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Introduction

The decade of the 1990s was the backdrop for profound changes in the Brazilian economy. After a long period of external restrictions provoked by the debt crisis at the beginning of the 1980s, the new conditions of international finance permitted the implementation of a series of pro-market reforms in the national economy.  Of these, it is sufficient to highlight commercial and financial liberalization and the privatisation of the public enterprises. 

After 1994, monetary stability was added to the reforms that were taking place. The national authorities believed that the new policies would reestablish conditions favourable to growth by means of the elimination of distortions inherited from the period of the “import substitution” policy and by means of a wider integration of the Brazilian economy into the world economy. They considered these reforms essential, not just in order to eliminate chronic inflationary pressures, but also to create conditions which would enable a new cycle of growth.

It was believed that the new strategy would begin a wave of intense modernization of production, particularly in the manufacturing sector. Manufacturing production could benefit from specialization and become more efficient. The most capable businesses would survive the challenge of competition. Thus, the country would be able to count on the support of foreign capital, whose financial contribution, technology and knowledge of the rules of the game of the globalised economy would be essential in the new phase of growth (Mendonça de Barros and Goldstein, 1997a, 1997b; Moreira, 1999).

Alongside these changes, there was a far-reaching process of internationalisation of the Brazilian economy. One aspect of this change was the strong increase in the degree of liberalization of the various sectors of the manufacturing sector (imports and exports). Another aspect was the increment, from 1994 onwards, of Foreign Direct Investment (FDI), which is the object of our study.

This report is subdivided into five sections apart from the introduction. The first is composed of an overview of the country’s macroeconomic context for FDI in the last years, as of market size, macro stability and balance of payments. The second part discusses the FDI trends and the process of internationalisation of the Brazilian economy in the 90’s. The third section describes the main policy trends and factors to attract FDI. Section four briefly summarizes the investment policy in the country. Finally, section 5 brings some final remarks.

1. MACROECONOMIC CONTEXT

1.1 Market Size and Growth Rate

Brazil is the biggest country in South America in terms of size, population and economic performance. Preliminary data from the 2001 Census provided from the Brazilian Institute of Geography and Statistics shows that the Brazilian population reached 170 million people, of which 138 million are in urban areas. The local market has a huge growth potential given the uneven income distribution and regional income disparities. Even though, Brazilian GDP per capita has reached US$ 3,500 (US$ 6,500 PPP).

After a huge fall in the beginning of the 90’s, market growth was restricted to the first two years after the implementation of the Real Plan, reflecting the rise in the population purchasing power given by the monetary stabilization. The irregularity of the GDP growth rates is shown in the Graph 1A.

Graph 1 – Brazil: GDP growth rate and real exchange rate

	1A – GDP growth rate, 1990-2000
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	1B – Real exchange rate, 1990-2001
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The potential of the Brazilian economy is magnified by the consolidation of the regional market. The Common Market of the South (MERCOSUR) was created in 1991 as a customs union amongst Brazil, Argentina, Uruguay and Paraguay and has an estimated market of 215 million. In 1998 Brazilian trade with the regional market reached US$ 18 billion.  A meaningful enhancement in the Mercosur is expected after the devaluation of the Argentinean currency and the reestablishment of economic growth of Brazil’s greatest commercial partner in the continent. The enhancement of the economic integration of the Brazilian companies in the regional market can be seen in the Table A1 of the appendix.

1.2 Macro Stability

The Brazilian historical inflationary process was brought to an end in 1994 with the implementation of the Real Plan. With an extensive monetary and fiscal reform the plan, combined with the ongoing trade and financial liberalization (which led to an expressive a appreciation of the currency) were able to dramatically reduce the inflation rate from more than 2,800 % annually in 1993 to 15% in 1995 (see Graph A1a in the appendix).

A consumption boom followed the reforms allowing the achievement of industrial growth – despite a great unevenness – mainly in the sectors of durable consumer goods and intermediate goods (see Graph A1b in the appendix). Another consequence of the process was the reversal of the trade balances for the first time since the middle of the 1980s, principally due to the accelerated growth of imports

Nevertheless, the maintenance of high interest rates and currency appreciation led to a fast deterioration of the Brazilian external accounts. The economic vulnerability became explicit after the Mexican crisis, in 1995, and the currency devaluation in 1999.
1.3 Balance of Payments 

As mentioned above the Brazilian Balance of Payments has not experienced the monetary stability provided by the Real Plan. As a matter of fact, the attempt to sustain an overvalued currency and the strategy to balance the current account deficits with portfolio investment flows led to a fast deterioration of the external accounts. As Table 1 shows, the portfolio and FDI flows were crucial to finance the Balance of Payments after the 1998 crisis. In 1998-99 the FDI/Current Account ratio reached 106% in the average. 

Table 1: Brazil: Current Account Balance and FDI 1980-99

(US$ millions)

	
	1980
	1985
	1990
	Average

1992-94
	Average

1995-97
	Average

1998-99

	Goods and services balance
	-5.957
	10.762
	6.986
	8.717
	-13.378
	-11.785

	Capital Account 
	-7.018
	-11.190
	-11.608
	-9.137
	-13.209
	-19.120

	   Profits and dividends
	-721
	-1.602
	-1.865
	-1.502
	-3.272
	-5.682

	   Amortizations
	-6.311
	-9.590
	-9.748
	-6.819
	-3.959
	-13.556

	Transferences
	144
	148
	799
	2.072
	2.625
	1.540

	Current Account (A)
	-12.831
	-280
	-3.823
	1.652
	-23.961
	-29.365

	Inward FDI    (B)
	1.911
	1.441
	989
	2.142
	11.903
	31.329

	   (B) / (A) in %
	14,9
	514,6
	25,9
	129,6
	49,7
	106,7


Source: Eclac Yearbook 2000. Apud Sarti (2001).
The Current Account restriction is a key issue in the Brazilian economy. After the Southern Asia (1997) and local financial market crisis the costs of financing the deficits with portfolio capital became prohibitive. Table 2 shows the Current Account deficit in Brazil. The deficit rose from US$ 1,7 billion in 1994 to US$ 33, 6 billions in 1998. This increase meant a rise from 3,11 to 4,33 as a percentage of the GDP. The FDI flows have fallen after 1999 and are expected to be steady in the coming years. Thus, the trade balance is the key variable to overcome the current account deficit. 

Table 2 – Brazil: Current Account deficit and finance needs 1994-99

(in US$ billions and  %)

	
	Current Account  (CC) Deficit 
	% in GDP
	Net FDI + (CC) 
	% in GDP
	Net FDI
	FDI/ Current Account Deficit

	1994
	-1.689
	-3,11
	283
	0,05
	1.972
	116,8

	1995
	-17.972
	-2,54
	-13.659
	-1,94
	4.313
	24,0

	1996
	-23.136
	-2,98
	-13.160
	-1,70
	9.976
	41,0

	1997
	-30.916
	-3,84
	-13.833
	-1,72
	17.083
	55,3

	1998
	-33.611
	-4,33
	-7.718
	-0,96
	25.893
	77,0

	1999
	-24.375
	-4,38
	5.589
	1,00
	29.968
	122,9


Source: Brazilian Central Bank 

2. INVESTMENT FLOWS IN BRAZIL 

2.1 Internationalisation of economy and FDI

After remaining, at the beginning of the decade, at a level close to US$ 1 billion per year, the FDI reached a value close to US$30 billion in 1999.  The rhythm of growth observed in the flows of FDI to Brazil in this period was far superior to the growth of the global flow of FDI, resulting in a growth of the Brazilian participation in the total flow. Compared with an average share of 0.9% between 1987-1992, this share reached 4.5% of the total in 1998.

There were also important changes made to the sectorial composition of the FDI flows. Until 1995, the manufacturing sector accounted for 55% of all of the FDI stock in Brazil. In the second half of the decade, the dominance of the service sector became infamous, with the electricity, gas, water, post and telecommunications, financial mediation and wholesale and retail sectors playing a significant part in the flows of FDI (Laplane and Sarti, 1999a).

The increase in the flows of FDI in the 1990s was reflected in the increase of the share of the transnational corporations (TNCs) in the economy, which historically had always been high in Brazil and was increased even further. The transference of the property of private and public national capital companies to foreign companies and the reduction of the relative importance of the remaining national capital companies are the other side of the process of internationalisation of the Brazilian economy, as can be seen in Graph 2 bellow.

