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CHAPTERR VI  DEBATES ON PRIVATISATIO N AND 
RESPONSESS OF THE LABOUR 
MOVEMEN T T 

INTRODUCTION N 

Whilee the previous Chapter discussed a shift in trade union strategies from a focus on 

mobilisationn to a focus on negotiations and defensive union strategies, the current Chapter 

assessess trade union responses to a more specific aspect of the Brazilian reform 

programme:: privatisation of state-owned enterprises. The significance of studying 

privatisationn lies in its centrality in the reform programme during the 1990s, while 

privatisationn was also one of the most successfully implemented reforms, particularly 

comparedd with other institutional reforms, such as tax, social security and labour reforms. 

Inn addition, as was argued in section 5.2.2, public-sector workers have had a strong 

interestt against privatisation and public sector reform insofar as it affected their 

employmentt situation. Significantly for an understanding of labour movement responses 

too privatisation, public-sector workers also played an important role in the CUT: several 

off  the strongest individual unions in the CUT were public sector unions and public sector 

workerss often occupied leadership positions in the CUT. The Brazilian privatisation 

programmee also provoked opposition by those who were concerned with the future of 

economicc development and the role of the state in this process. In this sense, privatisation 

hass been a crucial issue for debates on the role of the state in the economy and on the role 

off  key actors in the economic development process. 

Thee Chapter consists of four parts. Section 6.1 introduces the relationship 

betweenn privatisation and economic reforms in general, with particular references to 

debatess on the Brazilian privatisation programme. The section argues that privatisation 

shouldd be studied as an inherently political process, rather than as a technical or 

administrativee matter. The origins and later development of the Brazilian privatisation 

programmee are discussed in section 6.2. The section pays attention to to the content of 

privatisationn policies, the institutional structure of the programme, in addition to 

oppositionn to privatisation. Section 6.3 deals more specifically with the expected effects 

off  privatisation on employment. Although it is difficult to establish the exact effects of 

privatisation,, particularly as unemployment levels are influenced by a range of factors, 

thee arguments on the expected effects are important for understanding trade union 

strategiess against privatisation. Section 6.4 of this Chapter argues that, although new 

unionistss were very sceptical about privatisation from the foundation of the CUT 

onwards,, they have found it difficult to develop an effective strategy in relation to 

privatisationn and state intervention. The difficulty in developing an effective strategy 

becamee particularly clear in cases when individual unions had to deal with the 



practicalitiess of the privatisation process, while the leadership of the CUT often used a 

moree radical stance in opposition to privatisation. 

6.11 PRIVATISATIO N AND POLITICA L CONFLIC T 

6.1.16.1.1 Privatisation and Deregulation 

Privatisationn can be defined as the transfer of assets, economic and social functions of the 

statee to the private sector, involving 'the increased reliance on private actors and market 

forcess to take over functions or responsibilities that had in recent decades come to be 

regardedd as properly within the governmental sphere' (Feigenbaum et al. 1999: 1). Two 

formss of privatisation important for this study167 are the sale of state property, and 

subcontractingg or concessions to the private sector to perform a particular state function. 

Salee of state property refers to the sale of state assets and shares, typically in the case of 

state-ownedd enterprises. Subcontracting designates the performance of certain state tasks 

byy private sector actors. During the mid-1990s, various forms of subcontracting have 

affectedd public utilities, sanitation, infrastructure, transport, and telecommunications. 

Deregulationn is often interpreted as a form of privatisation, but this is not always 

strictlyy the case. Deregulation implies that the state abandons direct regulation of a 

particularr area formerly seen as the responsibility of the state. Although this means that 

theree is more private sector room for manoeuvre, 'deregulation' often involves 're-

regulation'' through the establishment of regulatory agencies that oversee private sector 

activities,, including price and service levels. In the Brazilian case, 're-regulation' has not 

beenn a smooth process, as discussed in the work of Manzetti (Manzetti 1999: 211-212; 

2000;; cf. Velasco 1997b: 14-17; Bresser Pereira 1996; Castelar Pinheiro 2000b: 26-30), 

particularlyy when the regulatory framework was not firmly established before 

privatisation.. This is particularly important in public utilities: new regulatory frameworks 

usuallyy involve ensuring the continuing (or improving) quality of services, ensuring that 

servicess are provided at affordable levels, and guarantees of future investment in the 

improvementt of services and infrastructure. As Feigenbaum et al. (1999) argue, the 

establishmentt of new regulatory frameworks for the private provision of goods and 

servicess demonstrates that privatisation does not necessarily minimise the role of the 

state.. Instead, one can speak of a reconfiguration of the role of the state: 'where states 

merelyy moved from one form of intervention to another to correct market failure, 

privatizationn does not necessarily lead to shrinking the state' (Feigenbaum et al. 1999: 6). 

1677 A useful overview of privatisation dimensions as a continuum is provided in Feigenbaum et al. 
(1999:: 8-11). The authors distinguish the 'financing dimension' (who pays for a particular service?), 
thee 'delivery dimension' (is a service provided by the public or the private sector?), the 'responsibility 
dimension'' (regulation through public laws and regulation or individual responsibility), and the 
'decision-makingg dimension' (decision-making through collective, formalised procedures, or by 
individuals?) ) 
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6.1.26.1.2 Privatisation, Development Strategies and Political Conflict in Brazil 

Privatisationn of state-owned enterprises represents one of the central pillars of Brazilian 

economicc reform process during the 1990s (Almeida 1999). The significance of the 

privatisationn process lies in its broader connection both to state reform in Brazil, and the 

objectivess of macro-economic reforms. Privatisation also represents a fundamental shift 

fromm the previously dominant development strategy in Brazil, which was characterised by 

thee extensive role of the state in the economy, large public infrastructural projects, and the 

state-ledd promotion of industrialisation. 

Proponentss of privatisation either implicitly or explicitly assume that privatisation 

wil ll  solve many of Brazil's economic and fiscal problems.168 In other words, privatisation 

iss often viewed as an instrument that promotes the reform of both the state and macro-

economicc policies. In a World Bank report, the inefficiency of state-owned enterprises is 

directlyy linked to macro-economic problems. Losses of state-owned enterprises -

deeplyy affect the budget and banking system, creating macroeconomic 
instability,, diverting scarce resources away from basic social services 
suchh as health and education, and crowding out the private sector. They 
alsoo have contributed to declining investments and inadequate 
maintenance,, leading state enterprises to provide a low quantity or quality 
off  goods or services at a high price that place a burden on the poor (Kikeri 
1998:: 1). 

Thee link between macro-economic policy objectives, state reform, and the privatisation 

plan,, can be demonstrated in the following ways. Privatisation is expected to limit state 

interventionn in the economy and the use of state-owned enterprises for macro-economic 

policyy objectives, e.g. as an instrument to control price levels. In turn, privatisation is also 

usedd as a means to further promote the reduction of the role of the state, as it is also based 

onn the idea that the state should retreat from economic activities, and focus instead on its 

basicc tasks, the provision of education, health care and law enforcement (Castelar 

Pinheiroo and Giambagi 1999: 15). 

Privatisationn is also expected to restore the financial confidence of international 

publicc and private creditors, and, by extension, to attract further foreign direct investment. 

Duringg the 1990s, 'privatization continued to serve as a sort of "seal of quality" for 

economicc policy, a sign of commitment to "market-oriented reforms". This placed Brazil 

inn a competitive position among emerging countries for the attraction of substantial 

capitall  inflows in a world in which money was abundant' (Castelar Pinheiro and 

Giambagii  1999: 14). A more controversial claim is that privatisation wil l reduce budget 

deficits,, as public debt and public investment are taken over by the companies which own 

sharess in the privatised enterprises (cf. Berg and Berg 1997: 358). Privatised companies 

ForFor an overview of the arguments in favour of privatisation, see Guislain (1997: 6-10). 
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wouldd also become more profitable as privatisation is expected to enhance technological 

restructuringg and competitiveness (Castelar Pinheiro and Giambagi 1999: 6, 15). 

Sincee there is no critical consensus on the long-term effects of privatisation, this 

Chapterr focuses on political conflict and debates surrounding the decision to privatise 

state-ownedd enterprises (SOEs),169 rather than an assessment of the effects of privatisation 

onn the Brazilian economy. For instance, Feigenbaum et al. argue against analysing 

privatisationn programmes merely as a solution for immediate economic and fiscal 

problems.. Rather, 

privatizationn initiatives are political because the redistribute costs and 
benefitss among diverse and competing groups. And portraying 
privatisationn as a necessary adaptation to fiscal constraints fails to 
acknowledgee the considerable range of alternative responses open to 
governmentall  actors and the extent to which selection of policies within 
thatt range may reflect partisan tactics and pressures from mobilized 
interestt groups (Feigenbaum et al. 1999: 172-173). 

Thiss quotation demonstrates that a study of the political dimensions of privatisation 

processess can provide significant insight into political conflicts fought over development 

strategies.. Privatisation also affects patterns of power and coalitions in societies: 

Th[e]]  public sphere largely depends on the conviction, shared by both 
businesss and labor, that market imperfections are legitimately susceptible 
off  political regulation. The contraction of the public sphere, as a result of 
thee expansion of the market, tends to favor those actors that retain relative 
advantagess for market exchanges (Schamis 1992: 61). 

Protestss and debates about privatisation are usually focused on the balance 

betweenn public and private, and the preferred the role of the public sector in the economy 

andd society (cf. Almeida 1999). As Alfred Montero (1998) argues, societal and economic 

actorss play an important role in defining the political context of privatisation and of the 

implementationn of the privatisation programme, even in the case of an issue generally 

viewedd as 'technical' or 'administrative'. In addition, even when reform is viewed as a 

largelyy technical issue, the government has to take political opposition and support into 

account:: 'without an enduring constituency for reform ... policy making becomes 

politicallyy vulnerable to opposition actors who seek to inhibit the process. Without 

[W[W Studies on the effects of privatisation on labour generally suffer from a lack of statistical evidence 
onn employment and labour effects. The same is true for studies of privatisation in Brazil. Furthermore, 
thee effects of privatisation on the wider economy can only become clear in the long run, as it is not yet 
possiblee to argue whether privatised companies are more efficient or whether they create employment 
Exampless of studies that take the labour dimension into account are Hoeven and Sziraczki (1997b: 8-
9),, Saravia (1996, 1998), Ferraz (2000), Luca (1998), Castelar Pinheiro (1996, 2000a), Observatorio 
Sociall  (2001b, 2001c). Several World Bank reports addressed the social dimensions of the Brazilian 
privatisationn programme, see in general Kikeri (1998) and Paes de Barros et al. (1997), Carneiro and 
Gilll  (1997) and Estache et al. (2000). On the reason why there is no consensus about the effects of 
privatisation,, see Hoeven and Sziraczki (1997a: 2-3, 7-11). 
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substantiall  state commitments to the reform process, economic actors who are required to 

bearr the costs and risk investment in privatized companies wil l not see official adjustment 

effortss as credible' (Montero 1998: 31). 

Basedd on the argument that privatisation is an inherently political process, 

Feigenbaumm et al. (1999) developed a typology of motivations for privatisation. The three 

typess of privatisation in this typology are pragmatic privatisation, tactical privatisation 

andd systemic privatisation.170 This typology wil l be used in the subsequent sections to 

structuree the analysis of the privatisation programme in Brazil. The first type of 

privatisationn programme is termed pragmatic privatisation by Feigenbaum et al. 

Pragmaticc privatisations represent a short-term administrative solution for an immediate 

functionall  problem. For example, in the case of developing countries, privatisation can be 

'inauguratedd to solve an internal budgetary crisis or external balance of payments deficit 

inn conjunction with an austerity plan' (Feigenbaum et al. 1999: 46-47). In addition, 

pragmaticc privatisations are characterised by a lack of ideological considerations, 

particularlyy as the sectors in which pragmatic privatisations take place have usually 

alreadyy been depoliticised. Tactical privatisations 'are advocated to achieve the short-

termm political goals of political parties, politicians, or interest groups. They seek either to 

alterr the balance of power by attracting allies and rewarding supporters or to achieve 

specificc short-term objectives such as reducing the budget deficits' (Feigenbaum et al. 

1999:: 42). In the case of developing countries, tactical privatisation often takes place as a 

conditionn of IMF and World Bank loans. The intention of systemic privatisations is to 

producee a large-scale socio-economic change through privatisation and a realignment of 

thee public and the private sector. In this sense, systemic privatisations are the most far-

reachingg form, usually characterised by strong ideological dimensions. Systemic 

privatisations s 

aree intended to reshape the entire society by fundamentally altering 
economicc and political institutions and by transforming economic and 
politicall  interests. Systemic privatization seeks to lower people's 
expectationss of what government can and should be held responsible for, 
icQUucc LIIC uuunî  ae^nji a uv^ iMgm anu t i i nJ i ^^ I i i t l u HIIIOOUUCLUIW , emu 

transformm the interest group landscape to make it less supportive of 
governmentt growth (Feigenbaum et al. 1999: 42-43). 

Thiss typology of privatisations demonstrates that motivations and incentives to 

privatisee are complex, as they take place in a field of power relations in which there is 

oftenn no broad consensus on the purposes of privatisation. The somewhat limited scope of 

1700 A very similar typology, based on a study of privatisation in Brazil and Mexico, can be found in 
Schneiderr (1990). In addition, Armijo (1999) provides an overview of incentives to privatise in 
developingg countries. Armijo's description of intrinsic economic (the promotion of efficient 
managementt and resource allocation) and pragmatic economic (referring to the benefits of privatisation 
forr macro-economic variables) particularly refer to 'pragmatic privatisation'. Domestic political 
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tacticall  and pragmatic privatisation - limited because these forms do not involve a full 

economicc and social transformation - does not mean that privatisation decisions based on 

thesee motivations do not have far-reaching consequences for the balance between the 

publicc and the private sector in economic decision-making (cf. Feigenbaum et al. 1999: 

148). . 

6.22 PRIVATISATIO N POLICIE S IN BRAZI L 

Beforee the 1980s, the state was seen as a key actor in the Brazilian development process. 

