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The Brazilian Military, Foreign Indebtedness and
Transnational Enterprises

1, Introduction

Brazil is one of the largest countries in the world, with a very
favourable endownment of natural resources, and a population
of 150 million people. The total personal wealth is estimated to
be over US$ 1 300 billion, whereas the mineral reserves at
Amazonia are worth more than US$ 2 000 billion. The country’s
land area is nearly twice that of Europe and the gross national
product of US$ 380 billion is the tenth largest GNP in the world
(equivalent to the total GNP of Sweden, Denmark and Norway).

Since the country's discovery in 1500, Brazil has had a very
high degree of insertion into the world economy. The Brazilian
economic growth from the XVIth century up to the beginning of
the XXth was characterized by the expansion and contraction
of both production and export of primary commodities. During
the XXth century, the country had relatively high growth rates
on the basis of import-substitution industrialization.
Transnational enterprises had a bearing on this model of
industrialization. As a matter of fact, the Brazilian economy has
one of the highest degrees of internationalization of production
- transnational enterprises have played a major role in the
country.

Moreover, government intervention is significantly b
towards the “privatization” of the Brazilian State in go fiaairseag
private interests have predominated at the expense of public
Interests. Capitalism and the market system have ruled over
;?‘:rz;asznﬂ;z“;:lommy in the context of a widespread presence

avonalenterprises. The market system, although not
always a “free market”, and foreign private interests have ruled
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over the Brazi . - . countries, such as the United States and the United Kingdom,
transnational en tﬁ,‘;’:fgg:,fﬁf Juring t&i’:&ﬂ;ﬁﬁ"}fﬂtﬂﬁﬁ the richest 1% account for 8% of income and about 25% of
O Onfortamatan coonemic system Isconclushv: brazliaa “champlon. and & oopetany pdcc®

Unfortunately, Brazil is also well-known for havin one of the ! concusve: © . Soc cven the
mo:t unjll.lst soc{eties in theworld. The opportumtiesgfor income gflzr?z;cc: untries of Central America and the Caribbean, Asia
and emp ent have always been limited. The situation of :
human deogl?;ationm Brazﬂ?s quite astonishing. The access to The adjustment p rocess, as a result of the external debt
health, education, housing, safe water and sanitation is very crisis, has systematically failed under both the military and the
limited. There are millions of mal-nourished children, as well as civilian regime. The Brazilian economy is much more vulnerable
millions of children without access to school and hundreds of and the social fabric is mugh more deteriorated a decade after
thousands of children dying every year of hunger, disease, the beginning of tfle debt erisisin 1982. Moreover, the adjustment
malnutrition and physical violence, Meeting the basic human process and the “market-oriented” reforms implemented by the
needs is still very far-away in Brazil. Collor admlnist.re.ltion since 1990 are creatinga critical economie,

Despite the formal democracy and political freedom whi ch social, and political situation in Brazil. In Latin America, the
exist since 1985, afier the end of the military regime, the human recent experience of countries like Vepezuela € Peru show that
rights for a large majority of the Brazilian population are still strong liberal measures, without social safeguards, may be a
violated day to day. Indeed, rights are very much unevenly '3 menace to democracy.
distributed and are strongly related to the level of income ang The main concern of this study is to analyse the evolution of
wealth, There are no social mechanisms assuring the dignity of the Brazilian economy in the recent past on the basis of the links
the human person. In Brazil the “market system” also applies between the military establishment, the process of external
shamelessly to the rights, dignity and development of the | indebtedness, and the presence of transnational enterprises.
human person. As far as human development is concerned, one As a matter of fact, these links have a determinant bearing on

finds the tyranny of a perverted version of the free-market the amics of the Brazilian society and econom Although
principle that “get-the-prices-right-and-development-win- dynami y ety and cco v

oo the emphasis is laid on economic issues and, mostly, on the role

l Oftl' - . -
F ermore, Brazil has one of the large ansnational enterprises, the analysis deals with explaining

st degrees of income . factors at thre I ly, the military- i
and wealth concentration in the world. Indeed, Brazil shows the politicala;.nd ﬂi: zg:ngl‘ileil:'l;aellgg-y. o strateglc. the

~ greatest income disparity in the world if one takes into account The paper proceeds in the following way. In the first section,

the ratio of the per capita income of the richest 20% to the | after this Introduction, there is a discussion of the s
poorest 20%: in Brazil this ratio is 26, whereas in the United ] geopc:ll;:iscal projects or visions of the Brazilian mmmg::;gg
States and Sweden the income ratios are 9 and 5 respectively. ! , are at the root of the process of external indebtedness in Brazil.
Also, the lowest 40% of households has a, per capita income Here, one tries to show that the debt crisis and military
of US$ 350 - it implies that 60 million people in Brazil have an initiatives (strategic and economic alike) are closely linked. In
average income similar to that of the poorest countries of Asia the second section, one deals specifically with the issue of the
(Pakistan), Central America and the Caribbean (Haiti) and presence Of*-"alfsnaﬂonﬂl enterprisesin Brazil, withan emphasis
Africa (Burkina Faso). It is also worth noting that the richest 19 on their historical role, and contribution to arms production
of the Brazilian population accounts for aproximately 209, of and exterr;a'.;lh adjustment in the recent past. Here it is also
income and more than 50% of total wealth; in developeq shown that the Brazilian government has generally had a very
7
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i?\’:l;l:lble attitude vis-a-vis foreign enterprises in the context
cular process of capitalist economic growth. The last

section
Sttt presents a summary of the main conclusions of the

2. The Brazilian Military and Foreign Indebtedness

“state security”.
the adjustment

2.1. “
From “great power” to “great ambivalence”