Chart  2: Share of state, domestic, and foreign companies in the revenues of the 500 largest companies in Brazil, 1992-2000 (%)
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The role played by the TNCs in the economy is inseparable from the very process of industrialization of the country. Since the beginning of the Brazilian industrialization in the 1930s, the TNCs have occupied a position of priority in the economy. However, it was only in the post Second World War period, especially in the middle of the 1950s, that the TNCs share of the national economy became of significant dimensions. In this same period, the large American companies and soon after the Europeans, began looking for new opportunities of expansion and internationalisation of their production. The internal economic policy began to explicitly stimulate the entry of FDI and the activities of the TNCs, beginning the configuration upon which the Brazilian industrialization was based, or in other words, beginning the combination of state capital and national and foreign capital. During this period, branches of multinational companies established their superiority in the industrial sectors of greater aggregate value and technological content, mainly in the production of consumer durables.

At the beginning of the 1980s, an estimation made by Bielschowsky (1992) indicated that the foreign capital businesses
 produced 38% of the total of revenues in the manufacturing sector. In the same study, the author highlights the negative effect of the characteristic instability of the period on the TNCs, which resulted in a drop in market share to 32.6% in 1990. During the 1980s, the TNCs within the country implemented a strategy of gradual withdrawal, which was marked by a reduction in the flow of investments and by the adoption of defensive postures not only in the financial arena but also in that of production, fundamentally in an effort to preserve profits without increasing their involvement with the local economy (Gonçalves, 1994).  

The resumption of investments which occurred during the 1990s signified the return of more aggressive expansion strategies on the part of the TNCs in the Brazilian economy. Motivated by changes in the economic scenario – liberalization, privatisation and stability which were followed by an increase in demand for consumer durables – the TNCs began to increase their presence in the Brazilian economy again (see Table A2 in the appendix). After an annual fall of 3,1% in the total revenues share, the foreign companies returned to gain participation with an annual growth of 14,8%.

With the production of the first Census of Foreign Capital by the Brazilian Central Bank, published in 1998 with data from 1995, it was possible for the first time to have some indicators with which to accurately check the extent of the presence of the TNCs in the Brazilian economy. A comparison of the data of the National Accounts with those of the Census reveals that in 1995 the volume of Gross Income of Companies with Foreign Involvement
 reached 18.8% of the Gross Production Value of the Brazilian economy. In terms of the Businesses with a Majority of Foreign Involvement
 this figure stood at 13.5%.

Within the manufacturing sector itself, it is also possible to make a comparison with the data of the Annual Industrial research of the Brazilian Institute of Geography and Statistics (IBGE). In 1995, the Businesses with Foreign Involvement represented 49.5% of the Net Income and 33.3% of the Employment Market of Brazilian industrial activity. For those Companies with a Majority of Foreign Involvement, these figures stood at 38.3% and 22.2% respectively.

The meaningful role played by the TNCs in Brazil is also reflected in the commercial flows. In 1989 foreign businesses were responsible for 17.3% of exports and for 14.6% of total Brazilian imports. In 1997 the presence of the foreign companies had increased even further, reaching 25.6% of exports and 21.8% of imports (see Table A3 in the appendix)

2.2 Main Trends of Foreign Direct Investment (FDI) the 1990s.

One of the most important characteristics of the process of productive internationalisation of the Brazilian economy in the 1990s is the return of significant flows of Foreign Direct Investment (FDI).

The evolution of FDI most recently in Brazil is different in terms of the volumes involved (with the exception of China) and the rates of growth (with the exception of Argentina) from the other developing countries and from some developed economies of proportional size and importance, above all when the rates of growth are compared with other variables: foreign trade, GDP and Industrial Production. But on the other hand, the pattern of Brazilian productive internationalisation contains various points of convergence with the international pattern, especially in terms of the significant rise in the flow of M&A (Mergers and Acquisitions) amongst the flow of FDI and the greater attraction of the service sector over the industrial sector.

The flow of investment (FDI and portfolio) remained at very low and relatively stagnant levels from the time of the debt crisis of the 1980s until the start of the 1990s. In this period, although the foreign companies maintained an important share of the most varied of sectors of Brazilian economic activity, integration and insertion into international economic flows were fundamentally concentrated in the commercial sphere. In more recent years, not only have important quantitative and qualitative changes been observed, but Brazil has also begun to attract significant flows of capital again, especially investment capital.  

Liquid portfolio investments, which benefited from the reforms and the financial liberalization, were significant during the first half of the 1990s, at which point they began to be systematically reduced, with the advent of the international crisis. On the other hand, the flows of FDI, initially low in volume, increased in the 1990s, and in 1995, exceeded portfolio investments. In 1999, for each US$20 cash invested, just US$1 was in portfolio form.

From a level approaching 1 billion dollars annually at the start of the 1990s and of less than US$500 million in the 1980s, the flows intensified from 1994-95. When the process of economic stability began, domestic demand returned, reaching the record amount of US$ 17.1 billion in 1997 (see Table A4 in the appendix).  Despite the Asian crisis in the middle of 1997 and the Russian and Brazilian crisis, from 1998 onwards, and its negative consequences for international relations and on the level of domestic activity, the flow of FDI to Brazil stayed at high levels of growth, 51% in 1998 and 10% in 1999, contrary to what happened to the other developing economies, particularly those in Latin America.

In the case of Argentina, our biggest partner in MERCOSUR and direct competitor in terms of attracting FDI, the flow decelerated from the middle of the decade, with the end of the privatisations, crashed to 25% in 1998 in the middle of the international crisis, but returned to growth again in 1999, above all as a result of the sale of the YPF oil company to the Spanish company, becoming Repsol YPF.

As the entry of FDI in Brazil greatly exceeded the rate of growth of global flows of FDI throughout the 1990s, the Brazilian share in global flows (and that of MERCOSUR) has risen significantly from 1.0 per cent in 1994 to 4.5% of the total flow of FDI in 1998. It is important to highlight that Brazilian participation in the global flow of trade is much lower, and does not exceed 1% and has practically stood at the same level for the last few years. In terms of world GDP, according to the last available statistics, Brazil stood at 1.7%.

Brazil was responsible for somewhere between 40 and 50 per cent of the flow of FDI destined to MERCOSUR at the beginning of the 1990s, absorbing US$4 out of every US$5 invested in the region, or further still, which grew to 40% of the total flow of FDI to Latin America in 1998. It is important to highlight the retraction of the flow of FDI to developing countries from the time of the international crisis. Latin America’s fall was less accentuated by the growing contribution of Brazil and Argentina. In 1999, the liquid flow of FDI to Brazil approached US$30 billion and US$23 billion in Argentina, reducing Brazilian participation in the regional bloc, but greatly increasing the participation of MERCOSUR in world and Latin American flows. In this sense, the performance of FDI in Brazil (and in Argentina) in terms of volume differs from that in the other developing countries and, in particular, from the Latin American ones.

The countries of South East Asia who had been systematically increasing the entry of FDI were also badly affected by the crisis. The average flows for the period 1993-1997 were four times greater than in the previous period of 1987-1992. However, in 1998, the flows were reduced by more than US$10 billion. The main exception was those economies with significant but devalued assets (productive structures and markets): China, South Korea and Thailand.

With the significant growth of FDI flows and stock
 at a level much greater than the level of gross domestic capital formation (GDCF) and that of the GDP itself, we saw a growing participation of FDI in the GDFC
 and in the GDP itself. The already significant participation of foreign capital in the Brazilian economy, measured on the basis of the stock of foreign capital accumulated throughout several decades and present in various sectors of economic activity, increased even further by the recent flows of FDI. The stock ratio between FDI/GDP in the case of Brazil doubled in the last two decades (7.4% in 1980 against 15.9% in 1997). The Brazilian ratio is well above that of the world average (11.7%) and that of the developed countries (10.5%) and close to the average for developing countries (16.6%). The ratio FDI/GDFC in Brazil in 1997 (11.9%), which is the last year for which an international comparison is possible, is a little above the average ratio for developing countries (10.3%) and almost double the ratio for developed countries (see Table A5 in the Appendix).

Considering that in the period 1998-99 the GDP had (in real terms and measured in dollars) a negative performance, if we add to the stock of FDI recent investments, which in the last two years have exceeded US$55 billion, without a doubt the ratio FDI stock/GDP increased in the period 1998-99 and the ratio FDI/GDFC reached and even exceeded the levels of those economies which are extremely internationalised such as Chile, Malaysia and Singapore. In this sense, the recent flows of FDI to Brazil maintained or even exceeded the dynamism of the period previous to the international crisis (see Table A6 in the appendix).

2.3 The destinations of FDI

As to the profile and destinations of FDI, an important tendency observed in the flow of FDI to Brazil has been the growing loss of the attraction of Brazilian manufacturing sector in comparison with the service sector, in accordance with observed trends in developed countries but differentiating itself from the pattern seen in the Asian NICs.

The global FDI flows and stocks in the last decade represent two important tendencies. The first is related to the different insertions of the developing countries in the flows of FDI, both sent and received.  In both cases this participation is growing. However, the volumes involved are extremely disparate. As a result of this process of internationalisation of the large corporations of the advanced countries, the developed countries increased their role as receivers of global flows of FDI from 20.4% to 33.5%.

