
UvA-DARE is a service provided by the library of the University of Amsterdam (https://dare.uva.nl)

UvA-DARE (Digital Academic Repository)

Responses of the Brazilian Labour Movement to Economic and Political
Reforms

Riethof, M.

Publication date
2002

Link to publication

Citation for published version (APA):
Riethof, M. (2002). Responses of the Brazilian Labour Movement to Economic and Political
Reforms. [, Universiteit van Amsterdam]. Thela Latin American Series.

General rights
It is not permitted to download or to forward/distribute the text or part of it without the consent of the author(s)
and/or copyright holder(s), other than for strictly personal, individual use, unless the work is under an open
content license (like Creative Commons).

Disclaimer/Complaints regulations
If you believe that digital publication of certain material infringes any of your rights or (privacy) interests, please
let the Library know, stating your reasons. In case of a legitimate complaint, the Library will make the material
inaccessible and/or remove it from the website. Please Ask the Library: https://uba.uva.nl/en/contact, or a letter
to: Library of the University of Amsterdam, Secretariat, Singel 425, 1012 WP Amsterdam, The Netherlands. You
will be contacted as soon as possible.

Download date:24 May 2023

https://dare.uva.nl/personal/pure/en/publications/responses-of-the-brazilian-labour-movement-to-economic-and-political-reforms(90e92d90-dd7d-4089-ba56-f3ae85da14f9).html


CHAPTERR III ANALYSING ECONOMIC AND 
POLITICALL REFORMS: FROM COLLOR 
TOO CARDOSO 

INTRODUCTION N 

Thee debt crisis of 1982 was a major trigger for a revision of the developmental model of 

import-substitutionn industrialisation. At the end of the 1970s, within the context of 

oppositionn to the military regime, debates emerged regarding the role of the state in the 

economy,, economic priorities, internationalisation of the Brazilian economy and the role 

off  the market mechanism, all of which challenged the dominant development strategy. 

Otherr aspects of the strategy also began to change, as trade unions challenged the Labour 

Codee and corporatist labour relations and the government introduced a measure of labour 

reformm during the 1980s. This combination of factors gradually pushed the Brazilian 

developmentt strategy towards economic liberalisation, reform of the public sector and 

deregulationn of areas were formerly dominated by the state. 

Thee purpose of this Chapter is to provide an overview and analysis of economic 

reformss in Brazil. The analysis is focused on the reforms of the 1990s, while also 

returningg to the earlier roots of the economic reform process, in order to discuss the long-

termm effects of the debt crisis on the transformation of Brazil's development strategy. The 

Chapterr contains five sections. The aim of the first section (section 3.1) is to discuss the 

impactt of the Brazilian political system on the progress of reforms in Brazil, as various 

characteristicss of the system are considered as factors that hamper the introduction of 

reforms.. In addition, the section discusses the consequences of these characteristics for 

thee deepening of democracy and for collective action. Section 3.2 accounts for the impact 

off  the debt crisis and the economic problems of the 1980s. Although the reform 

programmee only crystallised in 1990, the debt crisis and subsequent attempts at financial 

stabilisationn formed the basis for the direction of later reforms. The failure of stabilisation 

planss before 1994 contributed to a broader support base for economic reforms. Sections 

3.33 and 3.4 provide an overview of reform policies of Brazilian governments in the 

1990s.. Additionally, section 3.5 discusses the social dimensions of the reform 

programmess implemented since 1990 (labour reforms are dealt with in more detail in 

Chapterr V). As the discussion of the scope and depth of economic reforms in Chapter 1 

suggestedd that the term neo-liberalism might not be an adequate description for the 

Braziliann case, the Chapter concludes with a comparison of various socio-economic and 

politicall  aspects of developmentalism with the state of reform so far in order to clarify 

thiss argument. 



3.11 BRAZILIAN POLITICS AND INSTITUTIONAL DIMENSIONS DURING THE 1 9 9 0 S 

3.1.13.1.1 The Party System 

Inn 1979, the military regime allowed the establishment of other political parties besides 

ARENAA and MDB. The aim of this measure was to fragment the opposition and to have a 

strongg successor to ARENA that would provide support for the government during and 

afterr the transition (Mainwaring 1995: 365). This led to the foundation of new parties, but 

alsoo to a continuation of the parties that existed during the military regime under a 

differentt name. The Democratic Social Party (Partido Democratico Social - PDS), 

replacedd ARENA and the MDB added the title party to its name, thus becoming the 

PMDB,, while the PDS would later form the Partido Progresista Renovador (Progressive 

Reformm Party PPR). Another major party, established after 1985 by a break-away 

factionn of the PMDB is the Partido Social-Democratico Brasileiro (Brazilian Social-

Democraticc Party - PSDB) of President Fernando Henrique Cardoso. The Partido 

Trabalhistaa Brasileiro (Brazilian Labour Party - PTB) and the Partido Democratico 

Trabalhistaa (Democratic Labour Party - PDT), led by Leonel Brizola, continued the 

legacyy of Getülio Vargas and left-wing populism. A genuinely new party in this political 

landscapee was the Workers' Party (Schneider 1996: 100).69 

Thee first democratic elections were held in 1982 at all levels except the 

presidency.. The PDS was the largest party in Congress, with 43.22 % of the seats in the 

Chamberr of Deputies and a majority in the Senate, followed by the PMDB with 42.96%. 

Thee other parties which participated in the 1982 elections - the PDT (5.82 %), the PTB 

(4.455 %) and the PT (3.55 %) - were much smaller in terms of electoral results. 

Tablee 3.1 Presidential Elections 1989-1998 (first four candidates) 
19899 1994 1998 

Candidate e 
F.. Collor de 
Melo o 
Lula a 
Leonell  Brizola 
Marioo Covas 

%% Votes3 

28.52 2 

16.08 8 
15.45 5 
10.78 8 

|| % Votes" 
49.94 4 

44.23 3 

Candidate e 
F.H.. Cardoso 

Lula a 
Enéas s 
Orestess Quércia 

|| % votes 
44 4 

17.7 7 
5.9 9 
3.5 5 

Candidate e 
F.H.. Cardoso 

Lula a 
Ciroo Gomez 
Enéass Carneiro 

|| % Votes 
53.06 6 

31.71 1 
10.97 7 
2.14 4 

aa First round. 
bb Second round. 
Source:: Political Database of the Americas (1999), Brazil Presidential Elections Results, 1989, 1994 
andd 1998. [Internet]. Georgetown University and the Organisation of American States. Cited in: 
http://www.georgetown.edu/pdba/Elecdata/Brazil/ / 

Seee section 4.5 for a more detailed analysis of the emergence of the PT and its relations to the labour 
movement. . 
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Tablee 3.2 Congress Elections - Chamber of Deputies. (1982-1998) 
19822 1986 1990 

Party y 

PDS S 
PMDB B 
PDT T 
PTB B 
PT T 

%% of valid 
votes s 
43.22 2 
42.96 6 
5.82 2 
4.45 5 
3.55 5 

Seats s 

235 5 
200 0 
23 3 
13 3 
8 8 

Party y 

PMDB B 
PFL L 
PDS S 
PT T 

PDT T 
PTB B 
PL L 

PDC C 
PSB B 
PCB B 
Other r 
Parties s 

%% of valid 
votes s 
48.1 1 
17.7 7 
7.8 8 
6.9 9 
6.5 5 
4.5 5 
2.8 8 
1.2 2 
0.9 9 
0.8 8 
2.7 7 

Seats s 

260 0 
118 8 
33 3 
16 6 
24 4 
17 7 
6 6 
5 5 
1 1 
3 3 
5 5 

Party y 

PMDB B 
PFL L 
PT T 

PDT T 
PDS S 

PSDB B 
PRN N 
PTB B 
PL L 

PDC C 
Other r 
Parties s 

%% of valid 
votes s 
19.3 3 
12.4 4 
10.2 2 
10.0 0 
8.9 9 
8.7 7 
8.3 3 
5.6 6 
4.3 3 
3.0 0 
9.35 5 