1950 . o1
intent to buiid upit}}e Brazilian military establishment hasthe

1 great power”. Th tary
a8 8 “great . The mili vision of B
POWer” have ejther an international, ora reg?onaﬁill‘

of geopolitical conside feoups unmmd]erstand that
tions, B . on the basis
internationa] - : has a rol
arena as a regjona) or internietgig:ypigwt;e
tic, the Southeni
. @ are Brazil's natura] zones of
The military concern has been, there

building up ofa domestic technological fore, associated with the

and economie capability

The Braziian Military, Foreign Indebtedness and Transnational Enferprises

which is a necessary condition for the “status” of intermediate
power. Hence, the military establishment has played a major
role as supporter of economic policies oriented to the creation
of strategic industries and sectors. This is true, for instance, in
the cases of the steel industry, and oil production and refining
during the 1940’s and 1950's, the petrochemical industry, the
capital goods industry, the electronic complex, the aeronautical
and armament industry since the 1970's. The project of building
up a nuclear capability which started in the 1970's was, of
course, a military initiative oriented much more to the external
security concerns than to the domestic supply of energy.

While it is true that the Brazilian military has been closely
associated with economic nationalism, it is probably even truer
that the military has an ambivalent attitude towards foreign
capital and technology. This “great ambivalence” is characterized,
on the ocne hand, by the fact that the military fears the economic
penetration by transnational enterprises, mostly from the
United States, which is the secular hegemonic power in the
region. National defence implies inter alia the existence of key
economic sectors as well as internal control over strategic
industries (including, arms production), which allow Brazil to
have a “dissuasive capability”. On the other hand, there has
always been a feeling that the building up of a strong domestic
economy depends on foreign capital and tecnology.

During the military regime (1964- 1985) there was a permanent
conflict between different fractions of the military establishment
regarding economic nationalism. Notwithstanding this conflict,
the “internationalists” were the hegemonic force among the
Brazilian military. The fact is that transnational enterprises
have played a major role in the different economic phases of the
military regime, namely, the stabilization period (1964-67), the
“miracle” phase (1968-73), the structural adjustment period
(1974-79), and the “lost decade” (1980 onwards).

As far as the debt crisis is concerned, the main external
determinants are the following: the deterioration of the terms of
trade (because of the ofl crises in 1974 and 1979 and the
reduction of the prices of primary commodities); the sharp
increase of international interest rates in 1980 (because of

@
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in the US monetary policy); the increase of protectionist
fllcljzr-lt%i?iflfnmeasures in di?izloped countries; the oversupply 0?
international financial flows up to 1982; and the_ sharp d;op (i
external financing from 1982 onwards. In the internal rft?m ,
however, the debt crisis has its roots_in the proper naturedo the
structural and adjustment processes implemented mostly during

hte military regime (that is, until 1985).
2.2. Military spending and foreign debt

In developing countries the military estai?h_shmeélli; has zr%jd
a major responsibility in the extemal. del?‘t crisis. In this gc?tgures,
the basic mechanisms are the following: mm’t!a.ry €Xpen 11 "
- public deficit - external indebtedpcss ; and “mili ary
expenditures - arms imports - external mdel?tedness ; i
With respect to Brazil, the basic argument is Fhat the mi au'gsrs
establishmenthas amajor responsibi]i'ty Te ga:slmg the ﬁ(gulrlmyl'd
external indebtedness after the first oil shqc%c.m 1?:}-14 u s 3}1
be emphasized, however, that the respon51b.1l.1ty of the ;azi an
military is due not so much to the levels of military expenditures
and imports, but mainly to the nature of the adjustment
process carried out during the military regime. It is by po means
true to suggest that military expenditures had a minor influence.
However, of foremost importance is the fact, usually neglected
in the debate, that the structural reforms and adjustment
process were subject to the military views about Brazil's security
and its role in the international arena.

As regards to military expenditures, it is worth noting that
Brazil has a different pattern from that usually found in most
developing countries. Firstly, military expenditures accounted
for 1.2% of Brazil's gross domestic product in 1989 and
approximately 4% of government budget. There seems to have
been no major fluctuations in these shares since the early 1970
inasmuch as they fluctuated around 1%#. It is worth noting
that, in 1989 the average share of military expenditureg ; gy
for industrial countries and developing countrie S Were 4,00
4.6% respectively®. 9% e
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Secondly, arms imports represent a relatively small fraction
of total imports (less than 1%) and about 8% of total mili
expenditures in Brazil”. There is no doubt that the existence of
a national armament industry oriented to the production
conventional arms and equipments is a major determinant of
this low import ratio of the Brazilian armed forces. In 1969 the
Brazilian arms industry had a take-off with the set up of a state-
owned enterprise (Embraer) by the Air Force Ministry to produce
jet fighters and civil airplanes. In 1975 the Army created
another state-owned enterprise (Imbel), which allowed the
Army to have a major influence on the arms industry through
R&D, coordination and planning activities, as well as arms
production and exports. By the mid-1970s there was a
production spurt of arms oriented to a large extent to export
markets. Although Brazil accounts for approximately 1% of
world arms production, it has a relatively diversified arms
industry and it was already the largest arms exporter among
developing countries by the early 1980s?.