On the other hand, given the lesser degree of internationalisation of domestic businesses of peripheral countries, the share of FDI outflows increased from 7% to 13%. Asian countries were responsible for more than three quarters of the investments made. This difference is due, on one hand, to the weaker competitive capability (financial, productive, commercial) of the peripheral countries, but also to the transference of property of the peripheral companies which are internationalised by the foreign capital. It should also be emphasized that the flows of FDI received were not sufficient to rebalance the share of accumulated FDI stock, which is evident from the fact that two thirds of the entire global stock is still concentrated in two dozen advanced countries.

The second trend is linked to the destinations of the FDI flow. In the advanced countries, the service sector has been the primary target for investments and already holds the majority of stock of FDI. In the developing countries, although the service sector has received significant external resources, which are in large measure those associated with privatisations of public services and acquisitions in the financial system, the secondary sector continues to exercise a strong attraction, principally in the case of the Asiatic countries.

In terms of Brazil, a great drop in the manufacturing sector’s ability to attract FDI in comparison with the service sector has been seen. In 1989, although it was before the process of trade liberalisation and the economic crisis of the Collor Government, manufacturing was responsible for 71% of the stock of foreign capital invested in Brazil. With a reduced ability to attract investment flows during the 1990s, this share was reduced to 55% in 1995. The more recent flows of FDI confirm the trend towards the more than proportional growth of investments in the service sector in relation to manufacturing.

The sectoral distribution of recent FDI flow in the period 1996/99 based on a significant amount of samples, that is related to the entry of investments of foreign enterprises with values superior to US$10 million
, indicates that the manufacturing sector was responsible for just 18.4% of the accumulated flow of FDI in the period. This percentage was not lower still due to the good performance in 1999, when the manufacturing sector attracted 25% of the total flow of FDI, which was largely associated with the acquisitions of local industrial companies as can be seen in the Table 3 below. 

Table 3 – FDI: Stock and flows by sector, 1995-99

[image: image4.wmf]SECTOR

Stock

Flows

SECTOR

Stock

Flows

Until 1995

1995-99

until 1995

1995-99

%

%

%

%
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55
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3
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5

4,8
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0,7
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6
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0,5
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 Machinery and 

Equipment
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0,9
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3

13,7
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1

1
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0,4

0,6
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Equipment

2,6

0,8

 Real state

2,5

0,3

 Telecommunications 

Equipment

1,4

1,4

 Business Services

26,9

22,9

 Automobile Industry

6,7

4,6

TOTAL

100

100

42.530

73.812


Source: Brazilian Central Bank
Of the total amount of foreign resources attracted between 1995 and 1999 4,6% were investments made in the automobile industry by companies like Mercedes Benz, Peugeot, Renault, Audi. The automobile industry was followed closely by the chemical sectors (3%) and food and beverage (2,5%). 

Considered as a whole, the service sector attracted 80% of the total invested, against a share in the accumulated stock up to 1995 of just 43%. The highlights were the electric energy and basic sanitation sectors (14%), telecommunications (16%), financial services (14%) and business support services (23%)
. It is important to remark that those sectors were involved in the privatisation program.

Of the total FDI flows between 1996 and 1999, more than a quarter were invested by North American companies. This share is consistent with the stock of North American FDI until 1995, 25,5% (refer to Table A7 in the Appendix). Other traditional investors in the Brazilian economy, as Germany, Switzerland and Japan lost share in the flows. In the other hand, countries like Spain, Portugal which were strongly involved in the privatisation had their share increased. Together, the two countries account for 23% of the total FDI in the period of 1996-99.

The members of Mercosur maintained an unimpressive investment performance in Brazil. Together, Argentina and Uruguay accounted for only for 3% of the FDI stock until 1995. 

3. MAIN POLICY TRENDS, FACTORS AND POLICIES TO ATTRACT FDI

3.1 Factors and policies to attract FDI

The identification of factors which determined the intense flow of FDI to the Brazilian economy in the second half of the 1990s is not an easy task, given the depth of the transformation of the Brazilian economy and in the world economy in this period.  There are, without doubt, specific factors which influenced the decisions of the foreign investors in diverse sectors, but the dimensions and the dynamism of the local market appear to have been more general factors of attraction.

The above proposition, as argued in other works (Laplane and Sarti, 1997 and 1999) is supported by strong direct and indirect evidence. In a survey carried out in 1996 together with 27 foreign investors, the factor “growth of the internal market” was indicated as the most important determinant in the investment decisions, as much for the businesses already in Brazil as for the newcomers.  It is worth noting that the companies studied on that occasion were exclusively those of the manufacturing sector. Logic indicates that the importance of the internal market as a factor of attraction must be equal or greater for investors in the service sectors, whose participation in the total flow has been more and more significant. In other words, the very sectorial composition of FDI underlines the importance of the internal market as a significant factor of attraction.

In favour of the same proposition, it can still be argued that the return of FDI was preceded by the recuperation of the internal market after the instability of the 1980s and the deep recession at the beginning of the 1990s. The increase of FDI in 1998/99, despite the reflexes of the Russian crisis and that which took place in Brazil itself on the level of activity, does not invalidate the argument for two reasons: in first place, according to foreign businessmen repeatedly interviewed by the media in this period, the investment decisions had been taken before the crisis and, in second place, there were many opportunities at that time to acquire assets in the Brazilian economy, both as a consequence of privatisation and because of the foreign exchange devaluation of January 1999.

Evidently, although the internal market has been the main factor of attraction for FDI, its importance was not necessarily uniform for all investors. For a group of TNC branches, the foreign market has a much greater importance (as in the steel sector, paper and cellulose agricultural commodities) with a much higher potential for exportation than average, and in some cases the foreign market is extremely large (mining). For other branches, the relevant market is MERCOSUR and or ALADI (The Latin American Association of Integration) and not just the Brazilian market.

It is also worth asking which factors determined that the internal market received FDI and not just imports.  In other words, what are the factors which determined that the FDI was an important vector of the internationalisation of the Brazilian economy, considering that there was a simultaneous process of unprecedented commercial liberalization?

For the investments in non-tradeables activities (the great proportion of services), in which FDI was heavily concentrated, the answer is more or less obvious. In these cases, by definition, FDI is the viable form of access to the domestic market. Some operations might also come under the term Asset Seeking Strategies, in the sense that they took advantage of the market position of the acquired firm and of other intangible assets. In the tradeables activities (the greater proportion of the secondary sector) it is necessary to identify the relevant “localization advantages”.

The analysis of the industrial sectors who received FDI, revealed that six sectors attracted approximately 75% of the total of foreign investments in automobiles, chemicals, foodstuffs and drinks, electrical material and telecommunication equipment, non-metallic minerals, and office machines and equipment and information technology. The type and size of the “advantages of localization” which influenced the FDI varied between each of the sectors.

Proximity to market as determinant of competitiveness

The proximity to the market becomes a “location advantage” when the logistics costs are significant, as well as in cases in which reply time and flexibility with regard to variation in demand are pre-requisites for competitiveness.

In the chemical, food, drink, and non-metallic minerals sectors, the “location advantage” associated with the transport costs are significant and can be considered an important factor of attraction. In the automobile sector, the “location advantages” of this type are less important for the car assembly firms, but since the latter have taken the decision to invest in Brazil, they will attract some of the suppliers of spare parts to places close to the new plants (follow sourcing). In the electrical and communication materials, office and information technology machine sectors, production close to the market has little impact on competitiveness and does not appear to be an important factor in explaining the investments carried out in Brazil.

The existence of sunk costs

The existence in the country of productive installations, resulting from the FDI carried out in the past, represent a sunk cost that can also constitute an important location advantage. In this case, it is a factor used by the TNCs already present in the local market to attract new investments (Bielchowsky, 1992).

An indirect way of assessing the importance of this factor in the six above-mentioned sectors is to examine, in Chart 2.3, the participation of each sector in the stock accumulated until 1995 and in the flow from 1995 to 1999. The chemical, automobile, food and drinks sectors had a high participation in the stock (more than 40% of the industry’s total) and attracted more than half of the flow (54.8%) for the industry in the second half of the decade. The sunk cost represented by the former investments can be characterized as an important factor of attraction in these sectors. In the other three sectors, the importance of this type of location advantage seems to have been less. Although the flow has been proportionate to the participation of these sectors in the stock, many of the investors were new TNCs, freshly arrived in the Brazilian market.

Local offer of strategic assets

The offer of assets (productive installations, brands, distribution and supplier networks, etc.) at reasonable prices can also represent a stimulus for FDI to occur. Its acquisition can interest companies that intend to break into the internal market for the first time, particularly those which will face pre-established competition that in this way count on location advantages. It can also interest already established firms that seek to increase or diversify their participation in the local market. The acquisition of strategic assets, especially the participation and market share of the acquired firm are a means of reducing  (in the case of new entries) or increasing (in the case of those already active) the entry barriers associated with scale economies, product differentiation and absolute cost advantages.