Seats s 

108 8 
83 3 
35 5 
46 6 
42 2 
38 8 
40 0 
38 8 
16 6 
22 2 
35 5 

19944 1998 
Party y 
PMDB B 
PSDB B 
PFL L 
PT T 

PRP P 
PDT T 
PP P 

PTB B 
PL L 

PSB B 
Otherr Parties 

|| % of valid votes 
20.3 3 
13.9 9 
12.9 9 
12.8 8 
9.4 4 
7.2 2 
6.9 9 
5.2 2 
3.5 5 
2.2 2 
5.7 7 

|| Seats 
107 7 
62 2 
89 9 
49 9 
52 2 
34 4 
36 6 
31 1 
13 3 
15 5 
25 5 

Party y 
PFL L 

PSDB B 
PMDB B 
PPB B 
PT T 

PTB B 
PDT T 
PSB B 
PL L 

PCdoB B 
Otherr parties 

|| % of valid votes 
16.04 4 
13.86 6 
13.61 1 
10.14 4 
9.55 5 
5.08 8 
4.57 7 
3.07 7 
2.19 9 
1.18 8 
20.69 9 

|| Seats 
105 5 
99 9 
83 3 
60 0 
58 8 
31 1 
25 5 
19 9 
12 2 
7 7 
14 4 

Source:: Political Database of the Americas (1999), Brazil 1982, 1986, 1990, 1994, 1998: Legislative 
Electionn Results. [Internet]. Georgetown University and the Organisation of American States. In: 
http://www.georgetown.edu/pdba/Elecdata/Brazil l 

Ass the range of party names suggests, one of the problems of the Brazilian party 

systemm is the lack of party institutional!sation. In addition, requirements for the 

establishmentt of a new political party were liberalised in 1985™, resulting in a 

proliferationn of political parties (Roett 1997: 29-31; Schneider 1996: 130-132). In 

addition,, the electoral system is characterised by proportional representation and open 

partyy lists {votes determine the eventual position of a candidate), which means that 

candidatess in one state who belong to the same party have to compete with each other, a 

situationn which again diminishes the incentive to comply with party discipline (Power 

2000:: 26). Skidmore characterises political parties during the new democratic regime as 

follows,, 'the political parties were weak, undisciplined, and often manipulated by strong 

personalities'' (Skidmore 1988: 263). 

Ass argued in Chapter I, economic and political reforms have not automatically 

reducedd corruption, clientelism and patronage, as other forms of power relations run 

parallell  to the democratic system. For example, clientelism and patronage are important 

Accordingg to Scott Mainwaring, the new electoral law promoted party fragmentation and weak 
politicall  parties, as it 'allowed representatives to change parties at will , permitted interparty alliances in 
elections,, and greatly loosened the requirements for attaining representation in Congress ...' 
(Mainwaringg 1995: 370). 
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sourcess of power and offer ways to influence the decision-making process and 

implementation.. One famous example is the traditional power bloc of northeastern 

conservativess in Congress is the group led by Antonio Carlos Magalhaes. Small states are 

over-representedd in Congress, as every state has a minimum of eight representatives and a 

maximumm of seventy (Chaffee 1998: 92-93). For example, one representative from Sao 

Pauloo represents more than 550,000 voters and one from Brazil's smallest state (Roraima) 

representss around 17,000 voters. Furthermore, as a result of extensive patronage 

networks,, politicians often view national politics as an instrument for transferring 

financiall  resources to one's own region. Personal opportunism of politicians also plays a 

rolee in the way parties are "used" (Mainwaring 1995: 377-378). Furthermore, Brazil's 

electorall  system also 

minimizess both responsibility of representatives to constituencies or 
meaningfull  party discipline while encouraging alliances of transitory 
electorall  convenience at the state and local levels. These alliances are 
oftenn contrary to the parties' alignments on the national scene. This 
criticallyy dysfunctional feature remains impervious to reform for the 
powerfull  reason that those with the authority to change it - the sitting 
Congresss - are its chief beneficiaries (Schneider 1996: 131; see also 
Mainwaringg 1995: 368). 

Anotherr feature of the Brazilian party system is that politicians frequently switch parties, 

althoughh there is a significant difference between the left-wing parties (PT, PcdoB and 

PPS),, where switching political allegiance is not common, and the other parties. 

Accordingg to Mainwaring, switching is possible because of weak party organisation and 

ideologicall  coherence.71 

3.1,23.1,2 Presidentialism and the Executive 

Thee Brazilian political system is presidentialist and focused on the executive bureaucracy, 

whichh gives political parties decidedly less influence on decision-making. A crucial 

aspectt of presidentialist power is the right to issue decrees. Decrees (medidas provisórias, 

orr provisional measures in Portuguese) have to be approved by Congress after thirty days 

andd can be re-issued if rejected. Between the moment that a decree is issued and 

Congressionall  approval, including the extension of this period of time in case a decree is 

rejectedd and then re-issued, the government has usually already begun to implement the 

decree,, which means that it becomes more costly to reject the decree. The power to issue 

decreess ensures to a large extent that the President is able to determine the legislative 

agendaa (Power 2000: 30-31). Recent reforms have introduced a ninety-day limit on 

decrees,, which can now only be reissued once. 

711 This was also the case before 1964, as Skidmore argues: 'The practical result of this lack of 
definitionn of party lines was to make of each party, although with significantly different weightings, a 
microcosmm of the national political spectrum' (Skidmore 1967: 229). 
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Despitee the presidentialist character of Brazil's political system, Congress is still 

ablee to block reforms, and presidents therefore have to be capable of negotiating with 

deputiess in order to get reforms approved. Concessions to deputies can include financial 

transferss to local constituencies, budget allocation, patronage, concessions in other 

legislativee areas and sometimes corruption. The policy-making system of the executive is 

characterisedd by uncertainty, as presidents cannot always count on support of their own 

partyy or party coalition in Congress. Politicians tend not to follow party discipline and 

tendd to negotiate with the executive and get budget concessions or forms of patronage in 

exchangee or votes. Other factors that weaken the power of the executive are 

decentralisationn of finance towards states and municipalities and fragmentation of the 

statee apparatus. The 1988 Constitution stipulated that a larger part of the federal budget 

intendedd for governments at a lower level would be transferred automatically, 

diminishingg control of the federal state over expenditures of local and state 

governments.72 2 

3.1.33.1.3 The Limits of New Democracies: Consequences for the Study of Labour 
Movements Movements 

Itt is generally expected that the democratisation process wil l reduce non-democratic and 

traditionall  links between state and society, such as clientelism and patronage. 

Nevertheless,, levels of clientelism did not decrease in the first years of the new 

democracy,, and some authors argue that they even increased (Weyland 2000). Reflecting 

thee theoretical debates discussed in Chapter I (in section 1.2.4), this section discusses the 

effectss of the continued existence of political fragmentation and traditional power 

relationss on the deepening of democratisation and the potential for collective action in 

Brazil. . 

Thee nature of the party system and the fragmentation of the state have contributed 

too the persistence of non-democratic relations. If political parties do not represent a clear 

programmee or even a clear voting pattern, it is easier to approach politicians directly, and, 

ass a consequence, individual politicians become more important than political parties. In 

addition,, the fragmentation of the state apparatus and the overlap of tasks within the state 

apparatuss make responsibilities and accountability more blurred. It also tends to increase 

competitionn within and between (sections of) ministries (Weyland 1996: 74-77; Montero 

2000;; Samuels 2000: 82-85). Fragmentation of the state apparatus also adds to a lack of 

clarityy about responsibilities and accountability, which makes it easier to approach state 

agenciess or bureaucrats directly rather than acting through democratic channels. The 

systemm of "bargaining for votes" and concessions, involving the relationship between the 

Althoughh the decentralisation of fiscal responsibility was criticised from the beginning, the issue 
becamee even more urgent when the governor of Minas Gerais, Itamar Franco, introduced a moratorium 
onn debt and interest repayments to the federal government during the heights of the Brazilian crisis of 
1998-1999.. This temporarily raised fears that this would lead to a national moratorium and it decreased 
internationall  confidence, leading to a sharp devaluation of the Real. 
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presidentt and Congress, also promotes party fragmentation and direct relationships 

betweenn politicians and interest groups. The increase in power of the Congress after 1988 

hass shifted some of the attention of interest groups from the executive bureaucracy to the 

legislative,, making the process somewhat more open (Weyland 1996: 129-130). 