Thirdly, Brazil is a net exporter of military equipment. Rough
estimates indicate that Brazil exported US$ 2.4 billion and
imported US$ 1 billion in the period 1977-85; that is, an annual
average trade balance of US$ 160 million®. However, it does not
mean that military activities have no significant impact on the
trade balance. In this regard, it is worth noting that since 1975
the nuclear programme, which cost approximately US$ 7
billion, seems to have had a non-negligible impact on the trade
balance!o,

Lastly, total imports of armaments represented less than 1%
of the change of external debt in the recent past''. However, it
should be taken into account the effect of arms production and
military expenditures on the external debt service.

In this regard, it is worthwhile discussing the costs of the
Nuclear programme which were financed by foreign borrowing.
Itis likely that the annual external debt service of the nuclear

Ifggfg(;‘amme cost a few hundreds million dollars since the mid-
s.

It is not

eval possible, because of the lack of information, to

uate the overall impact of the nuclear programme, in terms

11
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of its effects not only on the trade balance, but also on the
external debt service. To illustrate, for each billion dollar of
foreign debt associated with the nuclear programme the annual
average cost during the 1980s was about US$ 170 million'*.
This cost is equivalent to the average trade balance of arms
exports and imports mentioned above. Assuming that the vall,!e
mentioned above (US$ 7 billion) is correct and that half of this
value involved foreign exchange expenditures, one may say that
the foreign debt service associated with the nuclear programme
cost more than US$ 500 million every year during the past
decade. Consequently, as regards the cost of the nuclear
programmme, in terms of foreign exchange used to import
equipment and to pay the external debt service (nuclear
programme plus foreign loans for the arms industry) between
the mid-1970s and the mid-1980s, it is likely to have been
several times greater than the trade balance brought about by
conventional arms exports and imports.

Moreover, it is worth noting a second aspect, which is related
to the debt service of the loans obtained abroad to finance the
expansion of the domestic arms industry. To illustrate,
EMBRAER had a total debt in foreign currency of US$ 260
million in 1988, as well as the other leading arms producers had
high levels of indebtedness due probably to foreign borrowing'3,

On the basis of the above considerations, it can be said that,
although Brazil is a net exporter of armaments, the overa]]
impact of military expenditures on the balance of payments ig
likely to be negative. In this regard, a particularly important
reason relates to the burden of the foreign debt, mostly from
1975 up to the debt crisis in 1982, associated with the financing
ofthe nuclear programme and the expansion of arms production
and exports. Notwithstanding the fact that military expenditures
played a non-neglible role in the process of external-accounts
disequilibrium in Brazil, it is important to point out that, in
terms of relative importance, this role cannot be compared to
the overwhelming influence of the deterioration of the terms of
trade and the increase of international interest rates. Thyg
military spending was the handmaiden of the debt crisis. '

12
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2.3. From “national security” to “unlimited vulnerability”

Indeed, as far as the responsibility of the Brazilian military
is concerned, the fundamental point is not so much the overall
balance-of-payments impact of military expenditures, but the
nature of the adjustment process and structural reforms
implemented under the military regime. Moreover, a particularly
significant issue is the major role played by strategic-military
considerations in the adjustment process.

According to the military view of Brazil as either a “great” or
an “intermediate” power, the principal strategic element of the
adjustment process after 1974 was to reduce the external
dependence and vulnerability of the country.

The adjustment strategy was based onan import-substitution
model, supported by export expansion (including, armaments),
and an increasing inflow of foreign financial resources's. The
objective was to keep the economy growing and, at the same
time, to implement some structural changes at the level of the
productive system (mostly related to the domestic production of
capital goods, key intermediate products and energy). Hence,
the adjustment strategy followed the line of least resistance in
so far as it drove the economy into the natural path of
industrialisation in Brazil, mainly, import susbstitution in
capital goods.

However, the strategy carried out by the military regime after
the first external shock in 1974 implied a greater interaction

With an increasingly volatile international economy, rather
than lower dependence and vulnerability, as intended by the
decisionmakers, military and technocrats alike. The strategy
implied greater reliance on international economic relations
because of the roles played by exports, imported oil, foreign
technology, foreign direct investment and external financing.

It is worth noting in this connection that the trade balance
became growingly dependent on the growth of manufactured
€Xports in an increasingly protectionist world., By the early

;?fgos; the non-tariff measures applied by industrial countries
cted more than one-fifth of Brazilian export products!'®.

13
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Moreover, the structural changes in the energy sector were
oriented to maintain a transport systemn highly dependent on
imported oil. The import-substitution process in basic inputs
and capital goods was also highly dependent on foreign
technology and capital, through “joint ventures” and expansion
of subsidiaries of transnational corporations. A lower
vulnerability with respect to capital goods and inputs was
followed by an even greater dependence on transnational
enterprises because of their operations in strategic sectors and
technology-intensive industries. This last issue is dealt with in
greater detail in the next section.

Offoremost importance is the greater dependence on floating
interest rates, so that by the end of 1979 approximately 70 per
cent of the external debt was related to financial loans from
commercial banks. In this regard, the Brazilian military and
technocrats also followed the line of least resistance inasmuch
as there was a relatively elastic supply of external loans, which
was brought about by the recycling of the petro-doliars through
~ the international financial system.