The high participation of mergers and acquisitions in the FDI during this period suggests the offer of assets in the Brazilian economy represented an important factor of attraction. In manufacture of spare parts, food and drinks and non-metallic sectors there was an intense transfer of properties of national firms to foreign investors. The mergers and acquisitions in the chemical sector were a reflection of the competitive post-privatization positioning and alliances between the leading TNCs in the world market (as in the case of paint and synthetic fibers). In the electric and communication material and the office and information machines sectors, the local offer of assets was a less important factor of attraction. 

3.2. Trade Policy

Brazilian trade policy has completely changed over the last decade consolidating an open regime under WTO obligations. The liberalizing trade reforms have started in the late 80’s with tariff harmonization with little impact on the average level of protection. In 1990 the policy has became explicit in the Brazilian Industrial and Foreign Trade Policy (PICE) which established an agenda of tariff reductions to be followed until 1994. This policy intended to remove progressively the heavy protection apparatus inherited from the “import substitution” regime. 

The schedule was followed until 1992, when a series of tariff reductions were anticipated. As a consequence the average tariff fell from 32% in 1990 to 14% in 1993.  The process was accelerated in 1994 when tariff reductions associated with the Mercosur were also anticipated. The average tariff fell to 11,2% in 1994. After the Mexican crisis in 1995 the average tariff level rose, stabilizing in 13,9% (for more detailed data refer to Table A8 in the appendix).

It is important to remark that the currency appreciation went along with the trade liberalization, magnifying the impacts over the industry. As a result the trade balance surplus was progressively eroded turning into a large deficit in 1995 (see Graph 3 below). From an impressive surplus of US$ 13 billion in 1993, the deficit reached over US$ 6,7 billion in 1997. The reversion of the trade balance was originated by a fast rise in the imports of consumer goods (1994-95) and especially in intermediate goods. In the other hand the level of exports grew timidly. This dynamic was sustained by the overvalued exchange rate until January of 1999 when the exchange rate was devaluated. The trade balance deficit had a significant reduction but a surplus was observed only in 2001. 

 Graph 3: Brazilian Trade Balance, 1974-2000 (US$ million)
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Source: Brazilian Trade Bureaux (Secex)
3.3. Privatization Policy

As mentioned earlier, the FDI flows related to the Brazilian privatisation program is crucial to understand the dynamics of the FDI after 1995. In 1998, one in each five dollars invested by foreigners in Brazil was absorbed by the privatisation. In 1999 with the privatisation of the telecom companies, the ratio grew to 28% of the FDI, reaching US$ 8,7 billion (refer to Table A9 of the Appendix).

The inflows of FDI to the privatisation program were unimpressive in its initial years. The amount increased fast in the flowing years, especially when the public services companies were sold As mentioned before, the privatisation program helps to explain preponderance of the services sector over the industry as a share of the IDE in the 90’s. Only in the electricity sector the FDI reached US$ 3,9 billion until 1999. At the state level, the privatisation of gas business, electricity business, water supply and banks reached 47,5% of the total US$ 24,5 billion collected in the process. 

Nevertheless, the bulk of the IDE in the services sector were directed to the privatisation of the telecommunication companies and financial institutions. Graph 4 shows the FDI linked to the telecommunications sector, to industry and to services as a share of the total amount. The predominance of the tertiary sector over the secondary is clear. From 1997 onwards, the sum the FDI flows to the privatisation of telecom companies and banks overwhelms the industry. 

Graph 4: FDI flows to industry, services and selected sectors as a share of the total, 1996-2000 (%)
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Source: Brazilian Central Bank, elaborated by NEIT_IE-UNICAMP

Of the total amount of US$ 71,2 billion, US$ 30,9 billion were invested by foreign companies between 1991 and 1999. The North American investors were responsible for 34,2% (see Table A10 of the appendix for complete data) of the total FDI in the privatisation programme in the same period, followed by the Spanish (26,2%) – mainly in the telecommunications and bank sectors) and the Portuguese (15,8%).

The FDI flows to privatisation were a significant portion of the FDI flows to Mergers and Acquisitions in Brazil. After 1996 when foreign investors started to participate in the privatisation program, the ratio between the FDI flows to M&A and the total FDI flows grew from 44,5% to 85,7% in 1998. This ratio was well above the one observed in other country groups. The average ratio for the period between 1993 and 1998 was only bellow the one of the developed countries (see Table A11 in the appendix).

These impressive numbers show that the privatisation program played a key role in the capacity to attract FDI to the country. As a matter of fact, the importance of the program in the Brazilian economic policy for the period can only be properly understood in the context of the economic reforms that took place in the 90’s. The flows were critical in the Central Bank attempt to maintain the monetary policy. 

3.4 Policies to attract investment

Oman (1999) distinguishes two competitive modalities between governments to attract FDI: the first consists of setting up norms and guidelines for economic policy that make countries more attractive to foreign investors and the second involves the concession of benefits, both direct (tax and/or financial incentives) or indirect (infra-structure), for foreign companies, for instance. The former is called rules-based competition and the latter, incentives-based competition. Both modalities aim to create location advantages for the foreign investors.

In Brazil’s case, throughout the ‘90s important changes took place in the regulation of the activities of foreign investment and the TNCs. Specific tax incentives for the TNCs were not created, but in fact, they were the main beneficiaries of some of the incentives conceded in the federal, state and municipal ambits specifically for investment activities, sectors and/or projects. 

The concession of tax incentives was the main instrument of competition of state and municipal governments to attract industrial investments. Thus, the evaluation of the role of incentives is closely related to the subject of competition between governments to attract FDIs by means of policies. On a domestic level, the subject is linked to the “fiscal war” between the state governments in Brazil (Cavalcanti and Prado, 1998). On the international plane, it is associated with the problem of occasional “investment deviations” among MERCOSUR countries (Motta Veiga & Iglesias, 1997; Chudnovsky & López, 1999).

Incentives

TNCs are, in practice, the main beneficiaries of the diverse tax incentives of the Union for some sectors and regions. They also benefited from state and municipal programs of incentives for local development.

The sectorial programs of the Union linked to sectors that attracted FDIs in the second half of the ‘90s are as follows: the law to manufacture information technology equipment; the Automotive Regime and some programs to foment regional development (The Manaus Free Zone and the Special Automotive Regime for the Northern, Northeastern and Central-West regions. 

Information Technology Law 

The 1993 Law conceded a 15% reduction on the Industrialized Products Tax (IPI) for manufacturers of information technology and telecommunications equipment, provided that they followed the minimum requirements for domestic production. The Law was established on the occasion of the extinction of the old Information Technology Law, with a view to avoiding the migration of the sector’s companies to the Manaus Free Zone (ZFM), which has similar incentives, guaranteed until 2013. Up until the 1997 fiscal reform, it also conceded a discount of up to 50% in the Income Tax of the R&D expenses. On the other hand, the companies must invest at least 5% of their revenues in R&D (2% in agreements with universities and research institutes).

Manaus Free Zone (ZFM)

The ZFM was originally created in 1957 through the Law 3.173 with the aim of establishing an entrepôt destined to the manufacturing of products to be exported at a later date. In 1967, the ZFM was directly subordinated to the Ministry of the Interior by means of SUFRAMA. The decree established incentives to be in force until 1997.

Throughout the ‘70s, the tax incentives attracted to the ZFM investments of national and foreign companies previously installed in the south of Brazil, as well as investments of new TNCs, mainly those of the consumer electronics industry. In the ‘80s, the National Information Technology Policy prevented the production of computers and accessories and telecommunications equipment from moving to Manaus, so that the ZFM kept only the consumer segment of the electronics industry.

The 1988 Constitution prolonged the validity of the Union tax incentives for the ZFM until the year 2013, but with the economic liberalization in the ‘90s, these incentives lost effect. At the same time, the products manufactured in the ZFM started to face competition with the imported products on the Brazilian domestic market. The companies established in Manaus promoted a reduction in employment and an increase in the imported content of the final products.

Automotive Regime

Throughout the ‘90s, the automobile industry was the object of various incentive policies that benefited mainly the transnational car assembly firms. In the first half of the ‘90s, the measures were specifically aimed at reactivating the internal market. With this objective, reductions in the taxes on cars were established and agreements between the car manufacturers, the auto parts manufacturers and the workers (Sectorial Chamber) were negotiated. In parallel, the aliquots of import taxes were reduced from 85%, in October 1990 to 35% in June 1993. The goal was to continue gradually reducing the aliquots until they reached the level of 20% in the year 2000.