Societall  or organisational fragmentation is often quoted as weakening the 

possibilitiess of civil society. One of the effects is that societal organisations often 

representt particularistic interests, while examples of broader views are rare. The case-

studyy of this thesis, the labour movement, is a major example of fragmentation. Firstly, 

corporatistt labour laws fragmented unions along territorial and occupational lines. The 

transitionn process has contributed to a proliferation of unions and the existence of four 

majorr central union organisations, in addition to several smaller central organisations. A 

secondd form of fragmentation is the existence of a large informal sector, often not 

representedd by formal labour organisations. In addition, as wil l be argued in Chapter V, 

numericall  importance in the labour movement is not always reflected in the power 

distributionn among unions and in central union organisations. 

Fragmentationn is not only a characteristic of the popular sector, but also of the 

businesss sector. Although business organisations are similarly subject to corporatist 

legislation,, they can organise on sectoral lines at the state level. Encompassing 

organisationss at a national level do exist, but tend to be relatively weak.73 Generally 

speaking,, though, it can also be argued that the democratisation process has diminished 

statee control over societal organisations, due to the weakening of corporatist structures, 

whichh has stimulated activities of societal organisations and strengthened their claims to 

freedomm of association and citizenship (Weyland 1996: 77). 

Socio-economicc inequality has constrained the deepening and widening of the 

Braziliann democratic process. Large-scale poverty and related problems, such as illiteracy 

andd a lack of availability of education, can undermine the representativeness of Brazilian 

institutions.. Although there has been some progress in social and economic inequalities, it 

iss extremely difficult to democratise a country where political citizenship does not 

correspondd to equality of opportunities. Kurt Weyland even argues that, as a result of the 

politicall  problems sketched above, several reforms which could have had a redistributive 

impact,, cannot pass the machinations of bureaucracy, interest groups and Congress 

(Weylandd 1996). In addition, hyperinflation, economic crises, external and domestic debt 

733 The Federation of Industries of the State of Sao Paulo (FIESP) is one of the most important business 
organisationss in Brazil. Sectoral organisations (e.g. the automobile sector, the auto components sector) 
alsoo play an important role, but there are significant differences between modernising or corporatist 
tendenciess within these organisations. The National Confederation of Industries (CNI) is relatively 
weak,, but there have been initiatives to organise "alternative" forms of, potentially encompassing 
businesss organisations. Examples are Acao Empresarial (Entrepreneurial Action), the more progressive 
Pensamentoo Nacional das Bases Empresarais (PNBE, or National Think-Tank of Entrepreneurial 
Bases)) and the Institute for Studies in Industrial Development (IEDI), which have attempted to develop 
aa more coherent position on Brazilian development issues. On business organisations, see Kingstone 
(1999a)) and Weyland (1996: 63-65). 

78 8 



problemss and budget deficits during the 1980s and 1990s have undermined wage levels 

andd purchasing power and have aggravated the situation of the poor. 

3.22 THE ECONOMIC SITUATION DURING THE "LOST DECADE" 

Inn economic and political terms, the effects of the debt crisis of 1982 severely constrained 

thee possibilities of the new civilian government after 1985. The debt crisis also signalled 

thee end of the state-led industrialisation strategy, as the chronic economic problems that 

appearedd after the crisis eventually undermined the ISI development model (Skidmore 

1988:: 207). This section discusses the effects of the end of the "economic miracle" of the 

1970ss and of the debt crisis on the shift in economic policy-making and thinking on the 

rolee of the state in Brazil. 

Throughoutt the early 1980s, the military regime attempted to maintain its 

particularr form of ISI policy and increased its foreign indebtedness to support this 

attempt.. For reasons discussed in Chapter II, the high economic growth rates of the 

Braziliann miracle could be sustained until the mid- to late 1970s, after which the oil 

shockss of the of early 1970s began to negatively affect the Brazilian economy. Despite its 

economicc prosperity, the Brazilian economy, being heavily dependent on oil imports, was 

severelyy affected by the oil shocks of the 1970s. The oil shocks, in combination with the 

militaryy governments' large-scale public-investment programmes, increased reliance on 

externall  financial resources. In turn, one of the causes of the debt crisis was the rapid 

increasee in foreign indebtedness, stimulated by low international interest rates. The 

emergencee of the Eurodollar market after the collapse of the Bretton Woods system in 

1973,, when the US lost its capacity to unilaterally control the international financial 

system,, facilitated excessive borrowing by Latin American countries at low interest rates. 

Whenn Mexico defaulted on its external debt in 1982, due to rising international interest 

rates,, a region-wide economic and financial crisis (known as the debt crisis) was 

triggered. . 

Althoughh the military governments had managed to sustain high growth rates on 

thee basis of increasing foreign indebtedness, the structural problems facing the Brazilian 

economyy came to the surface in 1980. While at the end of the 1970s, loans were pegged 

too a floating interest rate, international interest rates started to increase at the end of the 

1970s,, and Brazil's net inflow of capital turned into a net transfer abroad in 1980. 

Althoughh economic growth rates were still high, inflation accelerated. The oil crises in 

thee 1970s deteriorated Brazil's trade balance, which resulted in high current accounts 

deficitss in this decade. Because of the political situation - the military government had 

introducedd a programme of gradual political liberalisation (see section 4.1.3) - President 

Geisell  preferred to stimulate the economy with an investment programme, rather than the 

introductionn of recessionary orthodox adjustment policies (Schneider 1996: 102, 160-

161). . 
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Table3.33 Economic Indicators-1980-1985 
Year r 

1980 0 
1981 1 
1982 2 
1983 3 
1984 4 
1985 5 

GDPP (Billions of 
currentt dollars 

237.8 8 
258/6 6 
271.3 3 
189.5 5 
189.7 7 
211.1 1 

GDP. . reall  increase 

9.1 1 
-4.4 4 
0.6 6 
-3.4 4 
5.3 3 
7.9 9 

(%) ) GNPP per capita 
(constantt 1995 dollars) 

4,423 3 
4,101 1 
3.995 5 
3,751 1 
3,873 3 
4,116 6 

Annua] ] inflationn rate 

110 0 
95 5 
100 0 
211 1 
224 4 
235 5 

Source:: Gordon (2001: 164-165). 

Thee debt crisis caused a sharp reduction of foreign capital flows to Brazil, which 

causedd a deep recession (Cardenas, Ocampo and Thorp 2000: 28). Although the 

governmentt devalued the cruzeiro in 1983 in order to expand exports and reduce oil 

importss (a plan designed by Finance Minister Delfim Neto), the trade surpluses that 

resultedd from this measure were not sufficient to halt the recession, and inflation 

continuedd increasing (see table 3.3). Despite a financial emergency plan in 1983, high 

budgett deficits meant that the Brazilian state did not have much room for manoeuvre, and 

thiss plan was not successful. A transfer of private debt to the public sector, which further 

reducedd the possibilities for the Brazilian government, reinforced this. One of the long-

termm consequences of the debt crisis and the failure of adjustment policies was 

hyperinflationn (see table 3.4 for details of financial stabilisation plans in this period). 