The substantial increase in foreign indebtedness was a
noteworthy aspect of the period 1974-82, and the assumption
of the decisionmakers was that the external debt could be
rolled- over forever. Hence, it would be possible to get long-term
loans from commercial banks and the cost of financing could be
diluted over time. Of course, the financing of the adjustment
process depended upon the performance of the world economy
and, by that time, there seemed to exist a certain optimism in
the sense that the world economic crisis was assumed tobeg
temporary and cyclical one. As far as the Brazilian mili

establishment is concerned, it is worth noting the lack of a
“contingency plan” to deal the increasing uncertainty of the
international economic system by the mid-1970s onwards |

By the end of the structural reforms in 1979, Brazj] was
facing strong balance-of-payments disequilibria og account of
a cumulative process of indebtedness, and the deb service
became the central issue for economic policy management, The
rise of international interest rates in 1979 was a new Ilnp()l:tant
factor, which increased further the debt service, Moreover

14
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there occurred a sharp deterioration of the terms of trade due
not only to the second oil shock, but also to the prices of
commodities. Indeed, there was a sharp deterioration of Brazil's
terms of trade between the early 1970s and 1982, when the debt
crisis started'. This crisis implies inter alia that the external
indebtedness process feeds upon itself and, therefore, the new
loans are basically used to pay the debt service. Besides, itis the

beginning of a process of net transfers of resources from

indebted developing countries to industrial countries. Since

1982, Brazil's interest payments on external debt has been

about US$ 110 billion, that is, the approximate value of the debt

outstanding by 1992.

With the debt crisis it became evident that a longer-term
perspective related to development was gradually loosing ground
to the critical short-term problems of macroeconormmic
stabilization. The past decade, after the beginning of the debt,
crisis, has been characterized by a series of unsuccessful
attempts to deal with the external debt service. In Brazil this
phenomenon came together with the accelerating inflationary
process, in the context of an increasingly unstable, vulnerable
and decaying economic and social situation.

At this juncture, the main question is: Why the Brazilian
military and technocrats carried out structural changes and
policy reforms that, after all is said and done, implied opposite
results from those they expected?

The answer is that they could not go beyond the limited
interests of the dominant economic and Social groups in the
Brazilian society. There is no doubt that the lack of ademocratic

Inthis regard, after the first oilshock the Brazilian elites were

faced with a “wrong question”, namely
| . . y, “To grow or not to
grow?". Their choice was to have the econo 8

external financing. However, by that

15
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€conomy more resistant to external shocks, but also to reduce
the internal social and economic disequilibria?”

In other words, it was not only a mattter of reducing trade
vulnerabilities. Much more important than that, it was the need
to reduce the “internal vulnerabilities”. But, it would imply a
significant change of the distribution of income, wealth and
power in Brazil.

To conclude, the Brazilian society is still suffering from the
failure of the adjustment strategy and structural reforms
- implemented under the military regime, in the period previous
tothe upsurgence of the debt crisis in 1982. The main explanation
is that, under an authoritarian regime, there was a natural
convergence of “the all-consuming desire for profit” of the large
€conomic groups in Brazil, national and transnational alike,
and “the all-overwhelming desire for national security “ of the
Brazilian military (of course, with the amicable help of the
technocracy).

The strategy of the Brazilian military backfired and since
1980 the per capita income in Brazil has been reduced by
approximately 10%. There continues to exist the long-standing
incapacity of the Brazilian elites (under the military regime until

1985, and the civil regime since then) to carry out effective

structural changes, which are the hecessary conditions for

dealing with the macroeconomic stabilization problems, as well

as to implement a “people-centred adjustment”,
3. Transnational Corporations in Brazil

In the past decade there have been some important changes

in the world regarding economic relations and ideas. The “new
conventional wisdom” envolves an almost absolute

predominance of “free market” principles and values. In this
regard, there are reasons for worrying about the apparent
triumph of market and capitalist Principles and rules vis-a-vis
fundamental human values, such as, dignity, Peace, freedom
solidarity and justice. !
In the context of the “logic of the market” (supply versyg
demand) and the “logic of the capital” (maximum profits), the

16
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most powerful economic agent on a world scale is the
transnational corporation. In the past decade there have been
some changes in terms of a greater internationalization of
production and globalization. The first process involves the
growing presence of transnationals in the international arena
in so far as they become even more important agents of
production, investment, trade, technological innovation and
financial transfers. Moreover, there has been a greater
competition on a world scale - globalization -, which has led to
agreater interaction among transnational groups through inter
alia fusions, acquisitions, and different mechanisms of
cooperation'®,

Of foremost importance is to know the consequences of this
changing economic situation on the role of transnational
enterprises in Brazil.

3.1. A Brief Historical Record

During more than four centuries Brazil had a primary-export
economy. After the middle of the XVIith century the country
became integrated into the British economic system through
the relation of semi-dependence of Portugal on Great Britain, In
the colonial period all the decision-making was concentrated on
the commercial sector of the economy, which was controlled by
British and Portuguese enterprises. As has been argued, in the
period prior to political independence from Portugal in 1822,
“Brazil was a large plantation of tropical products, the colony
was closely integrated into and depended upon the European
economies. It was not, therefore, an autonomous system,
inasmuchasitwas a simple extension of other larger systems™,

This integration persisted after the political independence
from Portugal. Brazil could be considered as an unofficial
member of the British empire?. It is also worth noting that just
after independence in 1822, Portuguese and British firms
received privileged access to the Brazilian market, which was
maintained until 1844,

Inthe second haif of the XIXth century the Brazilian economy
hada prosperous phase, characterized by the predominance of
coffee in the export activities and the development of transport