Thee state was viewed as being capable of promoting economic growth, breaking the 

dependencyy relationship on developed countries, and avoiding excessive reliance on 

exportss of agricultural and mineral products. Within this development strategy, the state 

sectorr was one of the principal pillars of economic policy. In order to provide a context 

forr the introduction of a privatisation programme, this section analyses the connections 

betweenn the position of state-owned enterprises and the development strategy that was 

dominantt until 1990. The purpose of this section is to summarise the reasons why state 

interventionn and the state sector were so dominant in Brazil and the reasons why support 

forr a strong state eroded from the 1970s onwards. 

Thomass Trebat cites dissatisfaction with the negative consequences of the market 

mechanismm in the early twentieth century as one of the major reasons why the state sector 

camee to predominate the Brazilian economy, although the initial emergence of state-led 

industrialisationn was not a planned strategy, but initially a pragmatic response to the Great 

Depressionn (Trebat 1983: 2, 30; cf. Chapter II and Castelar Pinheiro 2000b). The growth 

off  the state sector corresponds to the four aspects of 'developmentalism' in Latin 

America,, according to the definition given in Chapter I (see section t.3.1): (1) the 

interventionistt state; (2) a discourse focused on the importance of industrialisation for 

nationall  development; (3) exclusionary politics; and (4) a state apparatus characterised by 

aa large, weak, bureaucracy. 

Firstly,, through the emphasis of Brazilian economic policy-making on state 

intervention,, the state played a major role in the allocation of resources through public 

investmentt and state-owned enterprises. Another important point is that these decisions 

weree usually not made on the basis of market indications, but as a result of administrative 

decisionss supporting the Brazilian industrialisation strategy. The role of state-owned 

enterprisess was highly political and central to Brazil's industrialisation strategy, as 'state 

enterprisess fulfilled] a central function in this system of the bureaucratic political 

economy.. They politicise[d] capitalism in their input and output markets. Many private 

firmsfirms depend[ed] on state-firm contracts, pricing, and lending. State enterprises often 

[were]]  pioneers in development and stalwarts of national control' (Schneider 1989: 92). 

motivationss and international political reasons correspond to 'tactical privatisation' (Armijo 1999: 164-
168). . 
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Secondly,, in the developmentalist discourse, state-owned enterprises were key 

actorss in the economic development process. SOEs were viewed as playing a crucial role 

inn establishing a diversified industrialised economy. State investment was treated as a 

necessaryy component of the developmentalist strategy, as private investment was often 

insufficientt to exploit natural resources and to further develop the Brazilian infrastructure 

(Evanss 1979: 219). In addition, the military regime's 'national security doctrine' 

consideredd national industrial development as crucial for national security. The doctrine 

resultedd in large-scale investments in infrastructure and other strategic sectors, including 

thee production of small aircrafts (Castelar Pinheiro 2000b: 9-10; Evans 1979: 266). 

Thirdly,, state-owned enterprises were not only seen as a way to stimulate 

Braziliann industrialisation, but also as a mechanism to influence price levels. This meant 

thatt SOEs could provide cheap subsidised supplies for companies, both domestic and 

foreignn owned, and were guaranteed customers for products produced in other sectors. 

Thesee subsidies also positively affected price levels for ordinary citizens, which in turn 

promotedd the twin goals of expanding the domestic market for Brazilian products, and 

fightingg inflation. Ideally, it would also reduce social unrest caused by inflation. 

Additionally,, SOEs provided substantial employment opportunities in the formal sector, 

andd public sector employment was decidedly more stable and provided more benefits than 

thee private formal sector. 

AA fourth characteristic of Latin American developmentalism is a large, weak, 

bureaucracy.. Throughout the twentieth century, the Brazilian state not only took up the 

rolee of economic regulator, but also became a direct player in economic activity (Evans 

1979:: 214-215, 278). The state's active role in the economy also included the 

establishmentt of 'autonomous decentralised agencies', agencies to which regulatory tasks 

couldd be delegated (Trebat 1983: 10, 18-19). This contributed to the excessive size of the 

Braziliann state, which became the object of sustained criticism from the late 1970s 

onwards.. In addition, the dispersion of decision-making (and its implementation) within 

thee state apparatus contributed to the weakness of the state. 

Economicc growth had long obscured structural problems, and the economic 

turmoill  of the 1980s meant that the interventionist state and its development strategy were 

calledd into question. After the oil shocks in 1973 and the subsequent end of a period of 

highh economic growth (also known as the Brazilian miracle, 1968-1973), losses of state-

ownedd enterprises increased. With the decline of the economic miracle at the end of the 

1970s,, many economic and social groups, particularly from the business side, started to 

questionn the interventionist role of the Brazilian state, including the position of state-

ownedd enterprises. As a result, in 1975 the Federation of Industries of Sao Paulo (FIESP) 

attackedd the position of state-owned enterprises, claiming that they were inefficient, 

subjectt to corruption and that state financial resources should be used to stimulate the 

privatee sector rather than the state sector. Business dissatisfaction also concerned private-

sectorr dependence on supplies from the public sector, as well as the economic planning 
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prioritiess that were set by the government, while fixed price levels for public goods and 

servicess increased costs. During the 1980s, the criticisms of the interventionist state began 

too coincide with the democratisation process, which meant that the need to rethink the 

rolee of the state became associated with political democratisation, as the expansion of the 

statee sector was connected with authoritarian decision-making processes171: '[fjrustrated 

byy contradictory state policies, and by increasing conflict over state resources, business 

leaderss challenged both state control over the economy and national security priorities 

thatt had justified authoritarian practices' (Seidman 1994: 101; see also Castelar and 

Giambiagii  1999: 7-8). 

Criticismm of the expansion of the state sector also emerged within the state 

apparatuss itself, particularly as it was feared that SOEs contributed to high aggregate 

demandd pressures, increasing the risk of high inflation (Trebat 1983: 55). As a result of 

fiscall  and macro-economic problems after 1973, the government decided to reduce public 

resourcess to invest in SOEs and continued to do so during the following years. The 

governmentt had already introduced more control over SOE budgets in 1975, in addition 

too a downwards pressure on price controls, which was intended promote more efficient 

operationn of SOEs. In an attempt to reduce economic problems in the state sector, the 

Secretariaa Especial de Controle das Empresas Estatais (Special Secretariat for the Control 

off  State-Owned Enterprises, or SEST) was established in 1979, in order to gain more 

centralisedd control over the SOEs' economic activity, including their expenditure and 

externall  borrowing. The establishment of SEST was a reaction to earlier policies that 

resultedd in more autonomous state-owned enterprises and decentralised control of the 

statee productive sector by sectoral ministries. The decentralisation of control over the 

publicc sector situation led to a lack of control over public expenditure and production, 

whichh was increasingly seen as a problem for efficient economic management. In 

addition,, as a result of the debt crisis of 1982-3, the government demanded a twenty 

percentt reduction of spending in state-owned enterprises. Furthermore, price levels of 

goodss and services provided by SOEs were reduced in order to reduce inflationary 

pressuree and to stimulate exports {Castelar Pinheiro 2000b: 14). During this period, the 

governmentt also decided to support efficient state-owned enterprises only, rather than 

pouringg public resources into SOEs with serious economic difficulties (Trebat 1983: 74-

76,, 80-84).172 In addition to attempts to increase control over the state sector, the first 

privatisationn initiatives were undertaken under the military regime, by president Joao 

Figueiredoo (1979-1985). Between 1981 and 1984, twenty state enterprises were sold as a 

resultt of this programme (Almeida 1999: table 4). Nevertheless, the military regime's 'de-

bureaucratisation'' programme did not a full-scale privatisation effort. According to 

Castelarr Pinheiro, nonetheless, the establishment of an institutional framework for control 

1711 See Castelar Pinheiro (2000b: 10-13). 
'722 Gazeta Mercantil 'Corte nas estatais de 20% em 1984' 6-7-1984; Folha de Sao Paulo 'So estatais 
eficientess terao apoio do governo' 19-5-1985. 
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off  the state sector was not principally motivated by considerations of efficiency and 

productivity,, but by attempts to reduce the growth of the state sector. According to 

Almeida,, although the privatisation programme only came to full force during the 1990s, 

thee efforts to increase control over the state sector signal an attempt to halt the expansion 

off  the state apparatus (Almeida 1999; Castelar Pinheiro 2000b: 13). 

Inn 1985, José Sarney (1985-1989) established the Inter-Ministerial Privatisation 

Councill  by decree in order to accelerate the decision-making process. Furthermore, all 

state-ownedd enterprises (except for the state monopolies stipulated in the 1969 

Constitution)) were included in this programme (Almeida 1999; Castelar Pinheiro 2000b: 

14-15).. For José Sarney, the principal reasons to continue the privatisation programme 

weree the following: 'It is going to constitute yet another instrument for the reduction of 

inflationn rates, reducing the launching of government bonds in the financial markets in a 

sensiblee way, which today pressurises interest rates, and the allocation of Treasury 

resourcess to cover deficits of state-owned enterprises in permanent financial 

difficulties'.'733 In addition, privatisation was expected to be conducive to a reduction of 

thee role of the state and to open spaces for private initiative. 

Thee results of the privatisation programme ended up being small (only 18 SOEs 

weree privatised), as the government was not committed to privatisation as a priority of the 

reformm process (Velasco 1997a: 9-10; Velasco 1999: 186-192). As discussed in Chapter 

III ,, although the government introduced a number of financial stabilisation plans, these 

weree not accompanied by the structural reforms (including privatisation) that could 

underpinn the economy's long-term stability (Velasco 1997a: 8). Additionally, one of the 

significantt institutional developments during this period was that José Sarney's 

governmentt reinforced a decree introduced by President Figuereido that restricted the 

participationn of foreign buyers in the privatisation process (Manzetti 1999: 51-52).I74 This 

lackk of liberalised access for foreign investors reduced the attractiveness of state-owned 

enterprisess for foreign buyers. Furthermore, the effects of the recession following upon 

thee debt crisis meant that there were few potential domestic buyers (Baer 1995: 261; 

Carneiroo 1998: 7). Castelar Pinheiro and Giambagi noted that state-owned enterprises 

weree also still used as an instrument of price policy under Sarney's administration (1999: 

9).. Sarney's government viewed privatisation 'as a means to alleviate the government's 

fiscall  crisis without abandoning growth and development goals', goals which still 

includedd a significant role of the state at that time (Manzetti 1999: 49-50). Sarney's 

privatisationn programme can be characterised as pragmatically motivated, as the 

programmee was principally a reaction to an adverse economic situation. In addition, the 

governmentt was not committed to a fundamental transformation of the public sector and 

thee role of the state. 

mm O Estado de Sao Paulo 'Sarney quer até o fim do ano o programa de desestatizacao' 18-10-1985. 
Thesee include an obligation to keep capital in Brazil for at least 12 months and it was forbidden to 

selll  shares within two years (Carneiro 1998: 7-8). 

175 5 



Inn addition to a lack of willingness on the side of the government, the 1988 

Constitutionn also had a distinctly nationalist flavour, containing the following elements 

affectingg the public sector that proved to be difficult to remove during the 1990s. While 

thee Constitution stipulated that the purpose of state intervention should be the 

maintenancee of national security and the collective interest, it also facilitated the 

protectionn of strategic economic sectors. This was done, for example, through restrictions 

onn the entry of foreign capital in sectors such as mineral extraction, health and oil. In 

addition,, a state monopoly in the oil and telecommunications sector was constitutionally 

guaranteed,, while there were limits to private provision of public services, such as energy 

andd infrastructure (Martinez-Lara 1996: 104-106, 121-123). 

6.2.16.2.1 Privatisation and Economic Reforms under Fernando Collor de Melo 

Whenn analysing the Brazilian privatisation programme, it is necessary to distinguish 

betweenn privatisation policies pre- and post-1990. Before the introduction of Collor's 

reformm programme in 1990, privatisation initiatives were built on the premise that the 

systemm of state-owned enterprises was not only worth preserving, but also still played a 

significantt role in the economic development process. For example, the 1988 Constitution 

maintainedd a state monopoly in certain sectors and forms of protection of domestic 

capital.. Since 1990, privatisation has become an integral part of a comprehensive 

programmee of economic, public sector and state reform. The reasons for the renewed 

importancee of the privatisation programme can be found in the economic and political 

crisess that characterised the decade of the 1980s. The crises not only reinforced the 

critiquee of the centrality of the state in Brazil, but also reinforced the importance of 

macro-economicc and fiscal considerations in the decision to privatise. In this sense, 

privatisationn was increasingly viewed as an indispensable institutional reform for the 

sustainabilityy of financial stabilisation. In combination with a global environment that 

favouredd a rollback of the state and a rethinking of state intervention, this would 

eventuallyy contribute to introduction and deepening of economic reforms from 1990 

onwardss (Campello de Souza 1992: 115; section 3.2). 

Thee first contribution of president Fernando Collor de Melo (1990-1992) to the 

privatisationn effort was the introduction of the Programa Nacional de Desestatizacao 

(PNDD - National Privatisation Programme), on April 12, 1990. Although privatisation and 

statee reform were central pillars of his reform programme, Collor de Melo did not have 

sufficientt political support for his reform programme in Congress and in the wider 

society.. There was a lot of resistance against his plans to reform the public sector, which 

includedd large-scale dismissals, and the failure of his financial stabilisation plans meant 

thatt the initial support base quickly eroded. In 1991, Collor's lack of coalition-building 

eventuallyy led to the rejection of a major constitutional reform (also known as the 

Emendao,, or the 'Big Amendment') to remove the public monopoly on petroleum, 
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telecommunicationss and public services, established in the 1988 Constitution, was not 

acceptedd (Martinez-Lara 1996: 180; Chaffee 1998: 161-170).175 

Collorr decided to focus privatisation on relatively uncontroversial cases, such as 

companiess that were not seen as strategic and companies with financial and operational 

problems.. The first round of privatisations during the 1990s was focused on industrial 

companiess in the steel, petrochemical and fertiliser production sectors. Between 1991 and 

1994,, the most important privatisation cases concerned USIMINAS (a steel-producing 

company),, Companhia Sidenirgica Nacional (National Steel Company - CSN) and 

Embraerr (Empresa Brasileira de Aeronaütica, production of small airplanes) (see table 6.3 

andd 6.4). The privatisation of the steel sector, for example, was completed in 1994. 