Thee debt crisis contributed to the formulation of a new way of dealing with the 

debtt problem on a global level, which led to an increasingly widespread consensus - also 

knownn as the Washington Consensus — on the nature of the reforms developing countries 

hadd to introduce in order to build a sound and balanced economy, and restore confidence 

off  international investors and creditors. Part of the international reform effort were the 

attemptss to establish of an institutional framework dealing with the external debt 

problem.. The Brady Plan was introduced in March 198974 in order to provide heavily 

indebtedd countries with renewed access to international credit markets. Several 

conditionss were attached to this plan, which consisted of a reorganisation of debt 

paymentss and policy reforms. The Brady Plan coincided with the resurgence of 

internationall  credit markets, the renewed importance of international financial institutions 

andd interest in investing in emerging markets. Latin American countries regained some 

credibilityy with creditors and the negative net transfer of capital from Latin America 

changedd to positive in 1991 (Bulmer-Thomas 1994: 375-376). 

Inn addition to renegotiation of external debt, structural reforms and macro-

economicc stabilisation became essential features of lending by international financial 

institutions.. On the external side, the emerging consensus on policy reform included the 

needd to promote exports, to liberalise trade and to eliminate non-tariff barriers and other 

formss of protection and subsidy. The economic miracle of the newly industrialising 

countriess in Asia was cited as an example to be followed in other parts of the world. This 

comparisonn has often led to a distorted comparison between import substitution, a 
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strategyy that was doomed to fail, inefficient and obstructing global free trade, and export-

ledd development, characterised by an efficient state apparatus and potential for 

technological,, economic and social development. 

Thee proposed reforms also included public budget cuts, a reform of the role of the 

state,, privatisation, an emphasis on orthodox monetary stabilisation, and efforts to 

restrainn domestic demand,75 and fiscal reform, social security reform and reform of the 

financiall  system. The Washington Consensus also includes elements of the following 

reforms:: reform of balance-of-payments policy, reached by real exchange rates, trade 

liberalisationn and attraction of FDI; fiscal policy, public-spending priorities and tax 

reform;; competition policy, which included privatisation and deregulation; and financial 

liberalisation.. According to Bulmer-Thomas, the difference between the Consensus and 

thee reforms in Latin America, is that most attention was paid by Latin American 

governmentss to the monetary aspects of reform, while other policy reforms varied from 

countryy to country in content and time of introduction. For example, Chile had already 

introducedd neo-liberal reforms in the mid-1970s (Bulmer-Thomas 1994: 406). 

3.2.13.2.1 Financial Stabilisation Plans 

Orthodoxx stabilisation policies consist of policies to control the money supply, an 

increasee of the interest rates and a reduction of public expenditure. The expectation is that 

thesee policies lead to a reduction of demand resulting from a control of the money supply 

wil ll  lead to a reduction of inflation. These measures tend to have a recessive impact, as 

theyy have a negative effect on investment and production levels. Unemployment also 

risess as a result of this. The measures that are taken in an orthodox stabilisation plan are 

indirectt in the sense that they do not change price levels directly, but are intended to 

reducee demand and change inflationary expectations. 

Thee aim of heterodox stabilisation is to freeze prices and incomes temporarily in 

orderr to prevent inflation from increasing (a 'heterodox shock'). At the same time, 

attentionn is paid to avoiding a recession by providing credit to producers, which can 

facilitatee productive expansion. Heterodox plans are based on the idea that inflation is not 

onlyy a problem of monetary supply, but also of structural economic problems, such as a 

lackk of infrastructure and low productivity. Another issue, which contributes to the 

centralityy of price freezes in heterodox financial plans (see also section 2.6), is the 

conceptt of inertial inflation, which assumes that inflation builds up and does not decline 

substantiallyy because of formal indexation and "informar indexation (this is based upon 

inflationaryy expectations of companies: companies increase their prices in order to 

maintainn their profit margin in the light of future inflation and the effects of macro-

economicc and fiscal policy), or external influences, as in the case of the oil shocks in the 

Brazill  signed the Brady Plan in 1994. 
AA problem of this measure was that it also had a recessionary impact, in addition to the social 

consequencess (Bulmer-Thomas 1994: 403). 
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1970s.. The notion of inertia] inflation is not a purely economic one, but also has to do 

withh state capacity, institutional and political factors. For example, it is often argued that 

variouss Brazilian governments gave in to pressures for wage increases, while that could 

increasee inflationary pressure. In addition, many Brazilian governments increased public 

spendingg in times when the budget was under pressure. 

Tablee 3.4 Stabilisation plans in Brazil - 1980-1989 
PLANN MEASURES EFFECTS 
AND D 

FINANCE E 
MINISTER R 

Orthodox x 
Delfimm II Recession 
(1981) ) 

Delfimm III Supported Recession 
(1983)) by IMF Stabilisation 

Reactionn to balance of 
debtt crisis payments 
Devaluationn High trade 
cruzeiroo surpluses 
23% % 
Export t 
expansion n 
Reduction n 
imports s 

March-- Freeze Split 
Septemberr public and between 
19855 private heterodox 
Franciscoo prices and 
Dornelless Monetary orthodox 

reformm within 
Budgett cuts government 

PLANN MEASURES EFFECTS 
AND D 

FINANCE E 
MINISTER R 

Heterodox x 
Cruzadoo I Indefinite price and Withdrawal 27% 
andd II exchange rate freeze; savings funds; 
(Febr.. 1 year freeze of mortgages Large increase 
1986-Nov.. and rents; money supply 
1986)) Increase minimum wage December 1987: 
Dilsonn 8%; acceleration 
Funaroo Introduction inflation 

unemploymentt benefit; Cruzado 11 also led 
Endd of indexation; to inflation 
Loww nominal interest 
rates; ; 
Introducedd by decree law 
Cruzadoo II (November 
1986):: new taxes and rise 
pricess public utilities. 

Bresserr Emergency character; Inflation returned, 
(June-- Price freeze (shorter but slowly; 
Decemberr period than Cruzado); Bresser resigned 
1987)) Mini-devaluations; before plan could 
Luizz Fiscal austerity; be finished 
Carloss No deindexation or 
Bresserr monetary reform; 
Pereiraa Attempt at economic 

reforms. . 

Summerr Price and wage freeze; New constitution; 
(Jan-Junee Fiscal reform; Plan rejected by 
1989)) Deindexation; Congress; 
Mailsonn da High interest rates; Financial 
Nobregaa Privatisation/Reform of decentralisation; 

thee state; Return of 
Introd.. new currency; hyperinflation. 
Restrictionn monetary and 
creditt expansion; 

Adaptedd from Baer (1995: Ch. 8, 9, Epilogue), Chaffee (1998: 16-23, 147-158, 178-180), Bresser 
Pereiraa (1996: 164, Ch. 14, 15), Skidmore (1988: 279-280),, Fonseca (1998), Antunes (1994: 28), Costa 
(1995),, Sandoval (1994), CUT De Fato, September 1993. 

Thee last military governments acknowledged the need for stabilisation, but there 

wass a basic agreement that stabilisation should be accompanied by economic growth, 

implyingg a continuation of the Brazilian miracle supported by huge state investments and 
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foreignn borrowing. An orthodox, or recessionary, stabilisation plan was not politically 

viablee for several reasons. First, Geisel and his successor Figueiredo wanted to maintain a 

graduall  political liberalisation process (see also section 4.1.3), and a recession could 

meann the loss of important allies inside and outside the military. Secondly, at the end of 

thee 1970s, the strike movement and the cost-of-living movement put pressure on the 

governmentt to make a full adjustment of wages to inflation and to decentralise wage 

settlementt and bargaining, as centralised wage settlement was one of the fundamental 

economicc control mechanisms of the military governments (Baer 1995: 123-127, 143; 

Chaffeee 1998: 16-17; Bresser Pereira 1996: 234-235; Skidmore 1988: 278; Skidmore 

1989:20-21,24-25). . 