17
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infrastructure and public utilities. In this period the dynamic
sector of the economy was still foreign trade, which was to a
large extent controlled by British firms?'. Most of the
manufactured goods were imported, although there were some
local workshops and factories of consumer goods. The open-
doors policy involved a great presence of British firms, not only
in terms of foreign trade, but also through investments in
railways, shipping, insurance, port facilities, banking, public
utilities as well as financial loans?2. According to a British
observer, in 1878 “The Brazilian loans [were] entirely in the
hands of Messrs Rothschild” 22,

By 1914 the British pre-eminence in Brazil was over. At the
same time, there had occurred the expansion of investments by
the United States since the turn of the century. The acceleration
of industrialization based on the import-substitution process
implied an intensification of the foreign presence through direct
investment, which in some cases received privileged treatment?*.
In the initial industrialization spurts the foreign presence is
consolidated through assembly plants, service organizations,
sales offices and manufacturing plants®s. Although by the mid-
1930s there were restrictions regarding the presence of foreign
capital in some sectors, such as mining, petroleum and hydro-
electric energy, these restrictions were due toreasons of national
security?®.

By the second and third decade of the XXth century, firms
like General Electric, Nestle, Pirelli, Ford, General Motors,
Chrysler, Rhone-Poulenc, British-American Tobacco, ang
Siemens had already established production units, Service
organizations or sales offices in Brazil. Hence, the spurts of
import- substitution industrialization during the first three
decades of the XXth century were accompanied by a flow of
foreign direct investment, which was not only welcomed, but
also received some government support. By and larg
capital was faced with a propitious and liberal envj

After the World War Il some of the restrictions
foreign capital during the 1930s - because of
strategic considerations -, were eliminated and
Brazil had a liberal environment for foreign

e, foreign
ronment,

mposed on
military angd
» in genel-al’
capital ang
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transnational enterprises until the period of political turmoil of
early 1960s. The process of import-substitution ind ustrialization
of the 1950s was to a large exlent centred on the expansion of
sectors controlled by transnational enterprises.

Soon after the coup d'etat in 1964, the military government
slarted to apply measures in accordance with an open-capitalist
economy and, by and large, the government implemented a
liberal policy towards foreign capitalin general, and transnational
corporations in particular.

To illustrate, it is worth mentioning that, in addition to the
changes in the specificlegislation on foreign capital, the Brazilian
military government aimed at encouraging new flows of capital
and showing its goodwill towards transnational enterprises,
signed an investment guaranty agreemeni with the United
States government on February 1965, This agreement states
that, in the case of expropriation of US assets, which are
guaranteed by the US government and, therefore, are entitled
to compensation, the Brazilian government recognizes the
transfer of such assets to the US government. Hence, the
€xpropriation becomes an intergovernmental problem to be
resolved in bilateral negotiations.

Indeed, as pointed out by a North-american expert on
Brazilian affairs, “special concessions were made to foreign
Private investors, who were regarded as an indispensable part
of Brazil's future. The military regimes spent much time

T€nouncing the nationalist rethoric of the populist era that
Preceded them”?7,

3.2. The Strategic Role of Transnational Enterprises

.Since the liberal reforms of 1964 carried out by the Brazilian
Military, the basic policies regarding foreign capital have not
changed in a significant way. In the context of a growing
cconomy from 1968 until 1980, transnational enterprises have
Played a major role in the evolution of the Brazilian economy
and the net flow of foreign direct investment have sharply
INcreased in this period. However, since the debt crisis there has
a clear change inasmuch as the net flow of foreign direct
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investment to Brazil has become growingly negative {annual
average transfers of US$ 1.1 billion since 1983)?. It means that,
as regards the net flows of foreign investment by transnational
corporations, Brazil has been a net exporter of capital.

Neverthless, Brazil is still one of the largest host economies
among developing countries. As a matter of fact, Singapore and
Brazil were the two largest host economies in the developing
world during the 1980s, with annual average inflows of US$
1.95 billion and US$ 1.85 billion respectively?., The total stock
of foreign direct investment registered at the Central Bank in
Brazil is about US$ 33 billion by the end of 1991. It is likely,
however, that the effective value of foreign capital controlled
directly by transnational corporations is well over US$ 50
billion.

The available data also show that transnational corporations
are responsible for approximately 11% of total capital stock of
enterprises in Brazil (see Table 1). The United States is the
largest investor in Brazil (approximately one-fourth of the total
stock of foreign direct investment), followed by Germany,
Switzerland, United Kingdom, France and Japan. The
fragmentary empirical evidence does not seem to show a trend
of increasing participation of transnational corporations in the
Brazilian economy during the past decade®. The main reason
for this phenomenon is, of course, the sharp deterioration of the
internal economic and social situation, mainly after the beginning
of the debt crisis in 1982, which has significantly reduced
investment opportunities and increased uncertainty.

The above findings about transnational enterprises in Brazil
are meaningless if we do not know the main characteristics of
foreign firms, their strategic position in the economy, and their
participation in dynamic sectors. It has to be noted in this
connection that about three-fourths of foreign investment ig
concentrated in manufacturing. Transnational corporations
account for 32% of total manufacturing production and 23% of
employment®'. Moreover, transnational corporations have a
significant participation in the production of durable consumer
goods, capital goods and intermediate products, and in these
sectors transnationals account for 56%, 46% and 35% of
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production respectively. Transnationals operations in Brazil
are carried out by majority-owned and whole-owned subsidiaries:
only 8% of manufacturing production is accounted for minority-
owned affiliates. It is also worth noting that the activities of
transnational enterprises are very concentrated on technology-
intensive industries, as well as on industries where there is a
predominance of medium-size-to-large enterprises and large-
size enterprises™.