Enterprisess in the steel holding (Siderbras) were quite profitable exporters and considered 

strategicc enterprises that functioned as providers of natural resources to domestic and 

foreignn industry. The privatisation of these enterprises was successful and, as such, 

cruciall  to the later success of Brazil's privatisation programme. In this sense, the 

privatisationn of USIMINAS was used to create business confidence in the government's 

commitmentt to reforms and to perfect public auctions as the principal method of 

privatisation.. Although the privatisation of USIMINAS did not have significant political 

supportt when it was included into the privatisation programme, its successful 

privatisationn convinced a number of key investors of the merit of investing in privatised 

enterprises.. USIMINAS' privatisation was also an example of the way the Brazilian 

governmentt would later deal with opposition forces. As 10 per cent of the shares were 

offeredd to USIMINAS employees at a reduced price, unions and employees became 

involvedd in setting up Investment Clubs (which were promoted by the Banco Nacional de 

Desenvolvimentoo Econömico e Social - BNDES) and negotiating their participation in 

thee privatisation process directly with the BNDES and the enterprise management. In 

addition,, the designated shares also guaranteed employees a seat in the Administrative 

Councill  of the privatised enterprise (Velasco 1997a: 24-33; Saravia 1996: 12-13; Ferraz 

2000:: 52-54).176 

Collorr de Melo's widening of the scope of the privatisation programme can be 

interpretedd as pragmatic, because the programme was directly related to financial 

stabilisationn efforts, which were a response to the economic problems, hyperinflation and 

fiscall  deficits of the 1980s (Castelar Pinheiro 2000b: 18-19). In addition, the privatisation 

off  USIMINAS represented an important case of tactical privatisation, as it was used to 

Seee Sarles (1995: 175-176) and Manzetti (1999: 152-153) on the mechanisms that Collor used to 
broadenn support for privatisation. See Velasco (1997a: 19-21) for the reasons why Collor failed to form 
aa coalition in support of privatisation. 

Collor'ss successor, vice-president Itamar Franco (1992-4), had a much more ambiguous position on 
privatisation.. Franco was an economic nationalist and did not support the privatisation programme. 
Evenn though the privatisation process initially slowed down, several important companies, such as the 
steell  mill CSN and the aerospace company EMBRAER, were privatised (Chaffee 1998: 170-175). 
Accordingg to Velasco (1997a: 33-35), the main reason for the continuation of the privatisation under 
Itamarr Franco, was that the privatisation of USIMINAS had strengthened a coalition for privatisation. 
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createe business confidence in the programme and to test its institutional framework 

(Velascoo 1997a: 23-25).177 

Onee of the characteristics of pragmatic and tactical privatisations in developing 

countriess is the importance of external factors and international financial institutions 

(Feigenbaumm et al. 1999: 46-47, 50; Armijo 1999: 168). In the early stages of 

privatisationn in Brazil, though, under José Sarney and Fernando Collor, foreign pressure 

relatedd to the renegotiation of external debt did not have much impact on the privatisation 

programmee {Velasco 1999: 186-188). The IMF and the World Bank generally promoted 

privatisationn as part of structural adjustment in Brazil, but the relationship between the 

Braziliann government and the international financial institutions was complicated until 

1994,, when Brazil signed the Brady Plan. The role of international loans and technical 

assistancee started to become more important under Cardoso's government, particularly 

affectingg the electricity and railways sectors (Manzetti 1999: 183-184).m 

Thee importance of the reduction of state expenditure and state debt played a major 

rolee in the methods of privatisation used during the early 1990s, demonstrating the 

privatisationn programme's significance for fiscal adjustment. During the initial stages of 

privatisationn from 1990-1992, the Brazilian state used ample fiscal mechanisms to attract 

investors.. On the one hand, in order to streamline privatisation receipts, the Brazilian 

governmentt created 'privatisation certificates', which were certificates which private 

pensionn and investment funds, and financial institutions were obliged to buy and could 

onlyy be used for directly buying shares in state-owned enterprises or financing third 

partiess to do so (Velasco 1997a: note 35). On the other hand, in order to reduce public 

debt,, investors could pay for shares in privatised companies with public debt securities, a 

formm of debt-equity swaps. The public debt securities have often been called moedas 

podres,, or 'junk money', because the real value of moedas podres is lower than their 

paperr value, while their paper value is used to pay for shares in privatised companies. 

Thiss means that, although investors bought shares on the basis of the paper value, the 

governmentt receives the lower, real value (Castelar Pinheiro 2000b: 19; Montero 1998: 

41-43;; Biondi 1999: 11-12). According to Castelar Pinheiro and Giambagi (1999: 11-13) 

thee principal reason to introduce these securities as "privatisation currencies" was that it 

wouldd ensure that the government did not have to subsidise investments directly. The use 

off  public debt securities for the acquisition of SOE share was also as an instrument to 

decreasee general government expenditure, as this system 'assured that these proceeds 

weree not used to finance increased expenditure' (Castelar Pinheiro and Giambagi 1999: 

1777 Despite the importance of USIMINAS as a 'tactical' privatisation, Collor did not display a 
commitmentt to using privatisation to gain allies or punish the opposition (Schneider 1992: 227). 
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13).. The use of privatisation certificates and public debt securities was particularly 

prominentt in the early years of privatisation, predominating the steel sector until 1997, 

whenn privatisation certificates represented up to 50 per cent of the currency used to buy 

sharess in state-owned enterprises (BNDES 2001d; Manzetti 1999: 204-205). 

6.2.26.2.2 Privatisation and the Piano Real 

Fromm 1995 onwards, the privatisation programme was deepened under the presidency of 

Fernandoo Henrique Cardoso. Cardoso characterised the new phase of privatisation as a 

search h 

forr private sector partners to overcome major infrastructure bottlenecks, 
notablyy in the electric energy, transportation and communications sectors. 
Openingg these areas to new entrepreneurs wil l enable the State to dedicate 
itselff  more effectively to its regulatory functions. The government wil l be 
ablee to provide investors with clear regulations and greater security, 
guaranteeingg the quality and continuity of public services (Presidência da 
Repüblicaa 1995). 

Itt is interesting to note that this quotation mentions the search for partners in the private 

sector,, which led to the subcontracting of public utilities and services to the private sector, 

particularlyy in the energy and telecommunications sectors. Subcontracting represented a 

majorr new approach to privatisation in Brazil. A constitutional change in 1995 and new 

legislationn (the lei de concessöes, or concessions law) marked a widening of possibilities 

forr awarding concessions to the private sector for operating public services. This opened a 

doorr for the privatisation of electricity distribution companies and several electricity 

generatingg companies. Although several electricity distribution companies have been 

privatisedd (see table 6.4), the privatisation of electricity generating companies has met 

suchh opposition that it was temporarily suspended in 2001, In addition, a series of 

blackoutss and problems with electricity supply have led to questions about the efficiency 

off  privatisation in the electricity sector. Water and sanitation companies are another 

candidatee for privatisation and concession. The constitutional change of 1995 also 

removedd the public monopoly on telecommunications, enabling the privatisation of 

TELEBRASS (Brazilian Telecommunications) in July 1998. 

AA controversial decision was to include companies on the privatisation agenda 

thatt were expected to remain in the public sector. For instance, Companhia Vale do Rio 

Docee (CVRD), the largest Brazilian exporter (minerals and mining products) in the 

strategicc natural resources sector, was added to the privatisation programme. The last 

majorr state-owned enterprises that remain are the federal state banks Banco do Brasil and 

Seee Kikeri (1998) for an overview of technical assistance to privatisation projects in Brazil and the 
rationalee of the World Bank in this respect. 
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Caixaa Econömica Federal, and the oil company Petrobras.'79 The Brazilian government 

wass under pressure to consider selling these enterprises (or, in the case of Petrobras, to 

selll  a number of its shares), as privatisation of the remaining state banks was one of the 

requirementss of the aid package of the IMF negotiated in 2001 (BNDES 2000a, 2000b, 

2001b,, 2001c; Ministerio de Fazenda 1999; Brazil, Federal Government 1998).180 

Accordingg to Manzetti, the success of the Real Plan of 1994 included a more 

positivee macro-economic situation, while the threats to economic stability posed by the 

Mexicann crisis of the same year, led to a convergence of interests and support for 

privatisationn (1999: 196-198). The popularity of the Real Plan, particularly given the end 

off  hyperinflation, certainly strengthened Cardoso's position. In addition, one of the 

principall  reasons for the successful extension of the privatisation programme post-1995, 

wass that while Collor did not establish alliances (with political parties and business) in 

orderr to support his reform plans and relied mostly on presidential decrees to implement 

thee privatisation programme, Cardoso made an effort to "sell" privatisation to the 

Braziliann public and to build political coalitions supporting privatisation11* ' (Manzetti 

1999:: 191-196). However, the political climate changed at the end of the 1990s, when 

emergencyy measures dealing with the financial crisis of 1997-1998 had severe effects on 

employmentt and levels of economic activity. Another blow to the privatisation project is 

thee energy crisis, which began in the summer of 2001.1K: Customers (both corporate and 

private)) were required to reduce their electricity use by 20 per cent. Although the energy 

crisiss is typically blamed on mismanagement on the part of the government, the crisis has 

calledd into question both the benefits of future privatisations in the energy sector and the 

effectivenesss of the regulatory framework that replaced the system of state-owned 

enterprisess in the electricity distribution sector. Castelar Pinheiro also relates the slow-

downn of the privatisation process at the end of the 1990s to a degree of stabilisation of the 

currentt accounts, a factor which reduced the importance of privatisation for macro-

economicc purposes (Castelar Pinheiro 2000b: 24-25). 

Inn addition to subcontracting, a further important change in the extension of the 

privatisationn programme post-1995 compared to the previous governments was that 

1744 In August 2000, 28.32 per cent of the common shares of Petrobras were sold, of which 60.3 per cent 
abroadd (51.3 per cent to the US). This sale implies that the Federal government maintains 55.76 per 
centt of the voting capital (BNDES 2000c). 
Iit00 For an overview of companies that remain state owned, see Ministerio de Planejamento e 
Orcamentoo Empresas Estatais Federals, on 
http://www.pianejamento.gov.br/estatais/mp/perfil/por_setor_grupo.htm.. (1-2-2001). 
IS11 Cardoso is generally considered to be a good negotiator within the particularities of Brazilian 
politics.. Weyland argues that Cardoso 'has systematically sought to exploit divergences among the 
interestss of clientelistic politicians, state governors, and powerful social groupings, reinforcing 
demandss that coincide with his own reform agenda and providing compensation for demands he cannot 
satisfy'' (Weyland 2000: 50). 
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foreignn investors came to play a larger role in privatisation under Cardoso's government 

(seee table 6.1). Participation of foreign investors is most substantial in the case of 

telecommunicationss (60 per cent), dominated by the United States, Spain and Portugal 

(seee table 6.1). The United States and Spain are also the principal investors in federal and 

statee privatisations, their participation in the investment volume being 35.9 per cent and 

48.99 per cent respectively. The participation of foreign investors has increased from 4 per 

centt in 1995 to 46 per cent in 2000. According to BNDES figures and table 6.3, the most 

importantt sectors in terms of privatisation proceeds increasingly coincided with 

significantt foreign participation: in the case of telecommunications this is 31 per cent, 

andd for electricity 30 per cent, followed by steel (8 per cent), mining (7 per cent), 

petroleumm and gas (7 per cent) and finance (6 per cent) (BNDES 2000c, 2001a). 

Tablee 6. 1 Total Participation of Foreign Investment in Privatisation in Brazil - 1991-
2001 1 
Country y 

Unitedd States 
Spain n 
Portugal l 
Italy y 
Chile e 
Belgium m 
Greatt Britain 
Canada a 
Sweden n 
France e 
Netherlands s 
Japan n 
Korea a 
Argentina a 
Germany y 
Others s 
Foreign n 
Participation n 
Total l 

PNDa a 

Millio n n 

uss s 
4318 8 
3606 6 

1 1 

--
--

880 0 
2 2 

21 1 

--
479 9 

5 5 
8 8 

--
--

75 5 
729 9 

10,123 3 

28,234 4 

% % 

15.3 3 
12.8 8 
0.0 0 

--
--

3.2 2 
0.0 0 
0.1 1 

--
1.7 7 
0.0 0 
0.0 0 

--
--

0.3 3 
2.6 6 
35.9 9 

100 0 

Statee level 

Millio n n 
US$ $ 

6024 4 
4027 7 
658 8 
143 3 
1006 6 

--
692 2 

--
--

196 6 
410 0 

--
--

148 8 

--
350 0 

13,654 4 

27,919 9 

% % 

21.6 6 
14.4 4 
2.4 4 
0.6 6 
3.6 6 

--
2.5 5 

--
--

0.7 7 
1.5 5 

--
--

0.5 5 

--
1.3 3 

48.9 9 

100 0 

Telecommunications s 

Millio n n 
USS S 

3692 2 
5042 2 
4224 4 
2479 9 

--
--

21 1 
671 1 
599 9 
10 0 

--
256 6 
266 6 
11 1 

--
--

17,270 0 

28,793 3 

% % 

12.8 8 
17.5 5 
14.7 7 
8.6 6 

--
--

0.1 1 
2.3 3 
2.1 1 
0.0 0 

--
0.9 9 
0.9 9 
0.0 0 

--
--

60.0 0 

100 0 

Total l 

Millio n n 
US$ $ 

14.034 4 
12,675 5 
4882 2 
2621 1 
1006 6 
880 0 
715 5 
692 2 
599 9 
686 6 
415 5 
264 4 
265 5 
159 9 
75 5 

1078 8 
41,047 7 

84,946 6 

% % 

16.5 5 
15 5 
5.8 8 
3.1 1 
1.2 2 
1.0 0 
0.8 8 
0.8 8 
0.7 7 
0.8 8 
0.5 5 
0.3 3 
0.3 3 
0.2 2 
0.1 1 
1.3 3 

48.3 3 

100.0 0 
aa The PND, Progama Nacional de Desestatizacao (National 'De-statisation' Programme), includes all federal 
privatisationss except telecommunications. 
Source:: BNDES (2001e) Investidor Estrangeiro http://www.bndes.gov.br/pndnew/foreign.htm (Accessed on 31-7-
2001). . 

