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GLOBALIZATION AND MODERNIZATION IN BRAZIL

Luiz Afonso Simoens da Silva


During the mid 1960’s and 1970’s, Brazil grew at rates that nowadays we could refer to as “Chinese rates”. This happened during the dictatorial military regime that faced an incurable contradiction: on the one hand, it had a strategic view that made it seek the purpose of transforming Brazil into an economic power; on the other, it thought it would be able to keep Brazilians in a primitive stage of political development.


At first, institutional adjustments were carried out with the purpose of providing the necessary instruments to coordinate the economic system. Next, in light of the economic shocks caused by international oil price adjustments, the strategy evolved to process of increased import substitution, a trait that had market the entire past of the Brazilian economic history.


This strategy was strictly guided by the State and, despite being subject to criticism, especially with regard to the increase of external indebtedness, it set the foundations that allowed the country to face the oil shocks and continue to grow until the interest shock imposed by Paul Volker during the Reagan administration. These external shocks led to the external indebtedness crisis and its long process of negotiation that all developing countries, including Brazil, had to go through during the 1980’s.


The crisis and its consequences to global economy, particularly concerning economic growth, resulted in the depletion of the military regime that clearly had no conditions to fight against it.

The political amnesty that preceded Brazil’s full redemocratization brought into limelight old politicians that lived in exile. They undertook the leadership of the political distension and proved that, if it is possible to “take leaps” in economy, the same does not happen in politics; i.e., we started over from where we had stuck in our political development upon the military coup.


From the mid 1980’s on, the development of political institutions was significant: nowadays we enjoy freedom of speech and respect to the constitutional turnover of public positions. We have not found, however, the path to speedy growth. External and internal unbalances have led us to recurrent foreign exchange crises and hyperinflation bouts that have condemned us to a stop-and-go growth or, as we are used to say, without continuous support, such as a “chicken flight”.


The Brazilian scenario, at present, is totally different from the one in the recent past. Economic globalization has spread our horizons to the competitive insertion of the country in the international scenario and thanks to the introduction of new and critical economic agents, Brazil has deepened its modernization process that had started in 1995 and that has not suffered any continuity solution, even with rotation of the political parties in power.


 I would like to examine some features of such process. My purpose is to affirm that Brazil is ready for a new cycle of speedy socially committed economic growth. I would like to discuss five points that are subject to a reality assessment and to discussions that are currently carried out regarding Brazilian economic policy: (1) our historical external vulnerability; (2) alternatives of change with which our productive, industrial and agricultural sectors are faced in light of the possible paths of international economic insertion; (3) economic features of our Foreign Affairs Policy; (4) where social issues are heading; and (5) how we intend to face the future in an environment of growing economic relations internationalization.

1.
Brazil’s External Vulnerability 


In March 1808, the Regent Prince João and the Portuguese court arrived to the city of Rio de Janeiro running from Napoleon Bonaparte’s army. Further on, with the death of Queen Maria, the Crazy, he became King João VI of Brazil and Portugal (Gomes, 2007).


The celebration of the two hundred years of his arrival in Brazil have allowed a reassessment of this historical character, somewhat ridiculed so far. Academic and journalistic works have shown that, at the time, Brazil did not exist even in the conscience of its inhabitants. There were three distinct provinces of the Portuguese Empire in America that barely communicated with each other: Grão-Pará that comprehended the entire Amazon; the Northeast that included the first capital of the colony – the city of Salvador in the current State of Bahia – cradle of the sugar cane exploitation; and the South-Southeast where the second capital city, Rio de Janeiro, was located.


Upon the return of the King to Portugal, thirteen years later, leaving behind his son Pedro as Regent, everything had changed. The stay of the Portuguese court in Brazil had given rise to the first surge of development, especially after the opening of the Brazilian ports to friendly countries, of which England took advantage. In 1822, the year after his departure, Brazil became independent and the young Regent became Emperor Pedro I, which was a difficult and ingenious political negotiation that freed us from the Portugal, but not that much. More important: the concept of Brazilianism was so soundly implanted that there were but a few separatist movements soon laid to rest.