At issue is the extent to which transnationals control the
Brazilian economy. In this regard, it is worth pointing out that
Brazil has one of the highest degrees of internationalization of
production in the world. Only in a handful of countries
transnationals control domestic industries to the same extent
that they do in Brazil. To illustrate, let us compare the data on
the share of transnational enterprises in total manufacturing
sales and employment in Brazil and in the United States (see
Table 2). In the former, transnationals account for 32% of sales
and in the latter they represent 11%. Moreover, a notable aspect
is that the degree of openness and internationalization in Brazil
is higher than in the US in all industries, except in printing and
Publishing. This exception, which confirms the rule, is explained
by the fact that publishing companies from Canada, United
Kingdom and Australia have significant investments in the US
S0 as to take advantage of the English language market.

3.3. Transnational Enterprises and External Adjustment

The balance-of-payments problem of Brazil during the 1980s
has been characterized by an extraordinary trade surplus (US$
100 billion in the period 1981-90) and by an enormous external
debt service (US$ 110 billion in the same period). In this regard,
from a financial standpoint, the external debt was “paid” with
the trade superavit.

Transnational enterprises have played a significant role in
the Brazilian foreign trade. From the late 1970s transnational
enterprises changed their trade position, from deficit tosuperavit,
Owing to the sharp increase of their exports as well as to the
government import controls. The data for the period 1978-86
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show annual average exports and imports by subsidiaries and
a.fﬁliatgs of transnationals in Brazil of US$ 5.7 billion and US$
3.0 billion, that is, an annual average superavit of US$ 2.7
billion, which corresponded to approximately 68% of Brazil's
trade superavit in the period?.

It is also worth noting that the available data for 1986
indicate that majority-owned subsidiaries in Brazil accounted
for 18% of total exports and 26% of total imports, whereas the
shar; of transnationals in total manufactured exports was
28%%. If one takes into account enterprises that are minority-
owned affiliates, the share of transnationals on manufactured
ex;;::rltssiis approximately 40972,

mportant to point out that since the mid-1970s the
foreign trade behaviour of transnational enterprises in Brazil
was characterized by the fact that they benefited from
extraordinary export incentives and subsidies, Export promotion
mec:hanisms have been extensively used from the early 1970s
until the late 1980s, especially during the military regime®, As
?hr matter of fact, transnationals received special incentives
th (;l:lil‘il mec}lanisms that were created so as to stimulate the
p m :ln o their €xports. On the basis of the available
empirical evidence, it can be said that the average subsidy/
epr.;rt ratio for transnationals was approximately 50%.
eams 3$r§%u}l:::. transnationals received export subsidies of at
p illion during the 1980s, that is, more than one-
ouirth of the total external debt of Brazil,
b alar.ln éaeclgi{.lon to give a non-negligible contribution to the
transnatjon]::llyﬁgms adjustment through trade surpluses,
Brosile potts S fVG also played a major role in moving upwards
i " pattern of comparative advantage. Given the enormous
ncentives and subsidies given by the military governments and
the overwhelming presence of transnationals in the most dynamic
sectors, the outcome was that transnationals became responsible
for a very significant share of exports of dynamic or tecnology-
intensive products and for the upgrading of Brazil's export
structure®,

Moreover, the largest 53 exporters and importers among

transnationals were responsible for 20% of Brazil's total
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manufactured exports and total imports®. There is no doubt
that these aspects represent important economic sources of
transnationals’ power in Brazil. The extent to which the economic
and non-economic power of transnational enterprises in Brazil
is concenirated in a handful of enterprises is indicated by the
fact that the 25 largest subsidiaries are responsible for more
than 52% of the total sales of the 550 largest non-financial
transnationals in Brazil®®. As a matter of fact, transnational
enterprises have a great number of economic and non-economic
sources of power in a developing country like Brazil®'.

It is worth emphasizing that the trade performance of
transnationals in Brazil was to large extent determined by
policy measures implemented during the military regime. In the
early 1970s, before the first oil shock, the motivation of the
military regime to promote an outward-oriented model of
economic growth - based on rapid export expansion and deeper
penetration of transnational enterprises -, was determined by
economic, political and military-strategic factors.

According to the traditional view, export expansion has some
important direct and indirect effects in terms of foreign exchange,
Productivity, technology transfer and so on. Moreover, the
outward-oriented model was also functional from a strategic-
military and political viewpoint.

It is hardly possible to overrate the influence of political,
military and strategic considerations. The reason for that was
the “threat of communism” argument. A closer cooperation with
the West, mostly with the hegemonic superpower, the USA, was
akey element of the strategy of the military regime from the very
first day after the coup d'état in March 1964. The investment
8uaranty agreement signed exclusively with the US government
in February 1965 is just one example. The closer cooperation
With the USA was important, for no other reason that the US
had a very important bearing on the coup d'état.

The situation started to change with the disequilibria caused
by the first oil shock in 1974. In the coniext of a deep
desequilibrium in the balance of payments, the policymakers,
military and technocrats alike, started to apply measures
aiming at reducing “external vulnerabilities”. As a result, they



Textos para Discuss&o

began to use an enormous and complex set of incentives and
suli)sidles tostimulate exports. In addition, there were important
tariff and non-tariff barriers, which meant a strong control of
imports, and these barriers were also very powerful instruments
to promote the structural reforms. That is, the external
disequilibrium of the second half of the 1970s and the debt
crisis of the 1980s were the main determinants of government

policies, which affected significantly the trade performance of
transnationals in Brazil.