3.2.23.2.2 Political and Economic Transformation after 1985 

Att the start of the new democratic regime in 1985, there was no consensus on the need to 

introducee the structural reforms of the 'Washington Consensus'. Several financial 

stabilisationn plans were introduced between 1985 and 1993 (see table 3.4), all 

contributingg to hyperinflation in the end. The first democratic government of José Sarney 

(1985-1989)) was confronted with economic problems, including the threat of 

hyperinflationn and the effect of a series of failed stabilisation plans, although Brazil had 

recoveredd relatively rapidly from the deep recession caused by the debt crisis (see tables 

3.33 and 3.5). The recovery was driven by growth in export of manufactured products and 

thee resulting trade surpluses. The Cruzado Plan showed that this did not mean that 

structurall  problems had ceased to impact upon the success of economic policies of the 

democraticc governments (see table 3.4 for the contents of the Cruzado Plan). The Plan not 

onlyy suffered from the high expectations related to democratisation and the need to secure 

popularr support, which meant that compensatory measures for workers were taken, but 

alsoo from conflicts within the government about the nature of inflation and the best way 

too reduce it. The price freeze led to an immediate increase of demand and this highly 

stimulatedd domestic industrial production. One of the problems was that the increase of 

domesticc demand stimulated industrial production for the domestic market, after which 

thee previous trade surpluses declined. Some of the resulting problems were shortages, the 

emergencee of black markets and a high real exchange rate of the dollar on the parallel 

market.. Besides, the end of indexation meant that uncertainty on the financial market 

increased.. The second Cruzado Plan introduced price increases on petrol, electricity, 

phonee and postage services, but this could not stop general inflation from rising. Another 

factorr that contributed to the return of inflation was that the Cruzado had to be devalued. 

This,, in turn, led to pressure to readjust wages, which meant that indexation had to be 

reintroducedd (Chaffee 1998: 147-150; Fonseca 1998: 628; Skidmore 1988: 281-283). 
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3.33 REFORMS UNDER FERNANDO COLLOR DE MELO 

Thee significance of Fernando Collor de Melo's government is that it was the first 

governmentt that abandoned import substitution and the correspondent large role of the 

statee as a development strategy. Collor was the first directly elected president since 1961, 

aa representative of the National Reconstruction Party (PRN), based in the Northeast of 

Brazil.. One of Collor's main opponents was Luis Inacio "Lula" da Silva, leader of the 

Worker'ss Party, who lost with a very close margin in the second round of the 1989 

presidentiall  elections. Collor's programme can be characterised as neo-populist, based on 

ann attack on the traditional politics of clientelism, patronage and corruption. Collor also 

emphasisedd the need to increase the efficiency of the state apparatus, being a source of 

inefficiencyy and corruption. 

Economicallyy conservative but socially centrist, Collor posed effectively 
ass a potential reformer of the widely discredited practices of Brazilian 
politics.. Substituting talk about modernization and blistering attacks upon 
corruptionn and abusive bureaucratic privileges for any profound criticism 
off  the existing sociopolitical order, he made moralization and scathing 
denunciationn of the politicians the heart of his appeal (Schneider 1996: 
111). . 

Collor'ss rejection of clientelism led him to distance himself from direct contacts with the 

mostt important interest groups, attempting to establish social pacts on stabilisation 

instead.. In the later years of his administration, leading to his impeachment, he could not 

affordd to circumvent the system of bargaining with politicians and interest groups 

anymore.. The reason for Collor's popularity was probably his attack on the economic and 

sociall  failures of the previous government, as well as his condemnation of clientelism and 

corruption. . 

Thee government of Fernando Collor de Melo marked the end in practice of the 

ISII  model and the developmentalist state. Collor intended to liberalise the economy and 

too initiate the transformation of the state, with privatisation as a central policy. The 

economicc reforms that Collor introduced consisted of a combination of privatisation, 

fiscall  reform and tax reform. In the sphere of industrial policy, crucial reforms were the 

reductionn of protectionism, reduction of tariff and non-tariff barriers and the promotion of 

exportt expansion. The Collor I stabilisation plan (see table 3.5 and 3.6) initially reduced 

inflation.. In the area of state reform, Collor established twelve supermini stries in order to 

makee the bureaucratic apparatus more efficient and abolished several federal institutions 

whichh regulated important economic areas such as sugar, alcohol and coffee. Collor also 

decidedd to make the bureaucratic process of imports and exports less complicated, while 

abolishingg the preferential treatment of national capital at the same time. Collor also 

intendedd to dismiss 360,000 workers in the public sector, establishing a "pool" for those 

civill  servants who had job security, so they could be employed in different sections of the 

publicc sector (Schneider 1996: 115; Chaffee 1998: 162-163; Baer 1995: 184; Kingstone 
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1999a:: 162-163). 

Ann evaluation of the significance of the Collor government for economic and 

politicall  development in the 1990s is usually limited to the scandals surrounding his 

impeachment.. Nevertheless, an often-neglected interpretation is that Collor actually put 

structurall  reforms and their content firmly on the political agenda, pre-empting the 

possibilityy of a return to state-led development and forming the basis for future reforms. 

Althoughh privatisation, economic liberalisation and several other reforms of the state 

apparatuss were aimed at reducing the size and role of the state, this does not necessarily 

meann that the intention was to promote a minimal state. Weyland argues that Collor 

actuallyy 'sought to fortify the core of the state through administrative and fiscal reform 

andd at the same time shed peripheral areas of the state apparatus'. Through the 

centralisationn of power with the presidency, he aimed to reinforce cohesion of the state 

apparatus:: '[i] n this way, he planned to recover the role of the state as the guiding force in 

Braziliann development' (Weyland 2000: 44). This aspect of the reform programme 

reflectss one of the differences of neo-liberalism Brazilian-style with the Washington 

Consensuss (cf. Montero 1998: 32; Kingstone 2000: 193). 

Tablee 3. 5 Economic Indicators 1986-1999 
Year r 

1986 6 
1987 7 
1988 8 
1989 9 
1990 0 
1991 1 
1992 2 
1993 3 
1994 4 
1995 5 
1996 6 
1997 7 
1998 8 
1999 9 

GDPP (Billions of 
currentt dollars 

257.8 8 
282.4 4 
305.7 7 
415.9 9 
469.3 3 
405.7 7 
387.3 3 
429.7 7 
543.1 1 
705.4 4 
775.5 5 
801.7 7 
775.5 5 
556.8 8 

GDP,, real increase (%) 

8.0 0 
3.6 6 
-0.1 1 
3.3 3 
-4.3 3 
1.3 3 

-0.5 5 
4.9 9 
5.9 9 
4.2 2 
2.8 8 
3.2 2 
-0.1 1 
0.9 9 

GNPP per capita 
(constantt 1995 dollars) 

4,396 6 
4,505 5 
4,410 0 
4,524 4 
4.026 6 
4,003 3 
4.046 6 
4,040 0 
4.221 1 
4,349 9 
4.428 8 
4,514 4 
4.453 3 
4,427 7 

Annuall  inflation rate 

65 5 
416 6 
1,038 8 
1,783 3 
1.477 7 
480 0 
1,158 8 
2,708 8 
1.094 4 
14.8 8 
9.3 3 
7.5 5 
1.7 7 

20.0 0 
Source:: Gordon (2001: 164-165). 
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Tablee 3. 6 Financial Stabilisation Plans - 1990-1999 
PLANN AND 
FINANCE E 

MINISTER R 

MEASURES S EFFECTS S 

Orthodox x 
CollorMMayy 1991-
Septemberr 1992 
Marcilioo Marques 
Moreira a 

Highh interest rates; 
Reductionn wages; 
Statee reform and privatisation; 
Budgett cuts; 
Unfreezingg prices and financial assets 

Recession; ; 
Fallingg production and employment; 
Endd of ISI strategy; 
Debtt renegotiation; 
Initiallyy popular; 
Impeachmentt campaign Collor 

Heterodox x 
Collorr I (March 1990-
Mayy 1991) 
Zeliaa Cardoso 

Reall  Plan (1994-) 
Fernandoo Henrique 
Cardoso o 

Tequilaa Crisis (1994-
5) ) 

Brazilian// Asian crisis 
(Latee 1998/early 1999) 

Freezee 70% of private financial assets; 
Monetaryy reform; 
Pricee and wage freeze; income policy 
basedd on freeze; 
Followedd by orthodox stabilisation; 
Economicc liberalisation and 
privatisation n 

Fiscall  adjustment- budget cuts, tax 
reform,, privatisation restriction 
foreignn borrowing, foreign debt 
rescheduling g 
Introductionn URV76; 
URVV converted into Real (1994), 
peggedd to USS; 
Economicc liberalisation and tight 
monetaryy policy; 
Economicc and social security reforms. 