IS22 The energy crisis is commonly known as the Apagao, the big switch-off. Electricity trade unions 
alreadyy warned that privatisation would lead to problems with energy blackouts. The conclusion of 
criticss of privatisation is that the crisis is caused by problems in energy generation (still state-owned). 
Inn addition, the crisis is often viewed as the result of general mismanagement of the energy sector, in 
whichh privatisation is only one feature. 
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6.2.36.2.3 Opposition to Privatisation 

Despitee the success of privatisation until the late 1990s, the programme has also provoked 

aa great deal of opposition and protest. Opponents of privatisation in Brazil can be located 

acrosss a wide variety of groups. It has been argued, for example, that the principal 

opponentss were SOE employees and unions, wary of losing their jobs, benefits, and 

privilegedd position. Opposition to privatisation can also be found in political and 

governmentall  circles, as SOEs are often part of clientelist networks, and can serve as a 

politicall  electoral base, while for ministries, being attached to a state enterprise means 

power.m m 

Bothh opponents and proponents of privatisation can be found among workers, 

privatee business, and government officials. Within the labour movement, an important 

divisionn exists between the CUT, which opposed most forms of privatisation, and Forca 

Sindical,, which supported economic reforms and privatisation under Collor de Melo (see 

sectionn 6.4.3). The Brazilian business community is also divided between nationally or 

internationallyy oriented firms, understandable, as (as mentioned earlier) many private 

enterprisess benefited from subsidised goods produced by state-owned enterprises or were 

afraidd to lose lucrative opportunities to supply SOEs (Manzetti 1999: 54-55; Velasco 

1997a:: 20). Within the Brazilian public sector, one can distinguish between staff of state-

ownedd enterprises, individual politicians and actors connected to the public sector, and 

governmentall  and institutional opinion clearly committed to privatisation, such as the 

BNDES.. For instance, in the case of privatisation in the petrochemical and fertiliser 

sectors,, the management of Petrobras expressed a strong interest in maintaining these 

enterprisess in the state sector (Velasco 1997a: 20; Baer 1995: 261-262; Manzetti 1999: 

54-55). . 

Ann example of the controversies that surround the privatisation programme is the 

effectt of privatisation on macro-economic variables."*4 The government has argued that 

thee total proceeds of privatisation (including debts that are transferred to the new owners 

andd the relief from public investment) have been crucial in public spending and state 

reformm (see table 6.2). According to the journalist Aloysio Biondi, the government tended 

too exaggerate the amount of debt transferred to the new owners, on the basis of which he 

concludedd that privatised companies return profits without substantial investment (1999: 

27-29,, 40-41). Nevertheless, critics of the privatisation process argue that the official 

figuress of the total proceeds should be reduced, as the government invested a significant 

amountt in the restructuring of companies to be privatised (including cheaper loans, tax 

breakss and other concessions to the new owners). Restructuring often consisted of large-

1833 O Globo 'Trevisan denuncia pressoes contra a desestatizacao' 13-4-1986. See also, Gazeta 
Mercantill  'Congresso ameaca privatizacao' 14-3-1990. 
1844 According to Baumann, the privatisation programme has not had the expected effects on the fiscal 
deficitt (2000: 24). Baumann argues that although public investment in the state sector decreased, other 
typess of public expenditure actually increased (such as public-sector wages, social security and health). 
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scalee dismissals, and individual projects were aimed at rationalising the production 

process.. Besides financial support for pre-privatisation productive restructuring, the 

BNDESS has also provided subsidised loans on favourable terms to privatised companies. 

Tablee 6. 2 Proceeds of Privatisation - 1991-2000 
Inn millions of USS 

1991 1 
1992 2 
1993 3 
1994 4 
1995 5 
1996 6 
1997 7 
1998 8 
1999 9 
2000 0 
Total l 

4 4 
14 4 
6 6 
9 9 
8 8 
11 1 
4 4 
7 7 
2 2 
1 1 
66 6 

Numberr  of Companies Proceeds of Sale Transferred debts Total 
16144 374 1988 
24011 982 3383 
26277 1561 4188 
19666 349 2315 
10033 625 1628 
40800 669 4749 
42655 3559 7824 
16555 1082 2737 
1333 - 133 
76700 - 7670 
28.2344 9201 37.435 

Source:: BNDES (2001 f) Resultados de PND http://www.bndes.gov.br/pndnew/period.htm 
(Accessedd on 31-7-2001). 

Inn addition, critics have argued that the Brazilian state received far less for 

privatisedd companies than it should have: on the one hand, critics argue that the price of 

SOEss is set at a low level in order to attract investors. According to Biondi (1999), the set 

pricee excluded the investment the government had spent in order to restructure state-

ownedd enterprises. According to government statements, the low price set by external 

auditingg companies was the result of the poor economic performance of state-owned 

enterprises,, an excess of personnel, large debts, and technological backwardness 

(Manzettii  1999: 207). High levels of external debt and therefore a precarious financial 

situationn are usually pointed out as the principal weaknesses of state-owned enterprises. 

Thiss leads to a paradoxical situation in which the government stresses negative aspects of 

thee companies it intends to sell, while also expecting to maximise their selling-price. 

However,, not all companies were equally inefficient and unsuccessful; for example, the 

Companhiaa Vale do Rio Doce (exporter of minerals and iron ore) was already a 

successfull  exporter before privatisation, and EMBRAER (small aeroplanes) demonstrated 

thee success of years of investment and development. 

Generallyy speaking, the privatisation process appealed to nationalist sentiments 

andd concerns about the increasing influence of foreign capital in the Brazilian economy 

(Velascoo 1997a: 20; see also CNBB 1997). SOEs which were founded in the early years 

off  developmental ism (particularly the CVRD and enterprises in the steel sector, such as 

CSN)) acquired a symbolic value in the eyes of many opponents of privatisation, who 

believedd that the state was still a key actor in the development process. The debate about 

foreignn involvement has a lineage going back to the beginning of the twentieth century; 

previouss debates on development typically focused on the extent of foreign control over 

productionn and natural resources, as well as on the influence of foreign governments and 

internationall  institutions on political autonomy in Brazil. Until the mid-1980s, it was 

generallyy accepted that increasing state intervention and import substitution solved these 
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concerns.. In combination with economic and trade liberalisation, critics feared that 

privatisationn would lead to a loss of sovereignty, with sovereignty usually being defined 

ass policy autonomy in the economic sphere and as the Brazilian state's capacity to exploit 

naturall  resources without foreign participation. As wil l be argued in section 3 and section 

6.4.1,, critics of privatisation also doubted whether privatised enterprises would 

contributee to social development goals, such as access to infrastructure. 

6.2.46.2.4 Institutional Structure 

Underr president Collor, the Privatisation Committee (consisting of members from the 

privatee sector and members appointed by the government) determined the companies to 

bee included in the privatisation programme and it established the model of privatisation, 

thee minimum share price and possible special types of shares (e.g. a "golden share", in 

whichh case the state maintains a level of control over the privatised enterprise). After 

Itamarr Franco took office in 1993, the committee of the National Privatisation 

Programmee became directly accountable to the executive. This institutional change 

includedd the extension of the executive's role and power to determine the composition of 

thee Committee and the use of government bond certificates ('privatisation certificates') 

forr the acquisition of shares in state-owned enterprises (Castelar Pinheiro 2000b: 19).I!i S 

Furthermore,, the procedure for privatisation was now established specifically in each 

case,, which in turn made the programme more flexible. President Cardoso introduced a 

furtherr change, establishing the National Privatisation Council (Conselho Nacional de 

Desestatizacaoo - CND) in 1995. The role of the CND is to set guidelines for privatisation, 

whichh the BNDES uses to implement the privatisation programme. The Council consists 

off  the ministers of Development, Industry and Trade, the minister of Finance, and the 

ministerr of Management. In the case of bank privatisation, the president of the Central 

Bankk is also involved (BNDES 2000a; Manzetti 1999: 184-187; Presidência da Repüblica 

1995). . 

Onee of the interesting aspects of the Brazilian privatisation process is that a 

centrall  institution of the previous development strategy, the BNDES became the principal 

institutionall  framework for privatisation1*6 (Castelar Pinheiro and Giambagi 1999: 10; 

Manzettii  1999: 52-53). The current role of the BNDES, under the supervision of the 

Inter-ministeriall  Council, is to conduct the daily management of privatisation. The Bank 

preparess the legal and financial aspects of privatisation and co-ordinates activities and 

involvementt of ministries in the process, as the Bank arranges the compulsory auditing of 

state-ownedd enterprises before auction to establish their value by an external auditing 

firm.firm. The reason why the BNDES became a "natural" privatisation institution is that it 

Seee section 6.2.1 for a further discussion of privatisation certificates. 
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becamee the owner or majority shareowner of several SOEs and private companies that 

hadd gone bankrupt. During the 1980s, the BNDES became committed to privatisation 

throughh its strategy of reducing its financial participation in these companies. The 

BNDESS has been heavily involved in the restructuring of these companies and would 

continuee to do so in later cases. The Changes in personnel also contributed to a shift in 

emphasiss in the policy orientation of the BNDES, as 'BNDES managers saw privatization 

ass a mechanism for making state intervention more efficient' (Montero 1998: 34).1S7 

Thee format of the Brazilian privatisation programme does not lend itself to a form 

off  'popular capitalism' as in Britain, or voucher privatisation as in Eastern Europe 

(Manzettii  1999: 14), and ownership patterns tend to be quite concentrated (see table 6.4). 

Sixx industrial and financial groups, for example (including some of Brazil's major 

exportingg companies), dominate the steel sector.188 It is also important to not that 

privatisedd steel enterprises have played an important role in later privatisation. For 

instance,, in order to guarantee electricity supply, the Companhia Siderurgica Nacional 

acquiredd a 7.3 per cent share in 'Light', the electricity distribution company of Rio de 

Janeiroo (see table 6.4). In addition to this, the sale of shares in state-owned enterprises has 

takenn place through the stock market, and procedural processes are obscure. Except for 

employeess of state-owned enterprises, the general public is not encouraged to participate 

inn the privatisation process. 

Thee institutional framework of the privatisation programme underlines that the 

possiblee influence of civil society organisations has been quite limited, as there has not 

beenn a commitment to social pacts or negotiation of the privatisation plan with societal 

organisations.. Although the ultimate power of decision-making lies with the executive, 

Congresss could influence the privatisation process, including implementation."*9 

Nevertheless,, the inclusion of SOEs in the privatisation programme, and institutional and 

legislativee changes have often been introduced through presidential decrees. As 

presidentiall  decrees implied that the change was only voted on after at least thirty days, 

whenn the measure had already been implemented, the costs of rejecting the measure 

increasedd (Almeida 1999). The effect of this framework can be seen in the focus of 

protests:: political lobbying in Congress and the Senate was civil society's only point of 

1K66 For an analysis of the role of the BNDES as an institution of state-led development and on state 
interventionn in Brazil, see Baer (1995: 61-63, 248-250) and Sikkink (1991: 122-170) and section 2.3.1. 
Thee Corporación de Fomento (CORFO) in Chile has undergone a similar shift. See also Velasco 
(1997a:(1997a: 10-19). 
'K77 On the international level the idea of a reduction of state intervention is reflected in the goals 
representedd by the 'Washington Consensus'. 
1SS These are Usiminas-Cosipa, CSN, CST, Gerdau (Piratini), Mendes Jr.-Acominas and Acesita 
(Monteroo 1998: 46; see also Baer (1995: 266). 
IIWW Nevertheless, those who focus on institutional and political structures that impede the effective 
implementationn of the privatisation programme argue that the weakening of the executive in the 1988 
Constitutionn makes the programme less efficient and subject of political lobbying (Manzetti 1999: 
189). . 
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accesss to the decision-making process.'"0 The judiciary is another important focal point of 

protest,, the principal strategy being to question the legality and constitutionality of 

privatisation.. Although it has not been possible to halt privatisation through legal means, 

itt has often delayed and interrupted auctions of state-owned enterprises, as for example, 

inn the case of the Companhia Vale do Rio Doce (see Almeida 1999). 

Theree have been some attempts to involve trade unions in the privatisation 

process.. All workers and employers contribute to the Fundo de Garantia por Tempo de 

Servicoo (Guarantee Fund for Time Worked - FGTS),191 a fund which provides for 

unemploymentt benefits. In 1992, the president of the BNDES proposed to use part of the 

capitall  in this fund as privatisation certificates, arguing that this would allow broader 

popularr participation in the privatisation process. In addition, the BNDES funded 

employees'' acquisition of shares in privatised enterprises through Investment Clubs 

(Ferrazz 2000: 54; see also section 6.4.2).I92 The representatives of trade unions in the 

FGTSS did not accept that FGTS funds could be used without participation of workers in 

thee decision-making process of privatisation. The conflict about the use of FGTS money 

resultedd in a split between the leadership of the CUT and rank-and-file members. Workers 

inn state companies could buy FGTS privatisation certificates at a discount and because 

thiss would imply fairly high revenue, many workers decided not to oppose privatisation 

anymoree because of these benefits.193 The CUT has consistently criticised the use of 

FGTSS and FAT1"4 funds for issues like privatisation. The CUT has argued that capital in 

thesee funds should be used for social development instead of privatisation and that 

workerss should have more influence on the decision-making process of privatisation, as 

bothh funds contain money deposited by workers, and (Neto 1996). 