Nowadays we understand that King João VI left us a worthy legacy: our independence and territorial integrity that introduced us in the exclusive territorial extension “big five” team, only behind Russia, China, Canada and the United States. This was an experience totally distinct from our Spanish America neighbors that fractioned into several smaller countries despite their common cultural heritage. Not by chance, three of the “big five” are part of the BRICS (Russia, China and Brazil) while the other member – India – also occupies extensive lands. I feel at liberty to say that King João VI had a finger in the BRIC formation.


There’s no free lunch, of course. The return of the court to Portugal left the Brazil penniless. Upon embarking, King João VI scraped the vaults of the Bank of Brazil and of the Treasury to their last penny. In other words, we were free but we were in debt with the British bankers. From then on, not few of the crises we went through had their origin in external indebtedness.


The basic cause of such crises was the recurrent balance of trade deficit that resulted from an unbalance between international primary product prices, the main staple of our export agenda, and imported manufactured product prices, within the context of the theory developed by CECLAC that the terms of trade tend to deteriorate.


Primary products are in a totally different situation at present with their appreciation in the international commodity market. Our balance of trade has changed, and we have reduced our external indebtedness little by little, building up a significant volume of international reserves, sufficient to face contingent international crises.


The overall feeling is that, for once, this is not a conjectural phenomenon but the result of a set of conditions within the globalization process that provides emerging countries with other possibilities of external insertion; in brief, another perspective of strategic development.


Although Brazil struggles with its strategic definitions, this does not mean it is standing still. Anoop Singh, IMF Director for the Western Hemisphere Department (Singh, 03.17.08) realizes that our economy was able to take advantage of the benefits of successful stabilization policies, structural reforms, growing external opening and vulnerability reduction. That would be the reason why inflation decreased and the level and profile of public indebtedness improved, which resulted in a significant drop of real interest rates and risk premiums.


The statistical attachment shows clear product growth acceleration as of 2003 in relation with the first years of the decade.  Despite low, the investment rate has increased since 2003. In 2007, real investment variation (13.4%) corresponded to two point five times product variation (5.4%) and that means better anti-inflation policy because, dynamically, it gradually solves the supply problem without pressure on prices (IEDI Letter, March/08). 

In 2007, foreign direct investments returned to the levels of the major energy and communications privatizations. The trade balance as of 2001, and the current account as of 2003 reverted their historical deficit trend. Inflation was finally tamed by the Real Plan in 1994, and in the last two years it fell nearer the core of the inflationary target. Accordingly, the inflationary target fixation has served its ultimate purpose of being a parameter for the coordination of inflationary expectations.


The major question that is posed at present is the sustainability of such scenario in face of the monetary problems that result from the reserve counterpart, worsened by the financial interdependency brought by globalization. These problems compel to the adoption of restrictive monetary policies in light of the inflation resurge currently under control, but with strong impact on growth due to high interest rates.


Regarding conjectural terms there are some problems as well. Mendonça de Barros (FSP, 03.14.08), former Communications Minister and a well respected economic analyst, already foresees for 2008 a drop in the trade balance and an increase in the current account deficit. The problem is not with exports, which in the first quarter of 2008 have grown at rates over 15% since the USD does not depreciate only with regard to the Brazilian Real, and because export prices are rising, which softens the Brazilian Real appreciation.


Our difficulty is with the imports that have grown more than 50% per year. Import increases, on the other hand, have positive effects as well, because they help fight inflation and allow the modernization of our productive sector. The negative features would be connected to a very strong internal consumption growth which, since the last quarter of 2007, has exceeded 8% per year with possible deterioration of our trade balance and, furthermore, inflation increase.


The most critical problem, however, results from the uncertainties brought by the US economic scenario. Is Brazilian economy “decoupled” from the US economy?