Effectss of financial crises during 
Increasee of interest rates; 
Flotationn of Real and first 
devaluation; ; 
Tarifff  increases in strategic sectors. 
Devaluationn Real; 
Introductionn floating exchange rate; 
Increasee interest rate to avoid 
speculationn and capital flight. 

Floatingg exchange rate; 
Neo-liberall  reforms; 
Initiall  reduction inflation; 
Later:: recession and hyperinflation 
Initiallyy popular; 
Impeachmentt campaign Collor; 
Junee 1990 General Strike; 
Mayy 1991 General Strike. 

Reductionn inflation to 2% a month.; 
Successfull  privatisation programme; 
Difficultiess to sustain other 
structurall  reforms, including tax 
reform. . 

thee 1990s 

Depreciationn Real/USS; 
Usee US$ 8 billion of Central Bank 
reservess against speculation; 
Tensionss in Mercosur.77 

Adaptedd from Baer (1995: Ch. 8, 9, Epilogue), Chaffee (1998: 16-23, 147-158, 178-180), Bresser 
Pereira(1996:: 164, Ch. 14, 15), Skidmore (1988: 279-280), Fonseca (1998), Antunes (1994: 28), Costa 
(1995),, Sandoval (1994), CUT De Fato, September 1993, Gordon (2001: 188-193). 

3.44 PLANO REAL: THE CONSOLIDATION OF REFORMS 

Afterr Collor's impeachment, Itamar Franco, Collor's vice-president, became president 

andd in this period the neo-liberal model was further deepened, while a new financial plan 

wass introduced, the Real Plan. The main architect of the Real Plan was Fernando 

Henriquee Cardoso, Finance Minister under Franco. Cardoso was elected president in 

Thee Unidade Real de Valor (Unit of Real Value) is an inflation-free index of monetary value. 
Becausee Argentina did not devaluate the peso (the peso was on a one-to-one rate pegged to the dollar 

fromm 1990 until 2002), the devaluation of the Real hurt Argentinean exports to Brazil. 
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1994,, an election in which Lula was an important candidate. Cardoso plays an important 

rolee in the consolidation and deepening of the new development model in Brazil, neo-

liberalismm Brazilian-style. Privatisation was, again, considered a crucial policy of the 

Braziliann government, as is economic liberalisation and integration in the world 

economy. . 

Inn 1994, the then minister of Finance Fernando Henrique Cardoso (government of 

Itamarr Franco - 1992-1994) introduced a financial stabilisation plan, the Piano Real. The 

Plann included the introduction of a new currency, the Real, and a heterodox shock in 

orderr to reduce inflation (see table 3.6 for more details). The Real Plan achieved what no 

otherr stabilisation plan had managed to do beforehand. Inflation decreased from four 

digitss to one (see table 3.5), while Cardoso complemented the fiscal aspects of the Real 

Plann with a plan for structural reforms. Economic liberalisation and tariff reduction 

complementedd price stabilisation, which simultaneously caused a "competitive shock" 

amongg domestic producers (Baumann 2000: 21). The financial aspects of the Real Plan 

weree partly sustained by the temporary Social Emergency Fund (Fundo de Emergência 

Social,, or FES), which represented an attempt to limit the transfer of federal resources to 

statess and municipalities (Kingstone 2000: 194-195). Besides the end of hyperinflation, 

otherr positive effects were the simultaneous increase of exports and imports an increase 

off  imports can reduce prices through lower input costs -, an increase of labour 

productivityy and large inflows of foreign capital, also due to the privatisation process 

(Baumannn 2000: 21-23). 

Thee Tequila crisis in Mexico was the first challenge to the stabilising efforts of 

presidentt Cardoso. In order to prevent speculation, the government decided to let the Real 

floatt within exchange rate margins, while also increasing interest rates and raising tariffs 

inn strategic sectors like the automobile industry. The combined effects of a sharp 

reductionn of inflation and the government's ability to deal with the effects of an 

internationall  financial crisis probably contributed to the further success and public 

supportt of the plan (Kingstone 1999a: 197, 203; Gordon 2001: 188-193). 

Thee structural reforms are generally considered as conditions sine qua non for 

economicc and social development in Brazil. The reforms include economic liberalisation, 

administrativee and fiscal reform, a deepening of privatisation, social security and labour 

reform.. The government presented this combination of short-term financial reform and 

structurall  reforms, in the words of the vice-president of the first Cardoso government 

(1995-1998),, Marco Maciel, as a modernisation programme: 'The challenge of the 

modernisationn programme is to adjust the Brazilian model to economic globalisation'.78 It 

includess attempts to adapt the Brazilian economy to what is perceived as the conditions of 

thee global economy: technological and productive modernisation, macro-economic 

stabilityy and promotion of exports and foreign direct investment. 

7t!! Maciel, Marco, 'O Piano Real e a questao social', Jornal do Brasil, 2/5/1995. 
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Sociall  security is one of the key reforms expected to further restructure the 

economyy by reducing government expenditure. The intention of the 1988 Constitution 

wass to introduce a system in which everybody would receive a minimum level of social 

benefits,, based on contributions of workers and employers (this excluded those in the 

informall  sector, who could not make social security contributions). The other major 

implicationn would be that social benefits and pensions that exceeded this minimum level 

wouldd have to be provided through private institutions (Weyland 1996: 146). The purpose 

off  social security reforms in Brazil, although they have proven to be very difficult to be 

approvedd by Congress, is to link pension rights with years of contribution and a minimum 

agee (Cysne 2000: 72). In addition, there are initiatives, probably even more controversial, 

too partly privatise the pension system above the minimum level of social benefits. 

Inn the area of public-sector reform, key reforms are administrative reform and 

privatisation.799 The purpose of the administrative reform programme (legislated in 

Novemberr 1997, but only enacted in June 1998, after approval of the Senate) was to 

streamlinee the state apparatus. A section that particularly affects public sector workers is 

thee abolition of job security and plans to reform the pension system for public workers, 

linkingg pension contribution with a minimum retirement age and the abolition of special 

retirementt schemes. The reform means that workers in the public sector have lost some of 

thee privileges that distinguish them from workers in the private sector. Except for a small 

coree of public-sector employees, even civil servants who gained job security under the 

19888 Constitution can now be dismissed more easily (on the basis of poor work 

performancee or in order to reduce those employed in the public sector), although it is 

generallyy easier to dismiss the "non-stable" civil servants, those who never had this kind 

off  job stability. Gaining job stability is now also linked with job performance, and it takes 

longerr to be considered for a stable status. The number of public-sector employees and 

thee creation of new positions in the public sector have also become linked to the fiscal 

performancee at all levels of government (Cysne 2000: 57, 73; Souza 1999: 57). 

