bureaucracv: 
Performance and Pathology (Washington, D.C.: University 
Press of America, 1981 ), p. 285. 

As for path of mobility, the respondents' service patterns may be classified 
according to two categories: single agency or interagency. The data here tell us that 
63 percent of the Brazilian technocratic elites served only in one or two agencies. 
Thirty-seven percent had served in more than two agencies (see Figure 10.5). 
Single-agency patterns reflect vertical mobility, while interagency patterns reflect 
lateral mobility. Both give insight into promotion patterns and the role these 
technocrats played in government. 

In sum, the career patterns of Brazilian technocratic elites can be roughly divided 
into two paths. First, the majority came from college directly to the public service 
and never left, preferring vertical mobility rather than lateral transfer. Second, the 
minority had a pre-service career; these technocratic elites preferred intraagency 
mobility. 

The third aspect--the orientation of the technocratic elite--is related to the data on 
background and career pattern. A key indicator that suggests a positive or negative 
role in bureaucracy is the degree of development orientation. Development orientation 
was described by Da.land in terms of goal-oriented attitudes, low formalism, and 
innovativeness. The basic orientation of Brazilian technocratic elites is shown in 
Figure 10.6. Three dimensions--age, education, and career pattern--were used to 
develop a profile of development-oriented administrators. 

The implication of the data on age (see Table 10.4 and Figure 10.7) and education 
(see Table 10.5 and Figure 10.8) are that the younger and better educated the person, 
the higher his or her development orientation will be. 
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Figure 10.4 Outsiders and Insiders Among the Technocratic Elite 
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Source: Robert Daland, Exploring Brazilian Bureaucracy: Performance and Pathology (Washington, 
D.C.: University Press of America, 1981), p. 285. · 

Figure 10.5 Number of Agencies in Which Technocratic Elite Served 

40% 

30% 

20% 

10% 

0% 
1 2 3 4 5 6+ 

NUMBER OF AGENCIES SERVED 

Source: Robert Daland, Exploring Brazilian Bureaucracy: Performance and Pathology (Washington, 
D.C.: University Press of America, 1981), p. 290. 
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Figure 10.6 Development Orientation of Technocratic Elite 
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Source: Robert Daland, Explorin& Brazilian Bureaucracy: Performance and Pathology (Washington, 
D.C.: University Press of America, 1981), p. 160. 
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Figure 10.7 Development Orientation of Technocratic Elite by Age 
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Figure 10.8 Development Orientation of Technocratic Elite by Education 
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Table 10.4 Development Orientation of Technocratic Elite by Age 

Development 
Orientation 

Low 
Medium 
High 

20s 
14.3 
28.6 
57.l 

Age Range 

30s 
41.0 
27.9 
31.1 

40s 
51.7 
24.6 
23.7 

50s 
56.1 
28.0 
15.9 

60+ 
64.9 
24.3 
10.8 

Source: Robert Daland, Exoloring Brazilian Bureaucracv: Performance 
and Pathology (Washington, D.C.: University Press of America, 1981), 
p. 285. 

Table 10.5 Development Orientation of Technocrat Elite by Education 

Development No College University Graduate 
Orientation 

Low 63.4 52.6 45.5 
Medium 24.4 28.3 24.1 
High 12.2 19.1 30.4 

Source: Robert Daland, Exploring Brazilian Bureaucracy: Performance 
and Pathology (Washington, D.C.: University Press of America, 1981), 
p. 285. 

Further breakdown of these data entailed singling out two other categories of 
technocratic elite: the reguisitado and the Contrato de Lei de Trabalho (CLT). 
Reguisitados are those Brazilian administrators borrowed for substantial periods from 
their official posts. CLTs are those persons hired by contract for top-level positions, 
despite not having been public servants before. The data here suggest that high 
development orientations are closely correlated with career patterns whether or not the 
individuals had been attracted from elsewhere (see Figures 10.9 and 10.10). 

To sum matters up, the person with a higher development orientation is younger, 
well educated, and follows a career path as a outsider or interagency mover. The 
authors suggest, as a consequence, that the more the agency is directed by this kind 
of elite, the more effective the agency will be. 

What is the implication of all the above survey for the analysis of the role of 
Brazilian technocratic elites in the policy process? To answer this question fully would 
require a series of studies in specific policy areas beyond the scope of this study. 
However, the available literature and research permit three conclusions. 

First, an alliance between the military and technocrats, functioning as policymakers, 
existed in military Brazil. The elite circle in post-1964 was composed almost 
exclusively of military and technocratic elites. While the military played the crucial 
role in political decisionmaking, the technocratic elite served as a key actor in that 
part of the policy process involving economic development. 
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Figure 10.9 Development Orientation of Technocratic Elite by Career Pattern 
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Source: Robert Daland, Exploring Brazilian Bureaucracy: Performance and Pathology (Washington, 
D.C.: University Press of America, 1981), p. 169. 