6.2.56.2.5 Reflections on Privatisation and Economic Reforms 

Onee of the major debates in the analysis of Brazilian privatisation policies is whether or 

notnot the privatisation process constitutes an ideological shift in Brazilian politics, and also 

whetherr or not it is merely a narrowly pragmatic reaction to financial and economic 

l4uu Furthermore, a combination of corruption, the impeachment of president Collor de Melo, and 
warinesss over the process (and procedure) of privatisation, led to the establishment of a Parliamentary 
Inquiryy Committee (Comissao Parlamentar de Inquérito -- CPI) on the implementation of the 
privatisationprivatisation programme in 1993. See Congresso Nacional (1994) and Ferraz (2000: 79); Interview 
withh Argemiro Pertence Neto, Secretario de Comunicacao, Associacao de Engenheiros da Petrobras 
(Associationn of Engineers of Petrobras, or AEPET), Rio de Janeiro, 6-9-2001. 
ig'' The military regime introduced the FGTS in 1966 in order to reduce costs of dismissal. 
1922 In the case of the privatisation of CVRD, the BNDES provided a loan to the Clube de 
Investimentos,, through which the Bank guaranteed that employees could buy the number of shares to 
whichh they were entitled. Interview with Maria Lucia Garcia, InvestVale (Investors' Club CVRD), Rio 
dee Janeiro, 11/9/2001. 
mm Montero (1998: 47-49); Interview Marcelo Sereno, Executive Board CUT (until 1999), director for 
unionn affairs at the PT, 17/12/1999. 
IMM Fundo de Amparo ao Trabalhador (Fund for Worker Support), fund for unemployment benefits 
establishedd in 1986. 
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crises.1955 It can be argued that the introduction and implementation of a privatisation 

programmee in Brazil has had both immediate incentives and more ideological dimensions 

(Carneiroo 1998: 4). This statement implies that the Brazilian privatisation programme is a 

combinationn of pragmatic motivations (e.g. macro-economic stabilisation), and a 

commitmentt to a fundamental shift in economic and political organisation (cf. 

Feigenbaumm and Henig 1997: 340-343). 

Althoughh reform of the public sector is also a long-term objective, the Brazilian 

governmentt has tended to treat privatisation as an 'immediate' solution for budgetary 

problems.. Immediate, pragmatic motivations include the expectation that privatisation 

wil ll  contribute to the reduction of external debt, to the increase of government revenue 

andd to a decrease of direct government spending in the area of public investment, as part 

off  a commitment to budgetary reform. This was the case in the stabilisation plans of 

Fernandoo Collor de Melo (1990-1992) and for the Real Plan of Fernando Henrique 

Cardoso.. In an analysis of the privatisation programme by the BNDES, it is stated that the 

movee away from an emphasis on economic growth to stabilisation is the intellectual basis 

off  the plan: 'its intention was to use privatization for reducing the public debt to 

consolidatee the stabilization plan launched at the same time [1990]' (Castelar Pinheiro 

andd Giambagi 1999: 5). Although the report also states that this particular linkage has 

beenn replaced during the 1990s in turn by an emphasis on the benefits of international 

competitiveness,, the rationale of the Real Plan demonstrates that economic and monetary 

stabilityy is still an important motive for privatisation. 

Despitee Collor's impeachment in 1992, which has somewhat distorted the 

evaluationn of his reform programme, it is important to acknowledge his contribution to 

thee general direction of economic reforms in Brazil: 'The agenda of the Collor 

governmentt associated the combat of inflation with economic reforms in order to change 

patternss of state intervention ... for the first time, privatisation was situated in a broad 

reformm framework and presented as an instalment for the reduction of the public deficit, 

forr the increasing efficiency of public services and for the democratisation of capital, the 

modernisationn and competitiveness of the economy' (Almeida 1996: 217-218). Montero 

(1998:: 32-33) argues that Collor's approach to privatisation indicates that his reform 

packagee was not aimed at a complete withdrawal of the state, but actually contained a 

commitmentt to industrial policy, although it would not involve public investment through 

state-ownedd enterprises. Instead, privatisation, particularly evident in the steel sector, 

involvedd public investment in the restructuring of SOEs, prior to privatisation. 

Privatisationn as part of a general reform package aimed at the reduction of the role 

off  the state and promotion of exports represents a fundamental shift in developmental 

priorities.. As Feigenbaum et al. argue in the case of Western Europe, even if motivations 

forr privatisation are pragmatic, privatisation can still lead to fundamental changes in the 

l9>> See Miller f 1997: 402-403), Schamis (1992) for comparisons between developing countries and the 
Unitedd Kingdom on the ideological assumptions of the privatisation process. 
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balancee between public and private forces in social and economic development: 

'Ironically,, pragmatic privatization, which is the least dramatic form, may have the 

greatestt long-term potential to alter the character of the welfare state' (Feigenbaum et al. 

1999:: 148). Similarly, in the Brazilian case, the privatisation programme has contributed 

too a fundamental rethinking of state intervention, in addition to attempts to increasingly 

locatee the dynamics of economic development and the promotion of strategic sectors in 

thee private sector. In Brazil, new development priorities correspond to the increase of 

efficiency,, productivity and competitiveness, a larger role of market forces and 

integrationn in the global economy as a strategy to increase competitiveness and 

technologicall  development. In addition, privatisation contributes to the depoliticisation of 

thee state sector -one of the purposes of the economic reform programme - as the use 

state-ownedd enterprises for political patronage, coalition building and support is no longer 

possible,, while SOEs can also no longer be used as an instrument of economic policy-

makingg (Schamis 1992: 60; Schneider 1989: 92-94). This means that the public sector has 

becomee increasingly subordinated to the logic of market dynamics. In the case of Brazil, 

wheree SOEs were an important instrument of development, it also indicates that one of 

thee central pillars of previous development policies has been abolished. 

6.33 T HE EFFECTS OF PRIVATISATION ON LABOUR 

Privatisationn in Brazil always entailed a reduction of the workforce as part of a 

restructuringg programme in order to make the company more attractive for potential 

investors.. Thus the immediate impact of privatisation is usually a negative one. To give 

ann example, the work force in the steel company CSN (Companhia Siderurgica Nacional) 

wass reduced with 30% between 1989 and 1993 (Carneiro 1998: 8; Graciolli 1999: 221-

222,, 224). According to Castelar Pinheiro (1996), the average reduction of the workforce 

betweenn 1991 and 1994 was 49 per cent, and 75 per cent of this reduction happened in the 

processs of preparing companies for privatisation. Excluding dismissals in the process of 

pre-privatisationn restructuring, 39,631 workers were dismissed from twenty-two former 

state-ownedd enterprises since 1991, which represents a percentage total of 32.67.'% The 

numberr of employees of CVRD was reduced from around 25,000 to 11,000, although 

recentt acquisitions increased the number of employees to around 13,000. Most dismissals 

weree voluntary, being the result of an incentive plan or early retirement. Nevertheless, 

representativess of one the CVRD trade unions (SINDIMINA in Rio de Janeiro) indicated 

thatt around 600 dismissals occurred without any benefits attached.'97 Privatisation of the 

Braziliann telecommunications system (TELEBRAS is the holding company) led to a fall 

inn employment of 6.7 per cent, but the difference in employment levels in several regional 

66 Santos, Chico, '"Privatizados" cortam 39,6 mil empregos', Folha de Sao Paulo, 3/3/1997. 
1977 Interview with two representatives of the Human Resources Department of CVRD, Rio de Janeiro, 
11/9/2001;; Interview with Luiz Vieira and Celso Vianna de Fonseca, respectively president and 
communicationss officer of SINDIMINA , Rio de Janeiro, 15/9/2001. 
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telecommunicationss companies was more than 20 per cent between 1998 and 1999. The 

totall  number of dismissals in the telecommunications sector is clouded by an increase of 

employmentt in EMBRATEL (long-distance telecommunications company), and by 

employmentt in call-centres and tele-sales. Furthermore, telecommunications companies 

havee outsourced sections of their activities and this is expected to lead to a loss of job 

securityy and occasionally to more precarious working conditions (DIEESE/Subsecao 

FITTELL 2000; IMF 1998: 14). 

Itt is expected that one of the principal effects of privatisation is a reduction in 

employmentt levels in former state-owned enterprises. In addition, several benefits for 

public-sectorr employees have been removed in the process of preparing for privatisation 

(seee also section 3.4). These changes include the reduction of the number of workers who 

aree liberated for union work, the abolition of a one per cent annual wage increase for 

seniority,, and the elimination of subsidies for training and education for workers and their 

children.19**  Although concerns about unemployment were usually considered as an 

understandablee concern in the case of privatisation, it is expected that broader gains in 

efficiency,, competitiveness, and the reduction of public expenditure wil l cancel out these 

negativee side-effects. The employment issue is also seen as one of the principal reasons 

whyy governments are reluctant to privatise, as public sector workers and managers 

representt an important pressure group (Kikeri 1998: 1). 

Theree are several reasons why state-owned enterprises were seen as both less 

competitivee and as having less efficient labour utilisation, and these reasons were 

typicallyy related to the social and political role SOEs played and to the public subsidies 

thee enterprises received. SOEs often employed a higher number of workers for social and 

politicall  reasons. Because SOE employees worked in the public sector, they often had 

moree job security, along with higher wages and benefits, than private sector workers 

(Kikerii  1998: 4). Despite the immediate effects of privatisation on employment levels in 

thee state sector and in privatised enterprises,, privatisation is likely to have limited effects 

onn general employment levels, according to Hoeven and Sziraczki (1997), as employment 

inn state-owned enterprises represents a small proportion of work within the formal sector 

inn developing countries. 

Too opponents of privatisation, potential long-term gains do not signify that 

employmentt problems should be treated as the necessary costs of the reform process. For 

instance,, the CUT accused the government of not providing adequate compensation and 

alternativess for dismissed workers. In general, the CUT expected privatisation to lead to a 

furtherr concentration of wealth and doubted whether strategic economic sectors wil l 

contributee to economic and social development after they have been privatised. The CUT 

alsoo questioned the assumption that privatisation would lead to increasing employment 

1988 Interview with two representatives of the Human Resources Department of CVRD, Rio de Janeiro, 
11/9/2001;; Interview with Luiz Vieira and Celso Vianna de Fonseca, respectively president and 
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andd an improvement of working conditions. The CUT therefore proposed that 

employmentt and wage policy should be firmly included in privatisation programme 

(DESEP/CUTT 1993a: 14). 

Proponentss of privatisation have argued that increasing efficiency and 

competitivenesss of former state-owned enterprises wil l also create (industrial) 

employment,, as companies become more competitive.'99 It is also expected that this will 

increasee the number of jobs available for highly-skilled workers, an idea in turn based on 

thee assumption that competitiveness leads to employment creation. The possible effects of 

employmentt creation post-privatisation are negated in the short run by dismissals, which 

aree intended to enhance the efficiency and competitiveness of enterprises after their 

privatisation.. In a developing country such as Brazil, where underemployment and 

unemploymentt are structural major problems, and where most employment creation 

occurss in the services and the informal sector, it is not likely that the privatisation of 

industriall  companies wil l lead to absorption of the labour surplus (Baer 1995: 267). 

Accordingg to International Labour Organisation figures for Latin America, between 1990 

andd 1998 61 per cent of new employment was created in the informal sector (66 per cent 

inn the traditional informal sector, self-employment and domestic work, and 34 per cent in 

micro-enterprises),, with the modern private sector representing the remaining 

employmentt creation (ILO 1999: 41). Furthermore, people employed post-privatisation 

aree likely to be highly skilled workers, levels of skill not normally attainable by a 

majorityy of workers. 

Anotherr significant issue is where dismissed public sector workers may locate 

neww employment or alternative sources of income (it must be pointed out that it is 

difficul tt to sketch a general picture of the effects of privatisation on the employment 

trajectoryy of dismissed workers). According to representatives of the labour movement, 

manyy dismissed workers become micro-entrepreneurs (approximately 60 per cent). 

Althoughh this might be an alternative to public sector employment, many micro-

enterprisess do not survive, workers no longer enjoy job security, and sometimes work 

underr precarious circumstances (Carneiro 1998: 9). Privatisation can also lead to 

subcontractingg of certain tasks to former employees. This can have positive effects in the 

casee of highly skilled workers whose expertise and skills are in demand, but it can also 

leadd to the creation of precarious working conditions and the promotion of the informal 

communicationss officer of SINDIMINA, Rio de Janeiro, 15/9/2001; Interview with Marcelo Sereno, 
17/12/1999. . 
1999 One can question whether privatisation leads to the end of "traditional" state-society relations, 
clientelism,, and corruption. In a study of the effect of the privatisation of the Mexican 
telecommunicationss company, TELMEX, on labour relations, Judith Clifton (2000) concludes that 
economicc reforms such as privatisation do not automatically lead to democratisation of labour relations 
(orr democratisation of the relations between actors involved), or political reform of society in general. 
Off  course, it has to be noted that economic reforms like privatisation did not coincide with or preceded 
politicall  reforms in the case of Mexico. Cf. Feigenbaum et al. (1999: 167-172) on privatisation and 
democratisationn in Eastern Europe. 
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sector.2000 Workers who are also dismissed tend to be older, and often more specialised. 

Thiss makes re-integration more difficult, particularly when industrial firms stress flexible 

skillss and adaptability to new technologies (Caraeiro 1998: 9).20' 

AA related issue is the "social responsibility" of state-owned enterprises, which 

generallyy led to more generous secondary working conditions, such as pension funds, 

disabilityy funds, and schooling and training for workers and their children. State-owned 

enterprisess had been obliged to spend a percentage of their annual turnover on local 

developmentt projects.202 These social projects represent an important form of public 

sociall  policy. An important aspect of social projects financed by state-owned enterprises 

hass now been transferred to local governments, although local governments do not always 

havee sufficient (financial) means to maintain the projects. The powerful position of SOEs 

inn particular towns and regions also led to a situation in which a large number of the 

populationn were directly or indirectly dependent on the enterprise. Two of the clearest 

casess of this situation were the Companhia Vale do Rio Doce (CVRD) and the 

Companhiaa Siderurgica Nacional (National Steel Company — CSN) in Volta Redonda 

(statee of Rio de Janeiro), where approximately 20 per cent of the economically active 

populationn were dismissed before and during the process of privatization (Graciolli 1999: 

224). . 