3.4. Foreign Debt, Arms Production and Transnationals

The external shocks of the mid-1970s and i
policies of adjustment adopted by the Brazﬂlt:.lr? ;&il?::.?yeie?izg
to a large extent on export expansion. Brazilian export value
increased fromless than US$ 9 billion in 1975 to more than US$
20 billion in 1980. The strategy of incresing trade surpluses
became even more central to Brazilian policymakers after the
beginning of the debt crisis.

In this regard, even though there were some impo
political-military motivations for building up an arms ngdll;ts?trtl;
in Brazil, it is important to point out that one of the main
economic motivations behind establishing an arms industry
was the export promotion strategy*?. The strong outward-
looking bias of Brazil's arms industry is shown by the fact that
between 80% and 95% of total production is exported. By mid-
1980s Brazil became the fifth largest exporter in the world®,

Arms production in Brazil is to a very large extent the
outcome of a tripod strategy based on a close interaction
between the Brazilian government, private local groups and
transnational enterprises. The Brazilian military played g
catalytic role through different mechanims, such as, the mili
research and development institutes, the foreign trade and
financing agencies, the direct production of military equipment
and planning. With respect to the structure of the arms
industry, it is worth noting that there is high degree

concentration in this industry inasmuch as the three ]arge:{

24

The Brazilian Mifitary, Foreign Indebtedness and Transnational Enterprises

producers (one state-owned enterprise and two private local
enterprises) account for about 90% of total arms exports.

Nevertheless, there is no doubt that transnational enterprises
play a major role in the Brazil's arms industry. According to a
recent study, 159 subsidiaries of transnationals are involved in
arms production in Brazil**. By and large, transnationals
produce both civilian and military products. To illustrate,
Mercedes Benz and General Motors supply engines, parts and
components to Brazilian manufacturer of military vehicles.

Transnationals have also joint ventures with state-owned
enterprises and private local groups. This is the case of
Volkswagen and Phillips. Moreover, transnationals have played
a major role in the development of the Brazil's arms industry
through licensing agreements and technical assistance. For
instance, the largest arms producer in Germany (MBB) and the
Italian Aermacchi had licensing agreements related to the
production of training jets and missiles, respectively. The
Swedish transnational enterprise, Ericsson, had a licensing
agreement related to the production of radars by its subsidiary
in Brazil*®.

It is also worth emphasizing that the supply, by subsidiaries
of transnational enterprises, of parts, components and inputs
to the local private and public enterprises is a fundamental
feature of the Brazilian arms industry. This phenomenon is
largely explained by the existence of a relatively diversified and
complex industrial sector in Brazil as well as the dominant role
of transnationals in the technology-intensive industries. In this
regard, it is also worthwhile noting that North-american
transnationals are the most important suppliers.

With respect to the transfer of military-related iechnology,
the major role is played by European transnationals. Here, the
military considerations have had an overwhelming influence, in
Part because of the strategy of the Brazilian military aiming at
reducing the country’s dependence on the United States and, in
part, as aresult of the restrictions imposed by the US government
on the access to their military-related technology (what the
Brazilian military call “technology apartheid”).
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4. Conclusions

The strategies and policies of the Brazilian military are
closely linked to the external indebtedness process and the
internal and external disequilibria, which are affecting the
country since the 1970s. Here, the point is that the close links
between the Brazilian military and foreign indebtedness are not
so much related to military expenditures, but mainly to the
influence of military conceptions, visions and projects about
strategies and geopolitics on the process of external and
structural adjustment. There was a strong military-strategic
component in the process of adjustment. In this regard, the
influence and responsibility of the Brazilian military go beyond
their immediate capacity to increase military expenditures and
carry out mega-projects, such as, the nuclear Programme.

Moreover, the adjustment processes undertaken by both the
military and civil regimes, have followed the line of least
resistance in so far as they relied on an even deeper insertion in
the world economy through counter-productive mechanisms,
In this regard, the adjustment policies and strategies have
strongly relied on transnational enterprises’ investment and
trade behaviour and on international financial flows as well,
Moreover, the links between the Brazilian military, the external
adjustment and transnationals have been important inso faras
the building up of one of the largest arms industries in the
developing world, with a very strong export orientation, was
influenced by the need to generate foreign exchange - so as to
pay the debt service and carry out the balance-of-payments
adjustment. In Brazil the arms industry relies significantly on
transnationat enterprises’ production and technology.

Indeed, the Brazilian elites in general, and the military in
particular, have adopted a strategy on the basis of the line of
least resistance, which involved the convergence of “the g]j.
consuming desire for profits” of the large domestic groups ang
transnationals and “the all-overwhelming desire for security” of
the military establishment. As a result, the country has had g

process of maladjustment so that the social and economic
disequilibria are increasing.
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teworthy issue is that the processes of structural
ref;rlt'ln(:;n a(.)r?; l‘f:l(c;‘ljustmerllrt. under the initiative and responsibility
of Brazilian military, have backiired in so far as they increased
the country’s external vulnerability. Indeed, the strategy of
reducing external dependence and vulnerability, which is
fundamental for the military establlshment., was a complete
failure. Nowadays, Brazil has a pattern of mseruop into the
world economic system which implies not only an unqortapt
degree of dependence, but a great external vulnerability in
terms of technological, trade, and financial ﬂows.‘ as well as an
extraordinary degree of internationalization of its produ_ctlon
system because of the significant presence of transnational
enterprises. By the end of the 1980s the failure of the adjustment
process has implied inter alia a greater outflow of foreign capital
capital and nearly the bankruptcy of the Brazilian arms
industry*s,

'Ih:ryéollor administration which started in March 1990
carried out a series of policy reforms aiming at an even Qeeper
promotion of market forces and capitalist prlr}ciples in the
country. Hence, the government put forward policies to promote
the market mechanism through, for instance, the greater
openness of the economy, deregulamentation, and
“denationalization” or “privatization” of public-owned enterprises.
So far, this new set of neo-liberal policies in Brazil has increased
further the social and economic disequilibria, whereas the
Macroeconomic stabilization seems to be far-away (inflation
rates have been over 20% monthly during the first five months
of 1992) and the recession is in its third consecutive year.