If we understand “decoupling” as the natural result of strong commodity price raises that allowed a reversion in terms of trade deterioration it is clear that Brazil is less dependent on market moods. If we add to this scenario the situation of the domestic financial system that has not been contaminated by the current financial crisis, has expanded credit to all segments and exceeded all profitability records, better yet.


Notwithstanding, if we consider the United States position in the world, the matter changes according to a study carried out by Cintra and Cagnin (2007). In addition to being the international currency issuer, the US economy presents two dimensions: its technological development and its financial system. The first has sustained significant economic dynamics that was only interrupted by two recessions since the 1980’s; the second is fully functional for its economic purposes.


This financial system internationalized as of the 1970’s when Bretton Woods collapsed, radically changed the role of the banks that have become the managers of the financial wealth that circulates around the world and is distributed among insurance companies, investment funds and, even, sovereign funds. Nowadays, the stock of worldwide financial assets is around US$190 trillion according to the IMF, or US$167 trillion according to McKinsey Consultants. Meanwhile, the world GDP does not exceed US$49 trillion. Worldwide financial wealth is, consequently, circa fourfold above the world GDP.


For no other reason, with the financial crisis triggered by the “subprime” mortgages, bank losses have been estimated in US$146 billion so far. There are other more recent estimates that already speak of more than US$1 trillion in losses.


The crisis is deep and systemic and has shaken bank credibility. It is clear that within this context credit will decrease, central economies’ growth will slowdown and some markets will face major losses. Nonetheless, there might be no crash because the Central Banks are injecting funds in the system, ignoring “moral hazard” defenders, and do not seem willing to let the markets subject to their own functioning rules.


If the US economic recession deepens, countries like Brazil will certainly suffer some sort of consequence, particularly as an effect of what such recession could cause to China’s growth rates.

2. The alternative of changes that outline our industrial and agricultural sectors in face of the new international insertion conditions. Is Brazil undergoing deindustrialization as a result of its new insertion in the world economy?

Nowadays, it is often stated that the new world economic framework involves China as the world factory, India as the services provider, Russia as the energy provider and Brazil as the world farm. Where Brazil is concerned this is only partially true.


Marcos Jank, CEO of Única, the Sugar Cane Industry Union (2007), believes Brazil is very efficient in farm products and has become the world tropical agricultural leader largely due to the role exercised by the Brazilian Agricultural Research Corporation (EMBRAPA) that has guided a technological revolution in the area. He defends that Brazil should have the role of major commodity exporter also because it already occupies the third position in the ranking: United States, European Union, Brazil, Australia and Argentina, in the order.


In addition, Brazil has circa 80 million agricultural hectares and uses almost 200 million hectares as pasture. A progressive reduction of the relation cattle/hectare could liberate huge extensions of land, including for the combined exploitation cattle raise/agriculture. Very few countries, if any, are in that same position (Castro, 2008, p. 11).


Being efficient does not mean that Brazil has to be content with primary product exports: commodities have grown considerably, but so have manufactured products. To Jank, we are witnessing the surge of a new geographic world order where Asian emerging countries are “stealing” developed markets. Asia, basically rural as yet – circa 60% of its population lives in the countryside against circa 10% in Brazil – is fragile solely in agricultural, mineral and energetic products. This opens considerable space to the Brazilian expansion that should view commodities as dynamic products which rebates could give some support to its industrial growth.


Octavio de Barros (2007), head economist of Bradesco, Brazil’s largest private bank, states that globalization presents new challenges. Within this new scenario, the Brazilian industry will survive with a new configuration. Winners and losers are an inevitable result of the modernization process. The winning sector will be the non-tradables (construction, services, trade) and exporters with higher import levels because they smooth their export losses with import gains. The losers will be the sectors exposed to competition, such as unbranded shoes, garments and synthetic textiles. Likewise, the tradables and exporters with low export levels will also lose. From this standpoint, the industry is not dying, but changing.