Immediately after the Mexican crisis in December 1994, the Brazilian government could no longer sustain high commercial deficits. In March, the import tariffs for durable consumer goods, including cars, were raised to 70%. It was thought to be a temporary measure to help the government adjust its exchange policy, but in the case of the car industry, it became an important tool of the new policy.

Under the name of “Automotive Regime”, new rules were announced in June. The new policy kept the aliquots at 70% during 1995/6. They would be reduced to 63% in 1997 and would fall gradually until they reached 20% in the year 2000. As in Argentina, the Automotive Regime in Brazil established that reductions in aliquots could be conceded to the local car assembly companies in exchange for the export of cars and components and for investment in equipment produced in the country. The reductions in the tariffs for imports compensated by exports were: 50% for vehicles, 90% for equipment and 85% for components. In bilateral negotiations, a compensated trade regime was set up with Argentina that favored the intra-block labor division among the TNC branches. 

Throughout 1999, negotiations were carried out with the Argentinean government to establish a Common Automotive Regime from 2000 onwards. The general orientation of the new regime was: to fix the value of the Common External Tariff at 35%, liberate bi-lateral trade in 2005, establish a temporary regime of compensation, and demand a minimum content of local components. The measuring of this local content is until today a motive of controversy between the two governments.

State Programmes

The 1988 Constitution increased the financial power and conceded greater tributary autonomy to the states. In the first half of the ‘90s, the state governments resorted to the manipulation of the internal aliquot and the calculation base of the main state tax, to protect their industries from the simultaneous impact of liberalization and recession brought about by the President Collor Plan. From 1994 onwards, with the recuperation of the level of activities and the start of the “fiscal war”, these instruments were gradually substituted by the creation of public funds, linked to the state budgets, with a tax relief forecast and with state banks as financial agents, to attract investments. 

Cavalcanti & Prado (1998: 85-89) analyze the cases of the states of Minas Gerais, Paraná and Rio de Janeiro to illustrate the evolution and the characteristics of the state programs in the ‘90s. Unlike the states of the North, North-East and Centre-West (which resorted to resources of the Union), these states mobilized their own resources. In all three cases, the main beneficiaries of the programs were the TNC car manufacturers interested in building new installations (green field) in Brazil, outside the state of São Paulo.
4. INVESTMENT POLICY 

The regulation of foreign investment which existed in Brazil until the end of the 1980s had a great deal of success in the attraction and the directing of foreign capital towards the manufacturing sector. The dynamism of the internal market coupled with protection tariffs constituted the main factor of attraction.

The regulatory mechanisms, established in the Law of 1962 (exchange controls, tax regime, control of controls for technology transfer etc.), principally aimed at discouraging the departure of foreign capital which had already been invested and also at stimulating reinvestment. The restrictions on the entry of foreign capital were concentrated on extraction activities and on services. In manufacturing, the restrictions were few and restricted to sectors considered as strategic.  In these cases, in which state buying power was important (telecommunications equipment) or the investments of the state productive sector were significant (petrochemicals), there were measures which sought to establish some species of division of labour or association between the foreign and the national firms and to ensure transference of technology. The only strong restriction on the actions of the foreign companies in the manufacturing was established by the Information Technology Law of 1984.

In 1988, the new Constitution introduced alterations in the regulation of foreign capital. Article 171 established the legal distinction between “a Brazilian company with foreign capital” and “a Brazilian company with national capital”. In this way, a legal basis was created which made it possible to establish tax and credit measures which were to the advantage of the national companies or to impose more demanding performance parameters on the foreign companies. Article 172 granted the State powers to discipline the movement of foreign capital with the national interest as a basis. The Constitution established the state monopoly in the exploitation of nuclear minerals, in the operation of nuclear power plants, research, mining, foreign commerce and transport for the supply of petrol, gas and derivatives, in the telecommunications services and in the postal services. The state monopoly in these activities indirectly restricted the movement of foreign capital. The exploitation of mineral and hydric resources, maritime commerce, domestic aerial commerce and the property of journalistic businesses both radio and television were reserved for national businesses. There were also restrictions on the movement of foreign capital in the banking system and the insurance sector.

From the beginning of the 1990s regulation underwent important changes in terms of the removal of the mechanisms which were obstacles to the departure of capital (the elimination of limits for remittances, of supplementary tax, reduction of income tax on remittances, of restrictions on transference of technology contracts etc.). These changes were implemented in parallel with the liberalization of and deregulation of the financial market, which aimed to stimulate the portfolio investments of foreign investors.

In 1991, the alterations which had been introduced in the Information technology Law eliminated the restrictions on the entry of foreign companies. From this point onward therefore, the only remaining restriction on the manufacturing was on the refining industry, due to the state’s monopoly of this activity.

The Constitutional revision of 1993 and the amendments approved from 1995 onwards progressively removed the restrictions on foreign capital. The distinction between Brazilian businesses of national capital and those of foreign capital was eliminated. The improvement in flexibility of the petrol monopoly eliminated the last existing restriction on the processing industry.

Currently the principal of equality before the law is applied to the treatment of national and foreign capital. The existing regulation demands that the same legal treatment be given to residents and foreigners alike. As far as tax norms are concerned, the rules must also be the same, particularly those related to income received from fixed income investments, the stock market and from investment funds. However, the law reserves the right to apply specific legislation to FDI in terms of reinvestments and remittances of profits (PriceWaterhouseCoopers, 2000).

In the period 1994/1998, the restrictions on the extraction activities and on services were also progressively eliminated. Foreign companies were authorized to take part in mineral research and exploration. In the service sector, the old restrictions were replaced by stimulants to the entry of foreign capital. The Central Bank gave foreign banks a key role in the sanitation operations of the banking system. In the privatisation of telecommunications and of energy, widely divulged information in the media announced that the Federal Government, through the BNDES, actively stimulated the participation of foreign partners in the competing partnerships.

In the processing industry, the financial liberalization freed up the flows of capital from foreign branches to foreign countries. These measures, together with the commercial liberalization, resulted in an economic environment which was more permeable to the productive and financial activities of TNCs in Brazil.

Registration

Since 1962, a specific law has existed which determines that all operations carried out with foreign capital in the country require special registration with the Brazilian Central Bank. The law is valid not only for new investments but also for reinvestments and remittances of profits to foreign countries. In compensation declaratory certificates (bonds for the foreign currency in the country) which guarantee the investor: (i) the repatriation of the capital invested, (ii) the remittance of the profits, interest and dividends on the capital invested, (iii) the possibility of reinvestment in foreign currency of remittable resources.

Royalties and technical assistance

The remittance of royalties and payments, or technical assistance between legal entities, both local and foreign, is the object of specific regulations. The contracts are registered at the National institute of Industrial Property and at the central Bank of Brazil.  The law restricts the remittance of royalties which refers to patents and brands between the local branch (at least 50% foreign property) and the main branch. Currently the tax quota on royalties’ remittances is 15%.

Industrial property
The legislation relating to industrial property in Brazil has advanced a great deal in the 1990s, notwithstanding the fact of it being one of the first countries to sign the Patent Cooperation Treaty (PCT, 1978). Despite not possessing a law on intellectual property, authorship rights (Law 9610/98), brands and patents (Law 9609/98) and software (Law 9609/98) all have specific legislation. From 1994, Brazilian law has incorporated the clauses of Trade Relating To Intellectual Property (TRIP) of the WTO
.

Labour regulations

Brazilian labour laws are covered by the Consolidation of Labour Laws (CLT) and by the Federal Constitution of 1988, save for a few exceptions for which specific laws exist. All companies registered in Brazil must register their workers at both the Regional Labour Commissions and with the Labour Ministry. All workers must have a Work and Social Security Card (CTPS).  The CTPS constitutes a contract of minimum work, and is obtained from the Regional Labour Commissions. The CTPS is the basic document for the collection of taxes (such as Social Security) which signifies and increase of 50% to 80% above the basic salary of the worker. The working week is defined as 44 hours, with a maximum of 8 hours per day and one remunerated day of rest.

Environmental Regulation

The construction, installation, enlargement and operation of all businesses which use environmental resources require previous licensing for each phase of the process.  In addition, the appropriate environmental organ can require a Report on the Environmental Impact (RIMA).

The general character of the environmental legislation is the responsibility of the Federal Government.  The States and Municipalities possess additional specific regulation. Brazilian law considers damage to the environment as a crime. The penalties range from warnings to and fines on the companies to the shutting down of the establishment itself.  Further still, in cases where responsibility is proven those involved are punished, and this might lead to imprisonment.

5. FINAL REMARKS

The above information shows that Brazil implemented important initiatives to attract foreign investment during the ‘90s. The main efforts were in the area of regulations, with a view to creating a more open and favourable “atmosphere” for foreign investors. With this objective in mind, important restrictions on the mobility of foreign capital were either removed or reformulated, even some that required a change in the Constitution. In Oman’s words (1999), it can be said that Brazil became clearly engaged in the “competition through rules” to attract foreign investors. 