The most basic feature of this perverse situation is that the
foreign debt crisis is still a critical problem in Brazil, and the
Collor government, despite its clear neo-liberal initiatives, was
able to sign an agreement with the international private banks
Since it came to power more than two years ago (March 1992).
Just a few weeks before of the fall of the Collor government in
late September 1992, the Ministry of Finance was in a hurry to
negotiate a term sheet with foreign banks.

In the context of a erisis of government credibility in the last

O years, transnational enterprises have increased their
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pressures and exercising extraordinary power so as to get a
more favourable treatment, including changes in the 1988
Constitution,
More over, it is worth noting that, despite the liberal policies,
the Collor government was considered by the executives of
transnational enterprises the most inefficient and corrupt
government in Latin America and the Caribbean by the end of
199147 As a matter of fact, the political-economic process in the
recent past has been influenced by the so-called “Collor
Polynomial”, that is, the administration of President Fernando
Collor was characterized by five “variables” (1) the “bizarre”
personality of President Collor'®: (2) the authoritarian behaviour
and conduct of Collor*?; (3) the lack of political and ideological
consistency of government®°; (4) the persistent fall of credibility®';
and (5) the permanent risk of non-governances?,
To conclude, notwithstanding the fall of Collor and its

catastrophic government, the leve

lof collective des airin Brazil
isreaching critical and unbearabi rOUDS A

elevels, whereas fth
military establishmentstart to aband groups of the

on theirlow-profile attitud
of the past three years as a resy] y arics

t, apparently, of low salari S
and growing concern for nation d y :

al defense (probably, a more
independent foreign policy and lo a y

Wer external vulnerability of
the economy). The recent €xperiences of a coup d'état in Peru

about macroeconomic stabilization, but they may also increase

further social desequilibria and political instability and, therefore,
to be a menace to democracy.
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TABLE 1:
The relative importance of foreign capital in Brazll, according to the
sector: 1977 and 1985

Sector\ The percentage share of foreign capital
in the total capital of the sector
1977 1985
Agriculture 5.0 1.7
Mining 8.6 az2
Manufacturing 236 2586
Nonrmetallic mineral products 11.8 11.4
Metallurgy - 15.1 13.7
Nonelectrica! machinery 369 36.2
Electrical machinery 53.9 40.2
‘Transport equipment 51.8 506
Wood B 5.1 4.5
Furniture 2.0 1.3
Paper 215 15.4
Rubber 56.4 62.2
Leather 9.2 5.3
Chemicals 18.0 15.4
Pharmaceutical preducts 702 67.7
Perfumery 48.3 34.7
Plastic products 10.2 13.1
Textlles 17.8 16.2
Clothing and shoes 2.9 3.3
Food products 11.9 11.5
Beverages 6.3 4.6
Tobacco 30.5 52.6
Printing and publishing 3.1 5.0
Miscellaneous 24.4 50.7
Construction 3.0 2.2
Public ut|ljjjeg 28
Services 4.7 6.9
Transportation 0.3 02
Communtcation
Lodging and eatering 7.0 1.6
Repalr and majntenance 13.5 8.6
Personal services 0.7 6.8
Commercial services 16.1 12.7
Entertalnment 1.6 4.2
Finance 2.4 6.2
Wholesale trade 237 22.2
Retail trade 2.1 3.7
Real estate 54 9.2
Unspecified 44.0 158
TOTAL i1.1 1.0
—_—— e

Source: Author's com a
ulations on the basis of Finance Ministry. Brazil. Anuirio Econdmico-
Flscal 1979 and 19871.‘ o

Note: {...) Less than 0.05 percent.
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TABLE 2:

The Relative Importance of Transnational Enterprises in
Manufacturing: Brazil and United States

The percentage share of transnational enterprises
Sector\

Sales Employment

Brazil USA Brazil USA

Nonmetallic mineral products 23 22 12 12
Metallurgy 16 13 19 7
Nongelectrical machinery 34 6 25 6
Electrical machinery 83 12 68 9
Transport equipment 78 3 81 3
Paper 13 7 11 6
Rubber and plastic products 38 10 31 7
Chemicals and allted products 44 31 63 24
Textiles 16 4 13 3
Food products, beverages, tobacco 23 8 14 9
Printing and publishing 1 8 1 5
Miscellaneous 7 5 4
Total 32 11 23 7

Sources and notes: Author's computations based on data found in Reinaldo
Gongalves, “La presencia de Jas empresas transnaclonales en Brasil”, Estudios e
Informes de la CEPAL, Santiago. No. 31, 1983, P- 66-7, and “1).8. affiliates of foretgn
companies: 1987 benchmark survey results”, Survey of Current Business, Vol. 69,
No. 7. 1989, p. 130-1. The data for Brazil refer to 1977 and for the USA to 1987.
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