Even recognizing the validity of such argumentation, there are critics that consider high the risk of Brazil undergoing a significant deindustrialization in the next years due to the Chinese and Indian insatiable hunger for primary products. Ambassador Rubens Ricupero (2003), former UNCTAD General Secretary, is one of those critics. For him, many of the leading industries responsible for the most dynamic products in the world trade – computers, electronic components, office machinery and equipment, fine chemistry, pharmaceuticals – have almost disappeared from Latin America’s productive scenario except for assembly lines. Despite one or two exceptions, industries that process natural resources and have remained active have not had a decisive role in increasing international competition through product research and development and technological progress. 


Brazil’s case is somewhat different because the country was able to preserve its industrial structure, which includes a very reasonable sector of capital goods, machinery and equipment. At present, some or many of these sectors suffer with the Chinese competition that operates “as a kind of second generation of pressures and challenges with regard to the first liberalizing impact of the 1990’s” (Ricupero, 2003).


Recent figures do not allow us to discard such arguments, particularly when we analyze Brazilian export composition. The industry, which in 1999 answered for 57% of total exports, has dropped its share to 52% in 2007. Semi-manufactured products went down from 17% to 14% within the same period. Primary products, on the other hand, rose from 25% to 32% and promise to keep such strong rise. For 2008, the press says that commodity exports should reach US$100 billion versus US$75 billion in 2007.

3.
Economic Features of our External Policy 

During the 1990’s, the major issue for Brazilian Government was the need to extend funds to newcomers due to the crises that affected emerging markets around the world. We were very dependent on the IMF that should, in our opinion, act as the lender-of-last-resort of a financial system that was international and poorly regulated. The so-called International Financial Reengineering of that time did not present anything new, and confirmed the thesis that emerging countries did not have power to change international rules. Anyway, emergency programs came despite the imposition of heavy adjustments.


This cycle ended with the turn of the century. At that point, a twofold movement ended up by imposing itself: on the one hand, emerging countries realized that they would be alone in the new international economic order; on the other, the displacement of the world economic axis towards Asia allowed the implementation of adjustments that resulted in surpluses in their current accounts and, thus, the emerging countries were able to accumulate significant international reserves.


Our main diplomatic line of action – except for Mercosur that we will not comment here – concentrated on trade issues, particularly within the World Trade Organization (WTO). In light of the structural changes brought by globalization, Brazilian governments have defended increased trade liberalization and decreased protectionism. Major differences account for the fact that President Fernando Henrique Cardoso (1955/2002) focused on our relations with major countries and economic blocs, the United States and the European Union, while President Lula, his successor, sought strategic agreements with emerging countries, albeit not abandoning our traditional partners. Nonetheless, the signature of free trade areas with the United States should continue to pose problems in view of the increased power of the Democratic Party, and with the European Union traditionally more protectionist than the US.


No one can deny the victory that was the G-20 constitution which, for some critics, concerns more procedure than substance in light of the European and North-American resistance to extinguishing subsidies and subventions to their agricultural products. For that reason, Brazil is not willing to carry out a unilateral opening, but to conquer space through intensive negotiation.

4.
Social Programs

Recent economic growth has resulted in the improvement of Brazilians’ standard of life followed up, however, by a strong income concentration. In light of such inequalities, the last three governments introduced several social inclusion programs.


In the current government, the most important social program is the Family Grant that resulted from the merger and extension of former programs. It is an initiative of the Federal Government aimed at supporting the poorest families and granting them the right to food and access to education and health. In 2007, circa 11 million families – more than 45 million people – were attended at a cost of R$ 8.7 billion (around US$ 4.5 billion). Despite disagreements regarding its supposed welfare feature, the truth is that it has activated the economy of small locations upon the development of small businesses and job creation. The challenge remains, notwithstanding: Family Grant has to become the front door for the inclusion in the labor market.


Despite not being technically called social programs, family income transfers represent 48% of total primary expenses of the Federal Government from the standpoint of use. In 2007, data of the Ministry of Planning showed that US$141 billion were spent in such lines, of which US$94 billion (67%) were related to social security expenses. These expenses grew 10% in 2006 and 13% in 2007. The main explanation is that such behavior results from the monthly minimum wage recovery policy that automatically falls on retirement and pensions (67% of paid benefits are in an amount of up to one monthly minimum wage). That is the reason for such major impact on the purchasing power of the lower income bracket.