6.44 TH E POSITION OF THE LABOU R MOVEMENT : STRATEGIES AND 

ALTERNATIVE S S 

Forr the labour movement, the privatisation process has been traumatic, as trade unions 

havee not been able to formulate an effective strategy to counter privatisation. The 

followingg sections argue that the difficulties in influencing the privatisation process are 

notnot only an indication of the lack of democratic participation in the policy-making and 

implementationn process, but also an illustration of the difficulties which unions had to 

confrontt within the context of the post-1990 economic reform programme. In this respect, 

thee privatisation process has contributed to a sense of disillusionment among unions about 

thee effectiveness of opposition strategies, or, in the case of the railway unions, even a 

decimationn of active unions through the reduction of their potential membership. 

Furthermore,, the trend towards outsourcing, the threat of unemployment, and the general 

trendd in labour market policies towards labour flexibilit y have also tended to undermine 

workers'' willingness and ability to engage in militant action. For many unions in 

""  Interview with Walter Tesch, president of (Fetrabalho), Federacao das Cooperativas de Trabalho do 
Estadoo de Sao Paulo, Sao Paulo, 27/10/1999; 'Como manter uma cooperativa de pé, mesmo quando o 
piorr ainda esta por vir\ Cooperativa e Trabalho, no.2. 
"011 See also, article 'Muito alem da Vale' in CVRD: Privatizacao da Vale do Rio Doce, ed. by Centro 
dee Pesquisa Vergueiro, Sao Paulo (1997). 
2022 The Companhia Vale do Rio Doce (CVRD) had to place 8% of its annual turnover in a social fund. 
Thiss fund worked towards schools, environmental projects, and trade union services. Post-privatisation, 
thee new owners only have to pay for projects already been approved of. Interview with Marcelo 
Sereno,, 17/12/1999; 'Muito além da Vale' , in CPV (1997). 
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privatisedd enterprises, a lower number of employees also reduced financial resources, 

whilee the reduction of the number of potential members affected the unions' 

representativee function.203 Furthermore, as argued in the following sections, splits 

occurredd between the leadership of the CUT and individual trade unions in state-owned 

enterprisess over whether unions should protest against privatisation without considering 

negotiationss or whether unions should attempt to participate in the privatisation process. 

6.4.16.4.1 Union Opposition to Privatisation under President Cardoso: The Petrobras 

Strike. Strike. 

Thee 1995 strike of the Petrobras workers is a crucial point in the opposition to 

privatisation.. Both critics of opposition to privatisation and critics within the labour 

movementt itself argue that this strike was a fight at the losing end. The strike was a signal 

thatt '[t]he tide began to turn clearly against this type of labor tactic', in the eyes of 

proponentss of privatisation (Manzetti 1999: 199).204 According to representatives of the 

labourr movement, linking the original purposes of the strike to privatisation was a tactical 

mistake,, which provoked a repression of the strike, while workers' demands were not 

fulfilled.205 5 

Thee strike began as an attempt to force the management of Petrobras to comply 

withh the decision of the Supreme Labour Court (TST - Tribunal Superior de Trabalho) to 

"°""  These points are based on interviews with Monica Valente, executive director (Departamento de 
Estudoss Socio-Econömicos e Politicos, CUT), Sao Paulo, 23/12/1999; Marcelo Sereno, Executive 
Boardd CUT (1995-1999), director for union affairs at the Partido dos Trabalhadores, 17/12/1999; 
representativess of the board of the Sindicato dos Trabalhadores em Telecomunicacöes (SINTTEL), 
Brasilia,, 9/11/1999; Julio Turra, Diretor Executivo (Secretaria de Relacöes Internacionais), CUT, Sao 
Paulo,, 21/8/2001; Kjeld Jakobsen, executive director for International Relations, CUT, Sao Paulo, 
27/8/2001;; Fernando Lopes, Executive director, Confederacao Nacional dos Metalürgicos (CNM-
CUT),, Sao Paulo, 22/8/2001; Francisco Alexandre, Press Secretary, Confederacao Nacional dos 
Bancarioss (National Bankworkers' Federation, CNB), Sao Paulo, 15/8/2001; Luiz Gonzaga, President 
off  the Federacao Nacional dos Urbanitarios (Federation of Workers in Urban Services, FNU) and 
presidentt of ICEM Latin America (International Federation of Chemical, Energy, Mine and General 
Workers'' Union), Rio de Janeiro, 6/9/2001; Baltazar and Wilson Almeida, representatives of Sinergia 
(Sindicatoo dos Energéticos) Sao Paulo, 25/9/2001; Uriel Villas Boas, president of Sindicato dos 
Siderurgicoss e Metalürgicos da Baixada Santista (Metal- and Steelworkers' Union), Santos, 26/9/2001; 
Tarcisioo Secoli, Secretary of Organisation, Sindicato dos Metalürgicos do ABC, Sao Bernardo do 
Campo,, 27/8/2001; Luiz Vieira and Celso Vianna de Fonseca, respectively president and 
communicationss officer of SINDIMINA , Rio de Janeiro, 15/9/2001; Mozart Schmitt Queiroz, general 
secretaryy of the Sindicato dos Trabalhadores na Indüstria Petróleo no Estado de Rio de Janeiro 
(Petroleumm Workers' Unions of Rio de Janeiro, SINDIPETRO-RJ), Rio de Janeiro, 17/9/2001; and 
interviewss with trade union participants of the third regional conference of (Latin America) ICEM Rio 
dcc Janeiro, 10-13/9/2001; and trade union participants at the 'Seminario Pesquisa e Acao Sindical', 
organisedd by the Observatório Social, Florianópolis, 18-20/9/2001. 
2044 For Manzetti, the labour movement is a clear example of an anachronistic group of protestors who 
wantt to go back to the ' "welfare state" built since President Vargas in the 1940s' (1999: 198). He also 
maintainss that the oil workers strike went on for five months (it was 30 days) and that the strike 
paralysedd the country (this is a controversial issue, as the government presented fuel shortages as the 
reasonn to intervene in the strike; some argue that fuel supply was restricted by companies themselves). 
2055 Interview with Argemiro Pertence Neto, Secretario de Comunicacao, Associacao de Engenheiros da 
Petrobrass (AEPET), Rio de Janeiro, 6-9-2001; Interview with Julio Turra, Diretor Executivo 
(Secretariaa de Relacöes Internacionais), CUT, Sao Paulo, 21-8-2001. 
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increasee wages with 12 per cent instead of 10 per cent, to re-integrate those workers who 

weree dismissed during the Collor government, and to maintain Petrobras' retirement 

programme.. The strike spread to other states and also affected state-owned enterprises in 

otherr sectors, like electricity (LIGHT, Eletrobras, Furnas), social and health services and 

thee Federal University of Rio de Janeiro (Martins and Rodrigues 1999: 157-158). Because 

thee strike coincided with the debate on the constitutional amendment that flexibilised the 

statee monopoly in the oil sector, the strike soon acquired broader political dimensions, 

rejectingg the constitutional amendment and privatisation in general.206 The TST ordered 

thee workers to return to work and allowed dismissal of those who remained in strike. The 

continuationn of the strike led to 64 dismissals and the occupation of several refineries by 

thee army and the military police. Despite this situation, a majority of the oil workers 

unionss decided to maintain the strike until the government would resume negotiations. As 

thee government did not want to accept the negotiations and as Petrobras continued to 

substitutee strikers by new workers, the strike ended, with none of the workers' demands 

mett (DIEESE 1995a: 53-54). 

Becausee of the political dimensions of the strike, the strikers felt the need to 

defendd their position to the Brazilian population. Besides the general arguments against 

liberalisationn (or rupture) of the monopoly, various pamphlets argued against the idea that 

employeess of Petrobras are privileged workers {marajas, or maharajas, a general term 

referringg to those who use the state for their own benefit), benefiting from generous 

wages.. A pamphlet by the Federacao Unica dos Petroleiros (Unitary Federation of Oil 

Workerss - FUP) argued that workers are responsible for economic growth in general and 

thee success of Petrobras in particular. According to the FUP, the repression of the 1995 

strikee demonstrated that the Brazilian government wanted to destroy the Petrobras from 

within,, beginning with the employees. Another point that presented in pamphlets on 

privatisationn of Petrobras was that workers in SOEs were not necessarily privileged, as 

theyy enter the company through public application procedures and are, just as workers in 

thee private sector, also hurt by wage reductions.207 

Nevertheless,, the CUT itself felt it was necessary to ensure that public-sector 

unionistss viewed their position in the privatisation process in the light of the general 

conditionn of working people. The CUT considered workers in the public sector and in 

state-ownedd enterprises to be privileged, as public sector workers 'were certainly not 

amongg those who were excluded by the development model that is now outdated' (CUT 

1995c:: 6). Furthermore, the CUT argued that public sector workers should know their 

responsibilityy in building a more transparent state sector, geared towards social 

""  Privatisation and the employment situation in the public sector (after dismissals in the early 1990s) 
weree a topic of many public-sector strikes in 1995, including the electricity sector, education and 
telecommunicationss (DIEESE 1995a: 53). 
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development.. SOE workers should not be tempted to be co-opted by the state in the 

privatisationn process, as the labour movement is already weakened substantially and this 

wouldd further undermine the position of public-sector unions (DESEP/CUT 1993a: 14; 

Schillingg 1994: 15). Nevertheless, the weakening of public-sector unions could also 

potentiallyy weaken the union movement as a whole: 

Thee long trajectory of precarisation of public services, the privatisation of 
statee enterprises, in addition to ... the recent crisis of the financial system 
alsoo affect the capacity of mobilisation and resistance of these large social 
sectors,, equally responsible for the creation of the expansion of CUT 
unionismm throughout the previous decade [the 1980s] (CUT 1997a: 18). 

Thee reaction of the press and the Brazilian government to the Petrobras strike 

illustratess the image of public-sector workers. According to the newspaper O Estado de 

Saoo Paulo, 'when [state] monopoly and single union are combined [conjugam], the 

populationn can hardly be released from being held prisoner by those who can stop 

productionn whenever they want'.2'"*  In clear support of the government's policy ('FHC 

givess the left a knockout in one year'), the same newspaper argues that 'this type of 

unionism,, which lives off the costs of monopolies inherited from an obsolete State and 

whichh confuses its corporative interests with the defence of the national interest, is ... one 

off  the pillars of our backwardness'.20^ 

Thee Petrobras strike, the liberalisation of the state monopoly, and the possible 

privatisationn of Petrobras have provoked a lot of protest by the petroleum trade unions 

andd broader protest groups.210 These groups include the unions themselves, nationalist 

groups,, left-wing political parties and groups, and even sections of the military. The 

pamphletss published throughout this period of protest present the many arguments that 

weree used to defend the state monopoly in the oil sector and the presence of SOEs in 

Brazill  in general. 

Thee trade unions' arguments against privatisation can be divided into the 

followingg types: geo-political/strategic; technological; consequences for economic and 

sociall  development and; consequences for employment. Although the arguments were 

presentedd in the context of protests against privatisation of Petrobras, they were also valid 

forr other privatisations. The first type of argument stated that oil is one of the most 

strategicc goods in the global economy, playing a crucial role in many wars. Oil reserves 

aree usually not located in developed countries, which means that developing countries are 

2077 The analysis of union arguments regarding privatisation in this section is based on the following 
pamphlets:: Federacao Unica dos Petroleiros (FUP) (1995) Carta Aberta a Populacao Brasileira, 
September;; Assessorias de Imprensa dos Sindicatos de Petroleiros do Estado de Sao Paulo (1994) 
DefenderDefender o monopólio monopólio do petróleo: Um desafio para a imprensa sindical. 
20XX 'Os perigos da greve', O Estado de Sao Paulo, 4-10-1995. 
2099 'FHC nocauteia esquerdas em um ano', O Estado de Sao Paulo, 11-6-1995. 
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inn a strategic position. Therefore, oil is under strict state control in most countries. Selling 

Petrobrass to foreign companies would entail a loss of sovereignty, according to the 

opponentss of privatisation. Moreover, while Brazil was already very dependent on oil 

imports,, it would be even more vulnerable after privatisation of Petrobras. Vicente Paulo 

daa Silva and Marcelo Sereno, respectively president and director of the CUT, compared 

thee purposes of privatisation - the reduction of public debt - to a person who starts 'to 

selll  the fridge, the car and in the end his own house in order to pay interest on his debts' 

(Silvaa and Sereno n.d.). This comparison implied that the Brazilian population was 

expectedd to lose national control over natural resources, which unions tended to view as 

essentiall  for the maintenance of national sovereignty and as a source of economic 

development.. In addition, another CUT document referred to the importance of state-

ownedd enterprises and public investment for the development of infrastructure and 

industrialisationn (CUT 1995c: 4). 