Evenn though the reform package has appeared to be quite coherent, responding to 

thee principles of the Washington Consensus, its implementation has been gradual, 

incoherentt and subject to a lot of protest and opposition. The reduction of inflation was 

widelyy appreciated, but the adjustment measures following the Mexican crisis in 1994 

andd the Asian/Brazilian crisis in 1997-1998 have led to very high interest rates, which 

hamperr the economy. The reduction of tariffs (which happened in most sectors, but not in 

thee automobile sector) had the effect of increasing imports, which led to severe problems 

inn domestic industries. The overvaluation of the Real until 1998 also contributed to 

increasess of import levels. Another discussion that arose after the mid-1990s is the Custo 

Brasill  (Brazil Cost). The 'Brazil Cost' refers to the range of indirect labour costs (such as 

bonuses,, social security and training contributions) which employers have to pay in 

Thee privatisation programme is analysed in detail in Chapter VI. 
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additionn to general wages.*° Employers' organisations have called for a reduction of the 

totall  of labour costs, as the 'Brazil Cost' is feared to make Brazilian enterprises less 

competitive,, particularly when the labour cost is a major factor with which enterprises 

compete.. *' Furthermore, business actors have argued that, in addition to high interest 

ratess and lack of preparedness for modernisation, the tax burden on production and 

exportss is still high and bureaucratically complicated (Kingstone 1999a: 208-209). 

Furthermore,, issues such as industrial policy, external and domestic debt, the future 

coursee of the economy and unemployment are not addressed or left to chance. 

Businesss groups have an ambivalent position on the issue reforms. Peter 

Kingstonee argues that the economic crisis of the 1980s led to widespread criticism among 

businesss of excessive state intervention and a large state. However, this did not mean that 

thee business sector automatically supported neo-liberal reforms under Fernando Col lor, 

whoo was heavily criticised. Business groups actively supported Cardoso's presidential 

campaign,, but later support for his policies was not unequivocal (Kingstone 1999a). 

Businesss support depends a lot on perceptions of coherence and relative efficiency of 

policy-making,, being based 'on the government's fulfillin g its policy commitments to 

addresss the fiscal crisis of the state and related systemic economic problems. Business 

supportt eroded as government policies and tactics became increasingly erratic and 

unpredictablee and made the promised benefits of reform uncertain even as the costs 

becamee increasingly real' (Kingstone 1999a: 4-5). This means that the business 

community,, instead of actively supporting or promoting reforms, can also defend the 

statuss quo. In any case, many segments of business did not support unexpected large 

decreasess or increases in tariffs as part of efforts to sustain financial stabilisation plans, 

butt the gradual opening of the economy, which would facilitate a process of adaptation 

andd modernisation of businesses in Brazil.82 

Stallingss and Peres (2000: 51-53) discuss some of the general limitations of 

economicc reforms in Latin America. The first issue is to move from a narrow focus on 

stabilisationn to a broader programme of economic transformation. As Baumann argues, 

thee Real Plan and later government policies are still basically focused on price 

stabilisationn (Baumann 2000: 39-40). Some of the tariff reductions introduced during the 

mid-1990ss were supposed to sustain price stability, while occasional tariff increases were 

intendedd to reduce imports or protect a particular sector.83 While tariffs for automobiles, 

bicycles,, consumer and domestic electronics were increased to 70 per cent, tariffs for 

Seee Marquez (1995: 34) for a comparative overview of labour costs in several Latin American 
countries.. See also Amadeo et al. (1995). 
811 Trade unions interpret the Brazil Cost in a slightly different way, arguing that all achievements of 
unionss in the area of labour rights and existing benefits for workers are part of the Brazil Cost. 
822 This happened several times in the early years of the Real Plan. Decreases of tariffs were intended to 
liberalisee the economy and facilitate competitiveness, but it could also lead to a sharp increase of 
imports,, threatening the balance of trade and inflation. 
833 In addition, a list of exceptions to the Common External Tariff of Mercosur was established in 1995, 
importt quotas in the free zone of Manaus and a system of incentives for the automobile industry. 
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autopartss remained at 2 per cent, leading to severe problems in sectors such as the 

autopartt producers (Cysne 2000: 95).X4 Secondly, the use of the exchange rate as a target 

ratee pegged to the dollar, in combination with large inflows of foreign capital contributed 

too the overvaluation of the Real (Baumann 2000: 40-41). In addition, monetary policy 

wass mainly intended to sustain stabilisation efforts, as high domestic interest rates were 

usedd as a response to the Mexican crisis in 1994-95 and the 1998-99 crisis. Although this 

reducedd the danger of speculation and capital flight, high interest rates negatively affect 

domesticc investments and the fiscal balance, due to higher interest payments on domestic 

publicc debt (Baumann 2000: 41-42; Stallings and Peres 2000: 51, 53). These issues point 

too some structural problems of the institutional dimensions of the reform process. 

Althoughh the increase of tax revenues is considered to be a significant goal of reforms, 

reductionn of the fiscal deficit is attempted through reducing expenditure rather than 

increasingg tax revenues (Stallings and Peres 2000: 55). 

Brazill  is usually considered to be a gradual reformer the first far-reaching 

reformss are introduced from 1990 onwards. According to Kingstone (1999b), and 

Stallingss and Peres (2000), the gradual nature of Brazilian reforms can be explained by 

thee success of import substitution policies in Brazil, the attractiveness of Brazil's large 

andd protected domestic market for foreign investors, and a slower escalation of economic 

problemss compared to countries such as Argentina, Bolivia, Peru and Chile. In addition, 

thee combination of hyperinflation and relatively high economic growth made reforms less 

urgentt for a longer period of time. In addition, indexation policies meant that certain 

sociall  groups (e.g. wage earners and holders of bank accounts) were somewhat protected 

fromm the effects of hyperinflation (Kingstone 1999b: 140; Stallings and Peres 2000: 48-

49). . 

Furthermore,, as argued in section 3.1, the political system has also slowed down 

thee introduction of economic reforms, which also points to the limitations for the 

oppositionn in countries that experience a combination of democratisation and economic 

stabilisation.. The limits the political system poses and the necessity of solving short-term 

stabilityy problems in response to financial crises at the end of the 1990s are important 

factorss in explaining the slowness and contradictions of the Brazilian reform process. In 

addition,, the impression of the reform process is that while some reforms seem to be 

pursuedd consistently, like privatisation, others, like fiscal reform and the issue of external 

debtt are dealt with in an ad hoc way, ensuring that fiscal imbalances and the debt burden 

doo not undermine macro-economic and financial stability. 

Thee autoparts sector has always played an important role in the Brazilian strategy of establishing 
complementaryy roles for foreign, domestic private and public capital. The autoparts sector would also 
contributee to the establishment of domestic backward linkages. For this and other sectors, it is 
importantt whether the government is willing and able to negotiate similar provisions with multinational 
corporations.. Studies of the competition for foreign direct investment among state governments in 
Brazill  ("fiscal war") suggest that sub-national governments give large concessions to multinational 
corporationss and that positive effects partly depend on the ability of governments to negotiate. See 
Arbixx and Rodriguez-Pose (1999) on foreign investment in the automobile sector. 
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3.55 SOCIAL DIMENSIONS OF ECONOMIC REFORMS 

Thee success of economic reforms in Brazil is primarily based on maintaining low 

inflationn and the positive effects of low inflation on the economy. As was argued in the 

previouss section, there is no widespread consensus on the benefits of reforms for 

economicc and social development. In addition, there is some evidence that reforms 

implementedd until now have not led to social improvement and sometimes even to a 

deteriorationn of social indicators such as poverty and unemployment (Baumann 2000; 

ILOO 1999; Stallings and Peres 2000: 3). For a full understanding of the (potential) social 

effectss of reforms, it is also necessary to take into account some of the structural aspects 

off  social development in Brazil. The purpose of this section is to give an overview of the 

evidencee of social effects. The second purpose is to give an overview of social and labour 

markett structures in Brazil, particularly of the way they constrain and enable collective 

actionn of workers. 

Thee expected relationship of neo-liberal reforms with the labour market is that a 

moree efficient operation of the market mechanism would increase economic growth and 

thiss would lead to job creation. In addition, a focus on labour-intensive production and 

exportss would also contribute to employment growth. A further objective of neo-liberal 

reformm is to lower direct and indirect labour costs that are due to bureaucratic procedures 

andd to increase labour mobility (Stallings and Peres 2000: 110-111; Amadeo and Horton 

1997). . 