The changes in the regulation were important factors in attracting portfolio investments, as well as of FDI in the sectors, principally of services and of extractive activities, in which there previously existed restriction on the participation of the TNCs. In the transformation industry, besides the above-mentioned exceptions, there were no restrictions. In this case, the incentives were more important than the changes in the regulation.

The incentives granted to some sectors/regions constituted ”location advantages” and acted as factors of attraction and/or destiny of the foreign investments. This is the case of the automobile, office and information technology machines and electrical and communications material.

In the former, which attracted US$ 3.4 billion in the same period, according to information given by the Central Bank, the incentives of the Automotive Regime, the Special Automotive Regime of the North, Northeast and Centre-West, of the State Programs and the above mentioned incentives for specific projects were put into action. The principle beneficiaries were the foreign car manufacturers, especially those with green field projects of investment and the suppliers of systems.

In the other two sectors, which in the period 1995/1999 attracted approximately US$ 738 million and US$ 1 billion respectively, two types of incentives converged: those of the Information Technology Law and those of ZFM. The main beneficiaries were the TNC manufacturers of microcomputers, cell phones and electronic consumer goods.

The investments in these three sectors represented approximately 38% of the FDI for the manufacturing sector during this period. Investment in the other sectors where no specific sectorial/regional incentives were offered represented 62%. The investments in the chemical, food and drink and non-metallic mineral sectors that also were part of the group of the six sectors that most attracted FDI in this period (35.9% of the manufacturing industry’s total) do not appear to be linked to programs of public incentive.

To estimate the fiscal cost of the incentives, which benefited foreign investors most directly, is not an easy task. First of all, because they originated in the Federal, State and in some cases Municipal levels. Secondly because these incentives are not destined exclusively to TNCs, but to companies that are active in the selected sectors/regions, irrespective of the origin of the capital. In any case, it can be concluded from the data supplied by the Secretariat of the Federal Revenue that the values involved are significant. 

In the case of the automotive sector, in which practically all the companies that benefited are TNCs, the tax incentives of the Union, in 1998, was US$ 796 million, according to the Secretariat of the Federal Revenue. In 1999, this value dropped to US$ 695 million, and the estimate for the year 200, after the end of the Automotive Regime, is US$ 102 million. In the information technology sector, the tax incentives, estimated by the Secretariat of the Federal Revenue were US$ 420 million in 1998 and US$ 306 million in 1999. The incentives for ZFM are even more significant, but they encompass a diversified group of sectors and benefit both national and foreign companies. 

The upturn of the FDI in the Brazilian economy in the ‘90s was basically the result of the recuperation and later expansion of the internal market. There is no doubt that the structural changes carried out (liberalization and privatization) played an important role, mainly in the services sector. These changes removed obstacles to the entrance of the FDI, and in this sense constituted a necessary condition, albeit insufficient. The main factors of attraction were the dimensions and dynamism of the internal market, in some cases potentialised by the MERCOSUR.

In the tradeables sectors, notably in manufacturing, the power of attraction of the internal market was articulated with the existence of ”location advantages”. In the context of the trade liberalization implemented in the ‘90s, these advantages could no longer depend, as they had done in the ‘60s and ‘70s, on the levels of tariff and non-tariff protection. The effect of the rules can also be seen - especially trade liberalization - in the attraction of industrial FDI. This effect occurred above all because productive sectors of durable consumer goods (automotive electro-electronics for example) benefited from the tariff differential between its own products (high tariffs) and its inputs and components (lowered tariffs). This policy would explain to a large extent the fact that the investments of these complexes having been concentrated in the final stages of the productive chain.

In the automobile sector, factors related to the importance of the proximity to the market (particularly for the auto parts manufacturers), the sunk costs represented by the high stock of capital invested in the past, the local offer of assets, which made the entrance (in the auto parts) easier and powerful incentives all converged. In the chemical, food and drinks sectors, the first two factors generated sufficient “location advantages”. In the non-metallic minerals’ sector, the closeness to the market and the local offer of assets were more important factors. The incentives were the main generating factors of “location advantages” in the electric and communications material sectors and the office and information technology machines sectors.

It seems obvious that in the automobile sector, more than attracting investments to Brazil, the role of the incentives may have been to define the site of implantation once the interest of the car manufacturers to carry out a green field enterprise in Brazil had been announced. In this sense, given the presence of the “location advantages”, generated by other factors, besides being costly for the country, were certainly redundant.

Although a powerful tradition of concession of federal incentives, sectorially or regionally differentiated, exists in Brazil to promote industrial development, the innovation in the ‘90s consists of the emphasized role of the incentives conceded directly for specific projects, articulated by state governments. Irrespective of the potential return, the lack of coordination between the spheres of government brought about the recession of redundant incentives that characterized the unnecessary transfer of public resources to private investors.

Appendix 

Table A1 – Exports, imports and trade balance for the largest TNC’s in Brazil, 1989, 1992 e 1997

	
	A – Foreign 
	B – 500 largest
	C – Brazil
	A/B (%)
	A/C (%)

	Exports 1989
	5.931,9
	12.273,4
	34.382,6
	48,3
	17,3

	Imports 1989
	2.665,3
	5.033,1
	18.263,4
	53,0
	14,6

	Trade balance 1989
	3.266,5
	7.240,2
	16.119,2
	45,1
	20,3

	Exports 1992
	      7.608,8 
	    16.701,1 
	  35.793,00 
	         45,5 
	         21,2 

	Imports 1992
	      3.692,0 
	      6.852,9 
	20.554,00
	         53,8 
	         17,9 

	Trade balance 1992
	      3.916,8 
	      9.848,3 
	    15.239,0 
	         39,7 
	         25,7 

	Exports 1997
	13.576,1
	25.495,5
	52.985,85
	         53,2 
	         25,6 

	Imports 1997
	13.398,8
	21.233,7
	61.358,35
	         63,1
	         21,8 

	Trade balance 1997
	177,3
	4.261,8
	-8.372,5
	           4,1 
	         (2,1)


Source: Exame Magazine and Brazilian Trade Bureaux (Secex). Elaboration NEIT/IE/UNICAMP

Graph A1a – Inflation rate and manufacturing production

	Graph a – Inflation rates, 1980-2001
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	Graph b – Manufacturing production (1991=100)
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Source: Brazilian Institute of Geography and Statistics (IBGE)
Table A2 – Brazil: synthesis indicator of the TNC’s, 1989, 1992 e 1997

	
	
	
	
	Average Growth

	
	1989
	1992
	1997
	1989-92
	1992-97
	1989-97

	 Brazilian GDP (US$ billions)
	416,0
	593,3
	717,3
	-2,4%
	15,7%
	8,6%

	Revenues of the 500 largest (US$ billions)
	163,8
	148,9
	297,1
	-3,1%
	14,8%
	7,7%

	TNC’s revenues (US$ billions)
	67,5
	63,9
	148,3
	-1,8%
	18,3%
	10,3%

	TNC’s share in the 500 revenues 
	41%
	43%
	50%
	1,4%
	3,1%
	2,4%

	TNC’s share in the number
	30%
	29%
	36%
	-0,9%
	4,4%
	2,4%

	TNC’s share in the 500 industrial revenues 
	52%
	51%
	60%
	-0,4%
	3,3%
	1,9%

	TNC’s (manuf. only) share in the TNC’s revenues 
	82%
	79%
	80%
	-1,1%
	0,3%
	-0,3%


Source: Brazilian Central Bank Bulletin and Exame Magazine: Elaboration NEIT/IE/UNICAMP

Table A3 – Exports, imports and trade balance for the largest TNC’s in Brazil, 1989, 1992 e 1997

	
	A – Foreign 
	B – 500 largest
	C – Brazil
	A/B (%)
	A/C (%)

	Exports 1989
	5.931,9
	12.273,4
	34.382,6
	48,3
	17,3

	Imports 1989
	2.665,3
	5.033,1
	18.263,4
	53,0
	14,6

	Trade balance 1989
	3.266,5
	7.240,2
	16.119,2
	45,1
	20,3

	Exports 1992
	      7.608,8 
	    16.701,1 
	  35.793,00 
	         45,5 
	         21,2 

	Imports 1992
	      3.692,0 
	      6.852,9 
	20.554,00
	         53,8 
	         17,9 

	Trade balance 1992
	      3.916,8 
	      9.848,3 
	    15.239,0 
	         39,7 
	         25,7 

	Exports 1997
	13.576,1
	25.495,5
	52.985,85
	         53,2 
	         25,6 

	Imports 1997
	13.398,8
	21.233,7
	61.358,35
	         63,1
	         21,8 

	Trade balance 1997
	177,3
	4.261,8
	-8.372,5
	           4,1 
	         (2,1)