The consigned loan, a form of workers’ loan that is paid through monthly installments charged to the payroll, is another initiative that has shown good results in view of lower interest rates than other lines of credit. In December 2007, the balance of such variety added up to US$ 33 billion, which represented 58% of the total individual credit of the Brazilian financial system.


The last program regards “banking inclusion” of the lowest income-bracket part of the population. Only at the Caixa Econômica Federal (Federal Savings and Loan Bank) more than 4 million current accounts were opened to people that move no more than US$ 513 per month.


There has been criticism against the acceleration of social security expenses as a result of the monthly minimum wage policy. However, the truth is that the GDP growth has been pulled mainly by the domestic demand, with expressive contribution of such segments that were marginalized until recently. 

5.
Path to the future


There is a clear perception in Brazil that the historical moment is favorable to our economic repositioning. Our external accounts have never been so sound, we understand the risks that our industrial structure is going through (a major question that remains open), we have just began to pay the price of our secular unbalance in the poorest brackets of our population and have developed a foreign policy that does its best regarding our new global insertion. Therefore, we have to face the challenge of taking advantage of this historical moment and implementing a strategy to achieve such repositioning.


Professor Castro (2008), assistant of the Presidency of the National Bank for Economic and Social Development (BNDES) for issues concerning the strategic economic development of the country, offers three strategies for discussion in face of the Chinese voracity for raw materials and markets: entrenchment, adaptation and transformation. The first one aims at protecting the industry as it is to shield it from recent transformations. In the second, the idea is to combine defense and progress not only to protect the property of asset owners (entrenchment) but also to open space to policies that aim at effective changes in companies’ behavior. In other words, shutting off may bring immediate benefits but represents a severe misdiagnose insofar as it does not answer to the challenge and does not generate any future.


Undertaking an adaptable strategy is not just a matter of political decision because it aims at liberating possibilities that are being held back and have not yet been explored by the companies. Consequently, it is fundamental to know up to what point the economic situation has been favorable to companies’ potential exploitation. In such case, the policies should provide a minimum residual protection and significant support to companies’ repositioning.


The third strategy considered by Castro – transformation – differs from the adaptation because it undertakes that the support to companies’ repositioning should prevail. What is sought is a different view of the future and, consequently, the foreseen possibilities can only be achieved through cooperative and concentrated efforts.


In this perspective, it would be radically simple to imagine Brazil merely as a country with exceedingly gifted with natural resources despite the “planet Earth having become too small for the needs of modern consumers that are rapidly multiplying in Asia, Latin America and Africa” (Castro, 2008, p. 10).


From the manufacturing view, the Brazilian economy has a diversified industrial sector that was formed before the Chinese emergency. The stagnation years have prevented major progress, but many of these companies have adapted to hard times and reached the international state of the art. The main companies that nowadays adopt an aggressive internationalization strategy originate from public companies: Petrobrás, Vale do Rio Doce and Embraer are such examples. Others are undergoing intense repositioning, visible in the rate of investment that has grown at an annualized rhythm of 14.9% since the second quarter of 2006. On the other hand, through its Growth Acceleration Program (PAC) the federal government has started to tune its instruments of fund allocation monitoring upon defining targets for public funding, particularly with regard to the overcome of infrastructure and logistic obstacles.


Consequently, Brazilian economy is in the industrial game. It will not go back to a primary-exporting model, despite being required to specialize. Professor Castro understands that several “strategic fronts” should be opened, meaning extended specialization fields close to state-of-the-art technological borders: “biofuels and their chain purposefully extended constitute a good example” (Castro, 2008, p. 13).