Theree is no consensus on the positive effects of economic reforms, usually in 

combinationn with economic problems in general, on employment creation, quality of 

employmentt and wages. For example, Stallings and Peres argue that job creation has been 

insufficient,, with low wages, low quality of jobs and low productivity. Stallings and Peres 

alsoo show that slow job creation is mainly due to slow GDP growth. In addition, as the 

ILCTss studies of labour market changes in the 1990s show, most employment creation in 

Latinn America takes place in the informal sector. Outsourcing is another source of 

deterioration,, as it maintains a core of protected workers in larger companies, while 

smallerr companies and the informal sector take up the cost of reforms and economic 

problems.. For example, growth in self-employed jobs in Brazil was 1.5 per cent between 

19922 and 1997, while the increase of new wage jobs was 1.1 %. In addition, new wage 

jobss contributed 49.0 % to employment creation in this period and self-employment 

contributedd 34.2 % (ILO 1999; Stallings and Peres 2000: 3, 111-112, 118, 123-126).85 

Thee reforms of the Piano Real and the economic problems of the 1990s led to a 

decreasee in the number of industrial workers as a proportion of total employment from 25 

s== In the analysis of the ILO, micro-enterprises are included in the informal sector. In other statistics, 
micro-enterprisess are part of the formal sector. The reason to include micro-enterprises in the informal 
sectorr is that wages and productivity are usually low and that workers are not always covered by social 
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perr cent in 1990 to 16 per cent in 1997. Baumann and ILO studies argue that most of the 

workerss leaving the industrial sector moved to the services sector, sometimes in an 

informall  context (Baumann 2000: 34-35; ILO 1999). 

Thee increase of the number of workers in the services sector does not necessarily 

implyy a larger contribution of this sector to economic growth, as the informal sector plays 

ann important role in the services sector and in employment creation in general (Power and 

Timmonss Roberts 2000: 246). The size of the informal sector is very difficult to measure. 

Twoo important indicators in Brazil are the number of workers who do not have a carteira 

assinadaassinada (signed work card), which provides someone's work history, and the number of 

workerss who do not make social security contributions. 

CONCLUSIONS:: A N ASSESSMENT OF ECONOMIC AND POLITICAL REFORMS IN 
BRAZIL L 

Afterr the 1982 debt crisis, the consensus on the development model based on a strong 

rolee of the state in the economy and industrialisation came to an end. A new consensus 

emergedd after the Real Plan in 1994 that financial stabilisation was a fundamental policy 

butt that it would not work without institutional and fiscal reforms, and changes in the 

social-securityy system. The introduction (and deepening throughout the 1990s) of 

structurall  reforms accompanying financial stabilisation was based on the idea that 

structurall  weaknesses of the economy have led to the recurrence of hyperinflation. The 

extendedd effects of debt crisis and the oil shocks showed that an economic miracle was 

nott sufficient for dealing with monetary problems. There was a lack of structural 

economicc reforms (the reduction of government deficit, tax reform, institutional reforms) 

too support stabilisation in the long term. Flaws in economic plans, such as the failure to 

controll  money supply, the failure to introduce fiscal adjustment and problems of political 

legitimacyy caused by the failure to stabilise the economy and reduce hyperinflation meant 

thatt dominant forces in the government and in society gradually agreed that reforms were 

inevitable.. During the 1990s, Brazil was in the middle of a process of redefinition of the 

rolee of the state and the direction of economic and social development. It is not clear yet 

whatt the consequences for Brazil will be, but it is likely that the old political, economic 

andd social structures wil l be further challenged and transformed. 

Inn order to provide a contextual framework for the analysis of responses of the 

Braziliann labour movement to economic and political reforms, it is necessary to see what 

thesee reforms entail and how they differ from the previous development model. As was 

arguedd in Chapter I, defining the Brazilian development model as neo-liberal is 

problematic.. For instance, Peter Kingstone (2000: 193) has argued that Fernando Collor 

dee Melo's economic policies and reform programme were not strictly neo-liberal, while 

thee same is true for Fernando Henrique Cardoso's economic reforms. Furthermore, 

andd labour legislation. Self-employment or employment in micro-enterprises does not always mean that 
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althoughh a number of structural economic reforms continues to be on the political agenda, 

theirr legislation and introduction has met severe difficulties in their introduction and 

implementation.. Table 3.7 shows a comparison between the goals and instruments of the 

Braziliann development model before and after 1990. In relation to the reforms in the 

1990s,, it is important to understand that the right-hand side of Table 3.7 does not 

necessarilyy correspond to reality in Brazil, but partly to the ultimate goals of policy and 

partlyy to changes that emerge in practice. In the case of fiscal and monetary policy, these 

goalss are quite clearly defined, but in the case of industrial policy, goals and instruments 

aree more controversial. Similarly, reform of social security and tax reforms have met with 

strongg opposition. 

Tablee 3. 7 A Comparison of Developmentalism and Reforms 
Developmentalismm Reforms 

Privatee domestic capital should be 
Economicc complemented by state and foreign 
developmentt capital; 
policiess The state plays an active role in 

industrialisation,, through industrial 
policy,, state-owned companies, monetary 
andd trade policy; 
Importt substitution policies. 

Privatee foreign and domestic capital is a 
keyy actor in development; 
Privatee activities can be promoted through 
subsidies,, tax breaks, loans, other types of 
support,, but a preference for a healthy 
economicc climate; 
Exportt promotion policies; 
Regionall  and global integration. 

Fundamentall  role of state and SOEs in 
Rolee of the economic and social development; 
statee and the SOEs are employers, suppliers and 
publicc sector producers. They can be used as 

instrumentss for development as such. 
Statee investment to solve economic 
bottleneckss in infrastructure and 
productionn of intermediate and capital 
goods. . 

Focuss on essential activities: security, 
healthh and education; 
Withdrawall  from productive activities. 
Liberalisationn of economy, trade and 
finance; ; 
Rationalisationn of other state activities; 
Neww forms of industrial policy. 

Trade-offf  between economic and 
Fiscall  and political stability; 
monetaryy Overvalued exchange rate as part of 
stabilityy economic policy; 

Externall  borrowing to finance 
developmentt policies. 

Goalss of monetary and fiscal policy: 
Increasingg tax revenue 
loww inflation rates 
realisticc exchange rate 
realisticc interest rates 

Mainlyy restricted to urban workers in the 
Sociall  formal sector. Inclusion rural workers; 
Securityy Based on payroll contributions of 

workerss and employers; 

Reform: : 
Lowerr contributions to reduce indirect 
labourr costs 
Privatisationn of the pension system; 
reformm of the pensionable age (based on 
agee rather than working years). 
Reformm of system of unemployment 
benefits s 

qualityy of jobs, wages and productivity are low. 
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TableTable 3.7 continued 

Employment t 
andd Labour 
Market t 
Policies s 

Employmentt creation would result from 
economicc growth; 
Publicc sector as source of employment 
growth; ; 

Emphasiss on training, facilitating 
'employability'. . 

Extensivee state-corporatist labour 
Labourr relations system; 
Relationss Direct state intervention in union affairs; 

Strongg role of labour courts in conflict 
settlements; ; 
Systemm of decentralised wage bargaining 

Graduall  and ambivalent dismantling of 
corporatistt labour relations; 
Tendencyy towards more centralised and 
sectorall  wage bargaining in some sectors; 
Introductionn of flexibilit y measures. 

Indexationn to inflation; 
Wagee Policy Military governments sets wage levels; 

Wagee bargaining restricted. 

Endd of wage indexation after Real Plan: 
moree emphasis on (decentralised) wage 
bargainingg as a mechanism of wage 
settlement; ; 
Adjustmentt of minimum wage levels to 
inflation"'' ' 

*66 The level of the minimum wage is a highly important political issue. This level also determines 
levelss of social security benefits like pensions, so increases in the minimum wage level increases total 
governmentt expenditure. 
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