Thee second type of argument is on the important role of Petrobras in 

technologicall  development (particularly deep-sea exploration), which is expected to have 

trickle-downn effects for the rest of the economy. The third argument is similar to the 

argumentss of those who emphasise the importance of state-owned enterprises in the 

developmentt process. The pamphlets argue that Petrobras, as a state-owned company, is 

presentt in all parts of the country, from the least to the most developed regions, and that 

subsidisedd fuel prices represent a type of development policy. Unions expected that 

privatee capital wil l not be concerned with regional development. High fuel prices can 

hamperr industries and the transport sector, but also the poor, who have to pay higher rates 

forr public transport or their own transport. The last argument focuses on the consequences 

forr employment, as the company employs many people directly and leaves even larger 

groupss dependent on it. Privatisation is usually accompanied by a restructuring of the 

workk force, and it is also feared that foreign companies would prefer to employ their own 

nationals.2111 The significance of state-owned enterprises for the development process was 

alsoo stressed by opponents of the privatisation of CVRD. The unionists interviewed for 

thiss study argued that the CVRD used to function as a development 'tool', an example 

beingg the development of the town of Carajas in the Amazonian state of Para, where the 

CVRD'ss largest iron ore mine is located. In addition, the unionists argued that private 

capitall  could not be expected to perform the same function in the Brazilian economy, as 

2100 See Velasco (1997a: 20); interview with Mozart Schmitt Queiroz, general secretary of the Sindicato 
doss Trabalhadores na Indüstria Petróleo no Estado de Rio de Janeiro (Petroleum Workers' Unions of 
Rioo de Janeiro, SINDIPETRO-RJ), Rio de Janeiro, 17/9/2001. 
"""  The paragraphs on the arguments against privatisation of Petrobras are based on an analysis of the 
followingg pamphlets: Movimento Defesa do Monopólio Estatal do Petróleo (1995) Petróleo sempre 
Monopólio,Monopólio, May; A Corrida do Ouro Negro: A disputa pela riqueza que movimenta meio mundo 
(1995)) Série O Petróleo Brasileiro, no. 1; Federacao Unica dos Petroleiros (FUP) (1995), see note 207; 
Diretoriaa dos Sindipetros Campinas, Cubatao, Maua, Sao José dos Campos e Sao Paulo (n.d.) Petróleo 
sempresempre Monopólio; Movimento em Defesa do Sistema Petrobras (n.d.) Manifesto a Populacao: 
'Monopólio'Monopólio Estatal do Petróleo e Moralizacao das Empresas Pi'tblicas: Essa Luta é de Todos'; 
Movimentoo Petrobras [1991] Brasil, huge da guerra mas perto das tntiltinacionais do petróleo. 
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privatisationn implies that part of the state's capacity for the implementation of 

developmentt policies (through the state sector) is taken away. In addition, as indicated by 

Monicaa Valente of the CUT, the government has not negotiated the use of local content 

andd components in the case of the telecommunications sector, which leads to the 

increasedd use of imported components.2': 

Althoughh the national CUT and the PT initially supported the Petrobras strike, the 

factt that the CUT was involved in negotiations with the government on social security 

reformss and on the process of constitutional amendments at the time, made unconditional 

supportt for the strike complicated. For example, Vicente Paulo da Silva, the then 

presidentt of the CUT, attempted to argue that economic and political reforms were not the 

focuss of the strike (i.e. the strike merely concerned a labour conflict and did not have 

politicall  demands). The CUT's and the PT's official point of view was that the strike 

shouldd have been finished after the Supreme Labour Court made its decision, but this 

angeredd the groups at the left of the political spectrum of the CUT and the PT. The CUT 

alsoo postponed a planned general strike in order to reinforce their position on the strike. 

Thee CUT's and the PT's criticisms of the way the government dealt with the strike 

thereforee focused on the strike as a labour conflict and not on the political dimensions.2n 

6.4.26.4.2 Trade Union Strategies in the Privatization Process 

Thee labour movement has used the following strategies to protest against privatisation.214 

Ass during the period of union opposition to the military regime, one of the most common 

protestt strategies against privatisation was to strike. During the late 1980s, protests 

againstt privatisation were connected with broader issues that ignited general strikes, such 

ass the effects of financial stabilisation and fair wages (Roxborough 1989: 93-95). To 

namee some example of strike action, in one section of the Companhia Vale do Rio Doce 

(CVRD),, privatised in 1997, workers went on strike for 67 days. Other, sometimes 

violentt protests were organised by the people who live and work on land owned by state-

ownedd enterprises. As the CVRD principally operates in the Amazon states, the enterprise 

ownss significant amounts of land in this region. For this reason, the privatisation of 

CVRDD provoked protests of rubber tappers and landless farmers organisations, such as 

thee Movement of Rural Landless Workers. An example of a violent form of protest 

2122 Interview with Luiz Vieira and Celso Vianna de Fonseca, respectively president and 
communicationss officer of SINDIMINA Rio de Janeiro, 15/9/2001. Interview Monica Valente, 
executivee director (Departamento de Estudos Socio-Econömicos e Politicos, CUT), Sao Paulo, 
23/12/1999. . 
2133 'Acordos terao novo torn', Gazeta Mercantile 5-6-1995; 'Movimento abriu crise no PT', O Estado 
dede Sao Paulo, 3-6-1995; 'Carta Aberta de Lula\ Linha Direta [weekly newsletter of PT], 5/11-6-1995. 
2,44 For an analysis of the Mexican and Indian cases, where trade unions co-operated with the 
governmentt in the case of privatisation and managed to ensure participation in the privatisation process 
throughh mobilisation, see Clifton (2000), Baez-Camargo (2002) and Candland (2001). An analysis of 
unionn responses to privatisation as part of a broader reform programme in Argentina, Venezuela and 
Mexico,, see Murill o (2001). 
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againstt the effects of privatisation of CVRD was the destruction of a port in the state of 

Espiritoo Santo in December 1998. Furthermore, four union leaders of the CVRD 

organisedd a hunger strike in protest against privatisation. Other forms of protest were 

demonstrationss during the auction of companies, as in the case at the privatisation of 

USIMINASS in 1994, and to organise demonstrations at federal and state government 

buildings.215 5 

Ann important strategy is to file lawsuits against aspects of the privatisation of 

particularr companies, or to attempt to proof that privatisation is illegal or unconstitutional 

inn a particular case (see Almeida 1999).216 The legal strategy is combined with lobbying 

effortss to lobby at a national level in order to attempt to legislate laws that prevent 

privatisationn from occurring in particular cases.217 This happened, for example in the case 

off  the Companhia Vale do Rio Doce. The trade union SINDIMINA lobbied Senator José 

Eduardoo Dutra (PT, from the state of Sergipe) who is a former employee of CVRD, to 

attemptt to prohibit privatisation through legislative means. The attempt involved the 

formationn a group of senators from the north-east of Brazil (including former president 

Sarney)) in order to reverse the decision to privatise the CVRD through a legislative act. In 

thee end, the legislative proposal was defeated in the Senate. Although this was a 

significantt strategy in the eyes of SINDIMINA , its representatives indicated that if the act 

hadd been accepted, it would probably have been overruled by the executive.218 

Thee protests against privatisation did not mean that the CUT supported the 

argumentt that state-owned enterprises should not be reformed. The labour movement 

criticisedd the way in which the military regime used state-owned enterprises as a pillar of 

thee authoritarian development strategy, SOEs being instruments of price-setting, 

mechanismss with which to subsidise the private sector. Furthermore, the CUT recognised 

thatt SOEs were usually a source of political patronage and corruption. The CUT criticised 

backlogss in investment, modernisation and a low level of service to customers. Moreover, 

thee privatisation programme was not a reflection of democratic domestic policy 

considerations,, in the eyes of the CUT, but the result of the powerful position of 

internationall  creditors and international financial institutions, according to the opposition 

(DESEP/CUTT 1993a: 8-9). 

Basedd on the view that state-owned enterprises could play an important role in the 

Braziliann development process if managed in a democratic way, the formulation of 

"LL See Folha de Sao Paulo 'Bloqueio causa prejuizo de RS 5 mil a Vale', 10-7-1996; FSP 'Exército 
podee retirar garimpeiros no PA', 21-10-1996. FSP 'Termina greve de fome na Vale', 2-12-1997. FSP 
'Protestoo destrói porto no Espirito Santo', 3-12-1998; FSP 'Meneguelli defende ocupacao da 
Usiminas',, 20-9-1991. 
"lf tt See Gazeta Mercantil, 'Urucum nao impede venda da Vale', 16/4/1997; Folha de Sao Paulo, 'Leia a 
principall  acao contra a venda da Vale', 2/5/1997. 
-177 Folha de Sao Paulo, 'Projeto de PT sofre investida', 26/11/1996. 
211 s Interview with Luiz Vieira and Celso Vianna de Fonseca, respectively president and 
communicationss officer of SINDIMINA . Rio de Janeiro, 15/9/2001. Cf. Ferraz (2000: 106). 
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alternativess to privatisation219, was another, although not very effective, strategy 

employedd by the labour movement to protest against privatisation. According to the CUT, 

thee parameters of the public sector should involve public control in the case of natural 

monopoliess and preserving public control over industrial and technological policies 

(DESEP/CUTT 1993a: 12). In the resolutions of the third National Congress of the CUT 

(1988),, still before Fernando Collor de Melo's economic reforms, the CUT stated its 

positionn on the state sector as follows, emphasising the importance of the public nature of 

sociall  services for the development process: 

Thee CUT wil l struggle against the privatisation of state enterprises, in the 
perspectivee of defending better living conditions for the population, who 
shouldd have control over these enterprises. At the same time, the CUT 
wil ll  develop a campaign for the improvement of public services, 
includingg the immediate statisation of public services under the control of 
privatee capital, because we understand that these services are a right for 
alll  and a central element for the improvement of the living conditions of 
thee Brazilian population (CUT 1988: 36). 

Throughoutt the 1990s, the CUT was not principally against privatisation, or as the 

thenn president of the CUT stated on the privatisation of Usiminas in 1991: 'Real existing 

socialismm has already proved that statism is not always the best solution'.22ü Nevertheless, 

thee labour movement questioned the assumption that the private sector is capable of 

makingg strategic investment decisions and of being an engine of development, including 

thee provision of adequate employment and social development: 'Apart from not solving 

fiscal,, financial and heritage [patrimoniais] problems of the State, neither in the short nor 

thee long term, the privatisation programme was not capable of promoting economic 

growthh through the increase of investment in enterprises that now pertain to the private 

sector'' (CUT n.d.). 

Thee alternative to privatisation developed by the CUT during the mid-1990s was 

too democratise state-owned enterprises and to promote public management of state-owned 

enterprisess under democratic control. The reason to propose the 'democratisation' of the 

statee sector, was that CUT argued that public auctions did not represent a form of societal 

controll  and that the privatisation process lacked democratic accountability and 

participation.. For this reason, state-owned enterprises under democratic control should 

 contribute to the redistribution of wealth and the resources of the country 

(includingg land) in order to reduce social and regional inequalities. 

 contribute to universal and non-discriminatory access to infrastructure, adequate 

forr the situation in Brazil. 

2199 See CUT (n.d., 1995a, 1995b, 1995c), DESEP/CUT (1993a), Graciolli (1999: 146-148). 
2200 Folha de Sao Paulo, 'Meneguelli defende ocupa9ao da Usiminas1, 20/9/1991. 
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 contribute to the autonomous and sovereign integration of Brazil in the world 

economy,, promoting international trade, the reduction of external vulnerability, 

competitivenesss and technological development (CUT 1995c: 13). 

Inn the eyes of the CUT, public enterprises should be transparent and should be 

characterisedd by accountable management practices, while all parties involved should be 

autonomouss and free from narrow political considerations. It is emphasised many times 

thatt there should be clear rules, regulations and agreements between the government, the 

companiess and society (CUT 1995c: 15-18). In order to guarantee efficient democratic 

andd autonomous management, the CUT proposed a 'management contract' proposed, 

whichh sets goals and objectives for investment and production (cf. Observatório Social 

2001c:: 32-34). The establishment of a management contract had to involve participation 

off  civil society, the government, management and trade unions of the companies 

involved.. The National Congress and employees of state-owned enterprises should also 

havee a significant role in the control of public companies, in the CUT's view. 

Individuall  unions also proposed alternative forms of management for state-owned 

enterprises.. The unions of the Companhia Vale do Rio Doce proposed a Social 

Agreementt (Acordo Social), the result of a visit to privatised companies in several 

Europeann countries. The document stressed the importance of the Agreement for an 

increasee of productivity through the implementation of a system of Total Quality 

Managementt (TQM), with participation and consultation of employees ('a partnership 

betweenn labour and capital'). According to the document, the resulting productivity 

increasess are expected to be reflected in higher wages, as wages are not 'a problem of 

costss for entrepreneurs anymore, but a factor in the increasing of competitiveness of the 

enterprisee ...' (Sindimina 1996: 5). The document supported the acquisition of shares by 

employeess of CVRD, also noting that TQM does not exclude the possibility of employee 

participationn in the administrative council of the company (Sindimina 1996). The 

alternativee strategy of attempting to include workers in the administrative council of 

newlyy privatized company, was only successful in achieving a 10 per cent offer of 

preferredd shares to the employees, as it was not possible to negotiate the other aspects of 

thee proposal. The experiences of the CVRD unions with participation through 

shareholdingg are not wholly positive, as the Clube de Investidores that was established in 

orderr to take full advantage of the employee offer, does not want to have much to do with 

thee representation of workers, except for the position of workers as shareholders.2-' An 

initiativee similar to the SINDIMINA document took place in the Companhia Siderirrgica 

Nacionall  (CSN) in 1990. A document of the Sindicato dos Engenheiros of the CSN 

stressedd that the work place in state-owned enterprises should be democratised, including 

Intervieww with Luiz Vieira and Celso Vianna de Fonseca, respectively president and 
communicationss officer of SINDIMINA, Rio de Janeiro, 15/9/2001; Interview with Maria Lucia 
Garcia,, InvestVale (Investors' Club CVRD), Rio de Janeiro, 11/9/2001. 
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thee right to information for trade unions, work place organisation (factory commissions), 

participationn of unions in the formulation of new company policies and fair admission 

proceduress for new workers (SENGE/VR 1990: 35-36). 

6.4.36.4.3 Competition and Tensions Within the Labour Movement 

Apartt from the proposal to democratise of state-owned enterprises, the CUT did not have 

aa specific proposal with which unionists and employees of companies to be privatised 

couldd work, in case opposition was not successful in halting privatisation. As Sandoval 

putss it, in relation to privatisation in the productive sector, the 'CUT leadership and 

politicall  supporters, though positioned against privatization, were unprepared to offer 

viablee alternatives to the distortions in the steel complexes, while local union leaders and 

steell  worker rank-and-file favored privatization seeing it as the only form of correcting 

thesee distortions and ultimately curtailing political patronage' (Sandoval 2000: 10-11). 