Figure 10.10 Development Orientation of Technocratic Elite by Career Pattern 
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Second, the main function of the technocratic elite is managing development. In 
the movement toward economic modernization--the highest priority for public policy in 
Brazil--the function of government management becomes separate from that of control. 
Almost all the development-oriented agencies are dominated by technocratic elite. In 
the policy process, they not only play an important role in offering policy alternatives 
and in directing the policymaking, but also play a deciding role in implementing 
developmental policy. 

Finally, in the rationalization of bureaucracy itself, the technocratic elite were the 
most important actors. Not only did they initiated administrative reform, they also 
legitimized a reform system as a long-run improvement. Administrative modernization, 
however, occurred slowly due to external pressures and to the ineffective performance 
of some members of the technocratic elite themselves. That is to say, technocrats 
were not unified in spite of their common characteristics. The technocratic elites can 
be classified in two categories: development-oriented and non-development-oriented, 
according to their attitudes regarding the primary policy goal. Only the 
development-oriented technocratic elite played positive role in both bureaucratic 
rationalization and economic modernization. 

CONCLUSIONS 

In exploring the interaction between public policy and the technocratic elite in 
Brazil, this paper has analyzed its rise, characteristics, and role in the policy process. 
Now, an access of the hypotheses derived from the literature review and a summary of 
the conclusions based on the analysis of data produced in a project in Brazil follow in 
three aspects. 

From Hypothesis 1 to Conclusion 1 

Regarding the reasons for the rise of the technocratic elite, Hypothesis 1 involved 
two points: socioeconomic modernization and administrative reform. The former was 
well argued by Johnson. After completing this study, I agree with him, for the data 
support this point. While stressing this tendency since the Vargas era, however, he 
did not address why technocrats rose so rapidly under the military regime in terms of 
the impact of its policy. A second view, represented by Skidmore, emphasizes the 
authoritarian situation. It is true that an alliance between the military and the 
technocratic elite has existed since 1964--the data back up this point. But this does 
not mean that the rise of the technocrats is necessarily due to the antidemocratic 
situation, or to the decline of the traditional politician, a third view. My research 
indicates that the rapid rise of the technocratic elite since 1964 has been due to the 
military regime's primary policy of pursuing economic development through government 
action. This argument supports and expands the second point of Hypothesis 
1--emphasizing the importance of administrative reform. In a word, Conclusion 1 is 
that the rise of the Brazilian technocratic elite is not merely a result of a long 
process of socioeconomic modernization, but also is an immediate outcome of a 
bureaucratic state-centered development policy under the military regime. 

From Hypothesis 2 to Conclusion 2 

Regarding the nature of technocratic elite, Hypothesis 2 included two categories: 
the managerial class and the elite. The former requires much broader research in both 
public and private sectors, and is beyond the scope of this study. The latter was 
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confirmed by the data from Motta and Daland. Their data are from interviews with 
the Brazilian bureaucrats as a whole rather than the technocratic elite specifically 
defined. I have singled out from their study data related to the Brazilian technocratic 
elite according to my working definition, and have applied their criteria about 
development orientation to the technocrats. The result is that the technocratic elite 
as a group is not unified, and can be divided into development-oriented and 
non-development-oriented groups. In this conclusion, therefore, I leave the first point 
of my hypothesis concerning managerial class inconclusive, and add the classification of 
their orientation in the second point of my hypothesis. In a word, Conclusion 2 is 
that the technocratic elite constitutes an elite group apart from traditional politicians, 
and includes two categories: development-oriented and non-development-oriented, 
according to their attitudes to the primary policy goal. 

From Hypothesis 3 to Conclusion 3 

Regarding the role of the technocratic elite in the policy process, Hypothesis 3 
constituted three points: (a) the separation of two closely related functions of 
bureaucracy--management and control, (b) technocratic elite's function as manager of 
government, (c) its role of directing development policy. The research not only has 
confirmed these points, but also suggests three new points. The first is that the 
differentiation of the Brazilian bureaucracy in terms of its two functions became clear 
after 1964, symbolized by the rapid growth of the parallel bureaucracy. The second is 
that the technocratic elite is a key actor in implementing development policy. The 
third is that the technocratic elite with different orientations play different roles in 
the policy process, and only the development-oriented play a positive role. In a word, 
Conclusion 3 is that with the differentiation of the dual functions of Brazilian 
bureaucracy, especially since 1964, the technocratic elite has become a key actor in 
managing development, playing not only a directing role in policymaking, but also a 
deciding role in implementation. The achievement of policy goals depends on 
bureaucn\tic rationalization by the development-oriented technocratic elite. 
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