Source: Exame Magazine and Brazilian Trade Bureaux (Secex). Elaboration NEIT/IE/UNICAMP

Table A4 – Foreign direct investment in Brazil, 1990-2000  

US$ million
	Direct Investment
	1980-89
	1990-94
	1995
	1996
	1997
	1998
	1999
	2000

	Inflow
	682
	1.478
	5.475
	10.496
	18.743
	28.502
	31.369
	33.597

	Outflow
	270
	344
	1.163
	520
	1.660
	2.609
	1.401
	2.984

	Net
	413
	1.134
	4.313
	9.976
	17.083
	25.893
	29.968
	30.613

	Portfolio Investment
	
	
	
	
	
	
	
	

	Inflow
	53
	9.061
	24.838
	26.078
	39.552
	31.830
	18.315
	19.635

	Outflow
	35
	5.734
	22.544
	20.038
	34.252
	33.682
	16.793
	17.697

	Net
	18
	3.327
	2.294
	6.040
	5.300
	-1.851
	1.522
	2.537


Source: Brazilian Central Bank

Table A5 – FDI and GDCF ratio for the world and selected countries (%)

	FOREING DIRECT INVESTMENT
	1987-92
	1993
	1994
	1995
	1996
	1997

	World
	
	
	
	
	
	

	          Inflow
	4,1
	4,3
	4,6
	5,4
	5,8
	7,7

	          Outflow
	4,7
	5,0
	5,3
	6,0
	6,3
	8,0

	 Developed Countries
	
	
	
	
	
	

	          Inflow
	4,2
	3,6
	3,7
	4,7
	4,8
	6,5

	          Outflow
	5,7
	5,6
	6,1
	7,0
	7,3
	9,7

	 Developing Countries
	
	
	
	
	
	

	          Inflow
	3,9
	6,4
	8,0
	7,3
	8,4
	10,3

	          Outflow
	1,4
	3,2
	3,5
	3,6
	3,8
	3,9


Source: World Investment Report 1999 UNCTD

Table A6 - Brazilian total investment rate, 1990-99  (%)

	 
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999*

	Investment rate
	15,5
	15,2
	14,0
	14,4
	15,3
	16,6
	16,5
	17,9
	17,4
	17,2

	FDI/GDCF 
	1,2
	1,6
	2,9
	1,2
	2,4
	3,7
	7,8
	11,9
	19,0
	31,1

	FDI/GDP 
	0,2
	0,2
	0,4
	0,2
	0,4
	0,6
	1,3
	2,1
	3,4
	5,4


Source: Brazilian Central Bank
Table A7 – Import Tariffs (%) – 1990-1995

	
	Average
	Mean
	Interv.
	Std.Dev.

	1990
	32,2
	30
	0 – 105
	19,6

	1991 (fev)
	25,3
	25
	0 – 85
	17,4

	1992 (jan)
	21,2
	20
	0 – 65
	14,2

	1992 (out)
	16,5
	20
	0 – 55
	10,7

	1993 (out)
	13,2
	12,8
	0 – 34
	6,7

	1994 (dec)
	11,2
	9,8
	0 – 24,7
	5,9

	1995 (dec)
	13,9
	12,8
	0 – 55,5
	9,5


Source: Bielschowsky (1999) apud Kume (1996)

Table A8 - Brazil: FDI flows and stock by origin country 
 (in US$ millions and  %)
	Countries
	Stock until 1995
	%
	Flows 1996-99
	%

	United States
	10.852
	25,5
	19.138
	25,9

	Germany
	5.828
	13,7
	1.302
	1,8

	Switzerland
	2.815
	6,6
	812
	1,1

	Japan
	2.659
	6,3
	1.086
	1,5

	France
	2.032
	4,8
	5.993
	8,1

	Canada
	1.819
	4,3
	909
	1,2

	U.K.
	1.793
	4,2
	1.671
	2,3

	Virgin Islands
	1.736
	4,1
	873
	1,2

	The Netherlands
	1.535
	3,6
	7.422
	10,1

	Italy
	1.259
	3,0
	1.125
	1,5

	Cayman Isl.
	892
	2,1
	7.960
	10,8

	Uruguay
	874
	2,1
	259
	0,4

	Bermudas
	853
	2,0
	571
	0,8

	Argentina
	394
	0,9
	418
	0,6

	Spain
	251
	0,6
	11.955
	16,2

	Portugal
	107
	0,3
	5.048
	6,8

	Others
	10.944
	25,8
	8.840
	11,9

	Total
	42.530
	100,0
	73.812
	100,00


Source: Brazilian Central Bank 

* Includes conversions for investment 

** For 1996/1999,  FDI inflows over US$ 10 million.           
*** 1999 Preliminary.         
Table A9  – Brazil: FDI flows and share in privatisation, 1990-1999  

US$ millions

	FDI
	1990-94
	1995
	1996
	1997
	1998
	1999

	FDI inflows in privatisation
	-
	-
	2.645
	5.246
	6.121
	8.766

	   (%) of FDI inflows
	-
	-
	25,2
	28,0
	21,2
	28,0

	   (%) of net FDI
	-
	-
	26.5
	30.7
	23.4
	29,3


Source: Brazilian Central Bank

Table A10 - Share of foreign investors in the privatisation 1991-99 

(in US$ millions)

	Countries

     Programs 
	Federal Lever
	State Level
	Telecommunication 
	Total



	
	Value
	(%)
	Value
	(%)
	Value
	(%)
	Value
	(%)

	EUA
	1.638,4
	8,3
	5.263,6
	21,4
	3.692,2
	13,7
	10.594,2
	14,9

	Spain
	1,2
	0,0
	3.045,7
	12,4
	5.041,9
	18,7
	8.088,8
	11,4

	Chile
	0
	0,0
	1.006,4
	4,1
	0,0
	0,0
	1.006,4
	1,4

	Italy
	0
	0,0
	0
	0,0
	1.219,6
	4,5
	1.219,6
	1,7

	France
	479,1
	2,4
	90,0
	0,4
	10,4
	0,0
	579,5
	0,8

	Argentina
	0
	0,0
	148,0
	0,6
	10,9
	0,0
	158,9
	0,2

	Portugal
	0,5
	0,0
	657,6
	2,7
	4.224,1
	15,7
	4.882,2
	6,9

	Uruguay
	0,1
	0,0
	0,0
	0,0
	0,0
	0,0
	0,1
	0,0

	South Korea
	0
	0,0
	0,0
	0,0
	265,4
	1,0
	265,4
	0,4

	Sweden 
	0
	0,0
	0,0
	0,0
	599,2
	2,2
	599,2
	0,8

	Japan
	8,1
	0,0
	0,0
	0,0
	255,6
	0,9
	263,7
	0,4

	Germany
	75,4
	0,4
	0,0
	0,0
	0,0
	0,0
	75,4
	0,1

	Netherlands 
	5,1
	0,0
	410,0
	1,7
	0,0
	0,0
	415,1
	0,6

	U.K.
	2,4
	0,0
	691,9
	2,8
	20,8
	0,1
	715,1
	1,0

	Canada
	21,0
	0,1
	0
	0,0
	670,9
	2,5
	691,9
	1,0

	Belgium
	879,5
	4,5
	0
	0,0
	0,0
	0,0
	879,5
	1,2

	Others
	156,6
	0,8
	349,7
	1,4
	0,0
	0,0
	506,3
	0,7

	Total Foreigners 
	3.267,4
	16,6
	11.662,9
	47,5
	16.011,0
	59,3
	30.941,3
	43,5

	Total Privatisation
	19.660,0
	100,0
	24.553,1
	100,0
	26.977,8
	100,0
	71.190,9
	100,0


Source: Economic and Social Development National Bank (BNDES) elaborated by NEIT/UNICAMP.

Table A11 – World, countries grouped by development standard and selected countries: FDI in M&A and Total FDI ratio for selected countries and regions, 1993-98 (%)          

	Countries
	1993
	1994
	1995
	1996
	1997
	1998
	1993-98

	World
	
	
	
	
	
	
	

	      Majority*
	30,4
	43,1
	42,8
	45,3
	50,9
	63,8
	49,7

	      Total
	74,0
	77,5
	72,1
	76,5
	73,6
	84,5
	77,4

	    Developed Countries
	
	
	
	
	
	
	

	      Majority
	41,1
	66,0
	61,4
	67,4
	69,9
	78,9
	68,1

	      Total
	73,1
	88,2
	80,8
	88,3
	85,5
	101,6
	89,5

	    Developing Countries
	
	
	
	
	
	
	

	      Majority
	12,2
	9,2
	8,6
	13,6
	23,8
	27,5
	17,5

	      Total
	61,8
	60,3
	49,7
	61,6
	55,4
	40,8
	53,8

	    South and e Southeast Asia
	
	
	
	
	
	
	

	      Majority
	9,2
	8,7
	3,3
	4,3
	11,1
	16,2
	8,9

	      Total
	61,7
	68,3
	52,7
	54,1
	42,9
	33,1
	50,7

	    Latin America
	
	
	
	
	
	
	

	      Majority
	19,0
	9,9
	18,3
	24,2
	37,5
	43,6
	29,9

	      Total
	68,3
	47,2
	34,5
	48,2
	64,2
	55,6
	53,9

	    Brazil
	
	
	
	
	
	
	

	      Majority
	83,8
	0,3
	26,6
	29,6
	55,4
	74,1
	55,4

	      Total
	94,7
	52,2
	46,7
	44,5
	67,0
	85,7
	69,8


Source: World Investment Report 1999 UNCTD. Elaboration NEIT/IE/UNICAMP

* More than 50% of the voting capital

Box 1 - International Agreements On Investment

	According to FIAS (2001), Brazil is a signatory of the following bilateral investment Agreements:

· The agreement guaranteeing investment (USA) approved in 1965.