In conclusion, the opportunities that the new world offers depend on the establishment of clear targets in a development strategy and external insertion that allow progress in fields where there are extended competitive advantages. Brazil can count on good agribusiness opportunities, including the energy field. The country has several agile and modern industrial sectors that warrant a dominant share in the exporting agenda and suffer with the USD depreciation. We have to direct our economic policy efforts to the reinforcement of these sectors. An open world poorly regulated imposes the presence of global players with a well-resolved domestic situation. We have to be prepared!
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BRAZILIAN ECONOMIC INDICATORS

1999 2000 2001 2002 2003 2004 2005 2006 2007

GDP US$ billions 557,5 602,2 510,4 451,0 553,6 663,8 882,7 1.067,3 1.310,7

GDP  0,3 4,3 1,3 2,7 1,1 5,7 2,9 3,7 5,4

Rate of investment (investment/GDP %) 20,2 21,5 21,2 19,3 15,8 17,1 16,0 16,8 17,7

inflation - IPCA  8,6 6,0 7,7 12,5 9,3 7,6 5,7 3,1 4,5

1999 2000 2001 2002 2003 2004 2005 2006 2007

Real rate of interest 9,5 9,6 10,6 9,3 7,0 9,2 11,9 9,7 6,4

Gross tax burden - GDP % 29,0 30,4 31,3 31,9 31,5 32,2 33,4 34,6 35,4

Primary surplus 2,9 3,2 3,4 3,6 3,9 4,2 4,4 3,9 4,0

Nominal interests  8,2 6,6 6,6 7,7 8,5 6,6 7,3 6,9 6,3

Public sector borrowing requirements (PSBR) 5,3 3,4 3,3 4,2 4,6 2,4 3,0 3,0 2,3

Public sector net indebtedness (% GDP) 44,5 45,5 48,4 50,5 52,4 47,0 46,5 44,7 42,8

1999 2000 2001 2002 2003 2004 2005 2006 2007

Exchange rate, average 1,8158 1,8295 2,3522 2,9309 3,0715 2,9257 2,4341 2,1771 1,9483

Exports (US$ millions) 48.011 55.086 58.223 60.362 73.084 96.475 118.308 137.807 160.651

   primary products/exports % 25 23 26 28 29 30 29 29 32

Imports (US$ millions) 49.210 55.783 55.581 47.240 48.290 62.835 73.606 91.350 120.612

   capital goods/imports % 28 24 27 25 21 19 21 21 21

Trade balance (US$ millions) -1.199 -697 2.642 13.122 24.794 33.640 44.702 46.457 40.039

Current account (US$ millions) -25.335 -24.225 -23.213 -7.637 4.177 11.679 13.985 13.621 3.555

(Exports+Imports)/GDP % 17,4 18,4 22,3 23,9 21,9 24,0 21,7 21,5 21,5

Medium and long term amortizations (US$ millions) 42.440 31.977 35.151 31.143 27.180 33.199 33.261 32.953 37.586

Current account plus amortizations (GDP%) 12,2 9,3 11,4 8,6 4,2 3,2 2,2 1,8 2,6

FDI (US$ milhões) 28.578 32.779 22.457 16.590 10.144 18.146 15.066 18.782 34.616

FDI 5,1 5,4 4,4 3,7 1,8 2,7 1,7 1,8 2,6

External gap = CC+amort-FDI (GDP %) 7,0 3,9 7,0 4,9 2,3 0,5 0,5 0,1 0,0

External debt (US$ miliions) 225.610 216.921 209.934 210.711 214.930 201.374 169.450 172.589 197.697

External debt (GDP%) 40 36 41 47 39 30 19 16 15

International reserves 36.342 33.011 35.866 37.823 49.296 52.935 53.799 85.839 180.334

¹/ Focus Market Report, Central Bank of Brazil, March, 20, 2008.

source: Central Bank of Brazil


� Professor of the Course of International Relations at UNESP/PUC/UNICAMP, PhD in Economics by UNICAMP, Master in Finances by Getulio Vargas Foundation, São Paulo.


MY DEEPEST APPRECIATION TO LENINA POMERANZ AND AMIR KHAIR FOR THEIR COMMENTS.