· The agreement on promotion and promotion of investments with Chile (MSCO1159/94)

· The agreement on promotion of investments with France (MSC00652/97)

· The agreement on promotion of investments with Germany (MSC00755/98)

· The agreement on promotion and protection of investments with Portugal (MSC01158/94)

· The agreement on promotion and protection of investments with the UK (MSC00008/95)

· The agreement on promotion and protection of investments with Switzerland (MSC00010/95)

Agreements with Belgium, Cuba, Denmark, Finland, Italy, Holland, South Korea and Venezuela are in progress in the Federal Senate. In addition the country has specific tax treaties with 22 nations. Amongst them are: Argentina, Austria, Canada, China, Denmark, Finland, France, Germany, Holland, Hungary, India, Italy, Japan, Spain, South Korea and Sweden.
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� In this study, Bielschowsky considered as EE/ foreign companies as being those with less than 25% voting capital.  


� - 10% of the voting capital or 20% of the total capital


� - More than 50% of the voting capital


� When deciding whether to use either the IDE/GDFC or IDE/GDP indicators for the measurement of IDE, we opted to use the wide indicator which also included operations in national currency and in the form of goods available in the Balance of Payments.


� It is important to emphasise that the indicator FDI/LGFC (Foreign Direct Investment in relation to the level of Gross fixed capital) only has the objective of enabling a temporary evaluation of the growing importance of the FDI flows, just as with the IDE/GDP indicator.  The indicator does not allow an exact analysis of the contribution made by foreign capital to the level of gross domestic capital formation.  This is because not all flow of FDI represents capital formation, given that a significant amount is destined for acquisitions and mergers.  In addition, an important part of the contribution of the foreign companies to the level of GDFC is not picked up in the flows of FDI measured in the capital account of the balance of payments.  In this case, in order to measure FDI we decided to use the wide indicator which also includes the operations in national currency, in the form of goods and reinvestment.


� The amounts for the years 1996 to 1999 are US$ 7.6 billion, US$15.3 billion, US$23.2 billion and US$27.5 billion respectively, which represent 73.6%, 88.4% and 89.7% respectively of total value FDI in these years.


� According to information provided by the authorities of the Central Bank, in this item are included the financial operation associated with holding companies.  However, part of these investments is constituted of industrial investments.


� A detailed study of the political, judicial and administrative barriers in Brazil can be found in FIAS (2001).


� Return of capital, profits and dividends, remittances resulting from reduction of invested capital and capital gains.


� For a list of international investment agreements refer to Box 1 in the appendix.
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		1988 02		114.8998900684

		1988 03		116.1018191377

		1988 04		116.2195456558

		1988 05		117.6498729546

		1988 06		112.4502913402

		1988 07		110.7913338373

		1988 08		114.2672235123

		1988 09		113.0104337603

		1988 10		115.6178808907

		1988 11		117.4186822301

		1988 12		117.6562342263

		1989 01		117.2244439762

		1989 02		112.4919383822

		1989 03		108.6693067899

		1989 04		80.4734442371

		1989 05		72.8067208685

		1989 06		71.6573013483

		1989 07		83.0811576562

		1989 08		83.485249489

		1989 09		82.1998644315

		1989 10		83.5527093687

		1989 11		78.953514244

		1989 12		71.5439574549

		1990 01		73.2495428744

		1990 02		65.5673741075

		1990 03		62.6583429193

		1990 04		70.7695472377

		1990 05		74.3334112666

		1990 06		74.279219746

		1990 07		79.3190455116

		1990 08		77.8558222398

		1990 09		75.4846388018

		1990 10		86.4666098409

		1990 11		98.4174494745

		1990 12		105.0128652685

		1991 01		105.1110319637

		1991 02		98.3923083909

		1991 03		91.5010844443

		1991 04		94.8737483253

		1991 05		97.0680544972

		1991 06		95.2825483953

		1991 07		94.5744292956

		1991 08		93.3746998608

		1991 09		94.7443055394

		1991 10		107.4077541163

		1991 11		109.1266287899

		1991 12		114.8066603349

		1992 01		115.0474141785

		1992 02		114.5359079308

		1992 03		115.6517695465

		1992 04		116.8918376736

		1992 05		113.3518230788

		1992 06		113.5103994888

		1992 07		115.0481763296

		1992 08		115.9342312112

		1992 09		115.7571277436

		1992 10		114.0585327479

		1992 11		114.6058630894

		1992 12		112.5815937398

		1993 01		109.9464526647

		1993 02		111.9161623854

		1993 03		110.7739934701

		1993 04		112.1347129176

		1993 05		114.6641971554

		1993 06		113.9721621531

		1993 07		112.7341950342

		1993 08		111.9403586368

		1993 09		112.3530468459

		1993 10		113.8078368787

		1993 11		113.2095064445

		1993 12		111.4774084062

		1994 01		110.2895846952

		1994 02		111.155723796

		1994 03		108.9741795168

		1994 04		110.532849694

		1994 05		111.6315189893

		1994 06		109.8163843619

		1994 07		115.351689039

		1994 08		109.4502040025

		1994 09		104.5248364692

		1994 10		100.2570851538

		1994 11		96.8130803655

		1994 12		95.3747946223

		1995 01		93.4526361426

		1995 02		92.3817894661

		1995 03		97.1409868014

		1995 04		98.5905360331

		1995 05		95.965779208

		1995 06		95.9713258574

		1995 07		95.5072132365

		1995 08		95.0794162899

		1995 09		94.7159601043

		1995 10		94.4905423305

		1995 11		92.8487593051

		1995 12		91.7045349896

		1996 01		91.14395405

		1996 02		91.2944434334

		1996 03		91.6298574641

		1996 04		91.3290457775

		1996 05		90.6416795892

		1996 06		89.9942914325

		1996 07		89.822173849

		1996 08		90.4204302864

		1996 09		90.9934260673

		1996 10		91.1431910288

		1996 11		91.6385928106

		1996 12		91.5506293084

		1997 01		90.9943671066

		1997 02		90.5139680431

		1997 03		90.2100056103

		1997 04		89.9687283529

		1997 05		90.8502954167

		1997 06		91.121306291

		1997 07		91.1193706479

		1997 08		91.2494047421

		1997 09		92.3052445688

		1997 10		93.1481832839

		1997 11		93.3743743485

		1997 12		92.3430999673

		1998 01		91.5502881058

		1998 02		92.0149134154

		1998 03		92.1355513786

		1998 04		92.6532806213

		1998 05		92.9045734319

		1998 06		92.931623406

		1998 07		93.7865875957

		1998 08		94.8453279614

		1998 09		96.9720156813

		1998 10		98.9749181957

		1998 11		99.146480755

		1998 12		100

		1999 01		123.7997195213

		1999 02		154.3294384019

		1999 03		150.1908474262

		1999 04		133.9995212508

		1999 05		132.8102013328

		1999 06		138.105994702

		1999 07		139.7221191338

		1999 08		146.3849510154

		1999 09		147.403890501

		1999 10		152.2420931566

		1999 11		146.5156426294

		1999 12		138.8429417525

		2000 01		135.8205400602

		2000 02		133.1084284921

		2000 03		130.6437706697

		2000 04		132.0828940417

		2000 05		134.81240012

		2000 06		134.3401401942

		2000 07		131.6186551706

		2000 08		129.7683403285

		2000 09		130.4637001138

		2000 10		132.6055996898

		2000 11		137.5374392638

		2000 12		138.4672919729

		2001 01		138.1055978422

		2001 02		140.6430469434

		2001 03		145.2581856756

		2001 04		151.2170734892

		2001 05		157.468739757

		2001 06		160.605549337

		2001 07		164.0116490692

		2001 08		167.4061428657

		2001 09		178.0114957631

		2001 10		179.7378844295

		2001 11		164.1129390184

		2001 12		151.6558377203

		2002 01		143.2389970188