Althoughh this point should not lead to the conclusion that all individual unions in state-

ownedd enterprises were in favour of privatisation, important differences existed between 

rank-and-filee union members - who had to deal with the consequences of the 

privatisationn process directly and who have to find a practical solution for their position in 

privatisedd enterprises - and the central union leadership, which moved between an 

ideologicall  rejection of privatisation and the pressure of the activities of individual 

unions.. In addition, as argued in section 5.2.2, public-sector workers, including workers 

inn state-owned enterprises were a powerful group within the CUT's decision-making 

processes.. According to the CUT, public sector problems should not be blamed solely on 

civill  servants, but also on mismanagement and budget restrictions caused by interest 

paymentss on national domestic and external debt. Dismissal of public-sector employees 

wouldd lead to higher unemployment and higher numbers of people dependant on social 

securityy benefits (CUT 1996: 6). 

Ann important factor in the behaviour and responses of Brazilian unions towards 

privatisationn is the presence of public-sector workers within the labour movement. A 

factorr which reinforces the differences between public and private sector workers are the 

higherr levels of job security in the public sector, as compared to the private sector. A 

differentt type of problem, namely the relationship between the restructuring of 

productivityy and employment levels, confronts the private sector. According to Noronha, 

privatee sector strikes were shorter, occurred more frequently, and were resolved more 

quickly,, than in the public sector. The rise of public-sector workers in the union 

movementt stimulated a confrontational strategy for several reasons: on the one hand, pre-

19888 public sector workers did not have the same unionisation and collective bargaining 

rightss as in the private sector, when these rights were established in the Constitution, so 

theyy struggled to achieve this rights outside the strategies available to private sector 

workers.. On the other hand, public sector workers did not have to fear dismissal to the 

extentt that workers in the private sector did. Debates on the role of the Brazilian state, and 
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thee economic and political reforms introduced during the 1980s - and particularly during 

thee 1990s - attacked the public sector as inefficient and stressed the necessity of state 

reform.. With available financial plans and structural adjustment programmes, cutting 

wagess was the most common way to reform the public sector, which in turn provoked 

strikess which demanded wage increases, while there was less risk of dismissal. Noronha 

arguess that negotiation between employers and public-sector workers did not always 

workk as smoothly as in the private sector, with the result that strikes prolonged (Noronha 

1991:: 120, 124; cf. Almeida 1996: 54-55; Boito 1998: 89-90; Noronha 1991: 123; 

Rodriguess 1997: 43-44; Rodrigues 1999: 84-85). 

Thee CUT's concern with the public sector and the state productive sector grew 

withh the increasing importance of public-sector workers in the labour movement.222 For 

example,, at the sixth National Congress of the CUT (1997), 35.7 per cent of the delegates 

weree civil servants and 19.3 per cent of the delegates were employed by state-owned 

enterprises.. A large number of the members of the National Executive were originally 

employedd in the public sector (Jard da Silva 1999: 65-66, 70-72). Budget reductions, the 

effectss of structural adjustment on the public sector, the loss of job security and the 

occurrencee of important strikes in the public sector all contributed to a strong emphasis on 

public-sectorr workers in the CUT. In 1994, the CUT officially claimed the importance of 

thee public sector and the crisis of the Brazilian state is exactly the reason why public-

sectorr unionisation rose: 'As defenders of a strong State, the leaders of these entities 

[public-sectorr unions] only managed to enlarge their union basis among public workers in 

thee last ten years, because they were confronted by a State in crisis, weakened by a lack 

off  money and by its own institutional crisis'. The same article also suggests a 

convergencee of interests between the CUT, public-sector unions and public-sector 

management.223 3 

Inn addition to strategic and political differences between the CUT leadership and 

individuall  unions, the establishment of a new central union organisation, Forca Sindical, 

inn 1991, further complicated the CUT's strategies (cf. Ferraz 2000: 82-84). As argued in 

sectionn 5.2.3, Forca Sindical claimed that it represented a 'non-ideological' type of 

unionism,, 'unionism of results'. This strategy not only entailed that Forca Sindical 

intendedd entering a dialogue with the government, but also that the central union 

organisationn supported Collor de Melo's economic reforms, including privatisation 

(Barross 1999: 38-42; section 5.2.3). From its foundation in 1991, Forca Sindical explicitly 

supportedd the privatisation process with the argument that neoliberal reforms, including 

privatisationn and state reform, were the only path towards economic development in 

Brazil.. The Forca Sindical's ideas on state intervention and economic reforms reflect a 

supportt for the market mechanism, an 'anti-statist' attitude, and criticism of public-sector 

2222 This increasing importance of white-collar unionism during the 1980s was already noted by Keck 
(1992:: 190-192). 
2233 'A nova cara do ABC', Veja, 25-5-1994: 44, 
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workers.. In common with the principles of new unionism, it criticises state intervention in 

labourr relations and defends free bargaining among workers and employers. As regards 

thee role of the state, FS proposes that the state return to its essential tasks, if possible 

combinedd with private investment, principally in the areas of health, education, 

infrastructure,, research and development. From this viewpoint, a development strategy 

shouldd be based on national comparative advantage, the national production structure 

shouldd be exposed to international competition and adapted to global patterns of demand 

(Trópiaa 1999: 6; Forca Sindical 1993: 106-107, 272). 

Inn a 654-page document published in 1993, two years after Forca Sindical's 

foundation,, the arguments were further clarified. Forca Sindical argued that the 

developmentalistt state was an obstacle to economic development and modernisation, as 

thee state productive sector became one of the 'epicentres' of the crisis of the Brazilian 

modell  in this view. The document argued, with a direct reference to the future of the state 

andd the public sector, that 'The State does not occupy itself with constructing steel mills, 

butbut a state which is attentive to changes in the international division of labour and capable 

off  articulating national and foreign capitals with a view of strategic objectives' (Forca 

Sindicall  1993: 48). The state should be reformed through the prioritisation of productive 

andd financial efficiency of companies that remain state-owned. Besides privatising 

companies,, liberalisation and deregulation of, for example, state monopolies should be 

promoted.. Concessions are another proper way to reduce the role of the state in the 

economyy and society (Forca Sindical 1993: 52-53). In other words, the state should 

occupyy itself above all 'with the inducement, organisation and regulation of the process of 

productivee restructuring' (Forca Sindical 1993: 229). 

Thee document did not pay a lot of attention to the position of employees, society 

orr trade unions in the process of privatisation. It criticises the privatisation programme for 

notnot containing measures in case the effects of privatisation are negative for workers and it 

acknowledgess the importance of co-ordination of the process in order to alleviate its 

sociall  effects (Forca Sindical 1993: 229, 231). As Patricia Trópia argues, Forca Sindical 

iss not unconditional in its support of reforms like privatisation. It does not criticise the 

contentt and goal of privatisation policies, but the way they are implemented. An example 

off  this are the attempts to involve employees in the privatisation process through the 

negotiationn of preferential shares. Nevertheless, even though the national directorate of 

Forcaa Sindical supported privatisation and the 'flexibilisation' of state monopolies, 

severall  of its unions did not agree, but this did not affect the general line of FS' policies. 

Itss support for economic reforms like privatisation can probably partially be explained by 

thee presence of a large majority of private-sector workers in combination with an explicit 

belieff  among the leadership in support for the government as a strategy to improve the 

positionn of its members (Trópia 1999: 7, 10, 12). 

Forcaa Sindical's support for privatisation posed a problem for the CUT, as it had 

too redefine its own position on negotiation with the government or confrontation. Before 
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thee privatisation of CSN, the CUT lost the leadership of the local metalworkers' union to 

Forcaa Sindical. Conflicts between the CUT and Forca Sindica! about wage negotiations 

andd co-operation or confrontation with the managers of CSN about privatisation and 

restructuringg of the company (particularly dismissals), eventually led to a victory of Forca 

Sindicall  in union elections in 1992 (cf. Ferraz 2000: 85-110). 

Thee effects of the tensions between the CUT's central leadership and the activities 

off  local unions became particularly clear in the case of the privatisation of the Companhia 

Siderurgicaa Nacional (National Steel Company - CSN). The aim of the more moderate 

groupss in the CUT in Volta Redonda was to increase workers' influence on the 

privatisationn process. The more radical groups were against privatisation and saw a 

strategyy of influencing the process as a way to legitimise privatisation. The new Forca 

Sindicall  leadership supported privatisation of CSN and attempted to negotiate a higher 

percentagee of shares that could be bought by workers. For this reason, it established a 

Clubee de Investidores (Investors' Club), as this would 'democratise' the sale of CSN. In a 

reactionn to this, the CUT opposition in Volta Redonda launched an independent investors' 

clubb in order to profit from the privatisation of CSN and to mobilise workers. This 

situationn did not only correspond to the objective of the government to 'tie' workers to 

privatisedd companies, or to incorporate them into the process, but also meant that possible 

unionn opposition was severely weakened. Although the national CUT opposed 

privatisation,, it could not formulate an effective answer to the participation of its 

memberss in the investors' clubs. The CUT expected participation in privatisation to lead 

too marginalisation and an absence of influence on the management of privatised 

companies,, but this did not stop local unions and their members from buying shares (CUT 

1995c:: 10). According to Graciolli, this is an indication of the shift of the CUT to 

negotiationn and participation in reforms (Graciolli 1999: 125, 186-188, 200, 207-208)."4 

Jobb security for workers after privatisation, which was negotiated in the case of some 

electricityy companies in the state of Sao Paulo, and preferential shares for employees can 

bee considered as positive gains for unions in the privatisation process. Nevertheless, the 

nationall  CUT continued to interpret these types of negotiations as a 'giving in' to the 

government'ss privatisation efforts, if not in the practice of its affiliated unions, then at 

leastt in its political statements. 

2244 A similar conflict happened in the case of privatisation of Usiminas. Folha de Sao Paulo, 'Presidente 
doo Sindicato defende privatizacao: Sindicalistas divergem sobre destino da Usiminas'. 3/10/1991: 'A 
pracaa da bagunca: O leilao da Usiminas é derrubado em meio a um festival de selvageria', Veja, 
2/10/1991. . 
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CONCLUSION N 

Thee purpose of this Chapter was to illustrate the strategic difficulties which Brazilian 

tradee unions have encountered in times of economic and political reforms. A study of 

privatisationn is particularly significant in this respect, as this type of economic reform 

affectss the relationship between state intervention and market forces, and is therefore an 

indicationn of the changes which have taken place in the Brazilian development strategy. 

Thee first section of the Chapter argued that, although privatisation is often viewed and 

treatedd as a technical issue in response to immediate budgetary concerns, the process has 

tendedd to be highly political and subject to strong opposition. For this reason, section 6.1 

presentedd a typology of privatisation based on motivations leading to the modification of 

statee intervention. This typology led to the conclusion that even though privatisation is 

usuallyy merely motivated by the need to stabilise the economy and to reduce public 

spending,, it has significant broader consequences for economic development. The second 

sectionn of the Chapter analysed the origins and development of privatisation policies in 

Brazil.. During the early years of the programme, beginning in the 1970s, privatisation 

wass principally motivated by the desire to gain greater control over the state sector, 

particularlyy from the 1982 debt crisis onwards. With the presidency of Fernando Collor 

dee Melo (1990-1992), privatisation became part of a large-scale economic reform 

programme,, which included economic and trade liberalisation, and trade reforms. Under 

Fernandoo Henrique Cardoso (1995-2002), privatisation did not only affect relatively 

successfull  enterprises in the industrial sector, but also more controversial cases, such as 

thee Companhia Vale do Rio Doce. In addition, a 1995 constitutional change abolished the 

statee monopoly on the provision of public services, such as energy, telecommunications, 

andd water and sanitation. 

Thee last two parts of the Chapter discussed the privatisation programme in 

relationn to labour and trade unions. Section 6.3 argued that although it is difficult to 

establishh the overall impact of privatisation on employment levels, particularly in the light 

off  the impact of economic reforms in general, employment was reduced in all privatised 

enterprises.. In addition, privatisation also affected the role of state-owned enterprises in 

locall  development projects, for which a percentage of the annual turnover was available. 

Sectionn 6.4 addressed the range of union strategies dealing with privatisation. Although 

tradee unions organised many protests against privatisation, including strikes, 

demonstrationss and legal action, they were largely unsuccessful in influencing the 

directionn of the process. Furthermore, the individual privatisation cases led to tensions 

betweenn the CUT leadership and individual unions, which had to formulate a strategy for 

dealingg with the daily practicalities of privatisation, including the question whether 

employeess should buy shares in privatised enterprises. The practical implications of 

privatisationn also led to conflicts with the CUT's main competitor, Forca Sindical, which 

supportedd the privatisation process. 
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Tablee 6. 3 Indicators of Privatisation I - Sector  and Enterprise -1991 - 2001 
Sectorr and Enterprise 

Steel l 

Petrochemicals s 

Fertilisers s 

Electricit y y 

Railwayss (RFFSA) 

Minin g g 

Ports s 

Finance e 
Others s 

Total l 

Usiminas s 

CSN N 

Acominas s 
Acesita a 
Cosipa a 
CST T 
Piratini i 
Cosinor r 
Copesul l 
PQU U 
Petroflex x 
Alcalis s 
Petrobras s 
Petrobrass (preferential shares) 
Ultrafertil l 
Fosfertil l 
Goiasfertil l 
Escelsa a 
Lightt Sesa 
Gerasul l 
Gerasull  (public offer) 
Gerasull  (offer to employees) 
Malhaa Oeste 
Centroo Leste 
Sudeste e 
Terezaa Crist. 
Sul l 
Nordeste e 
Malhaa Paulista 
CVRD D 
Caraiba a 
Teconn 1 (CODESP) 
33 berets de Capuaba 
Terminall  de Paul 
Teconn 1 (CDRJ) 
Terminall  CDRJ 
Portt of Angra dos Reis (CDRJ) 
Portt of Salvador 
Meridional l 
Embraer r 
Celma a 
Mafersa a 
SNBP P 
DATAMEC C 

Datee of Privatisation 

24-10-1991 1 

2-4-1993 3 

10-9-1993 3 
22-10-1992 2 
20-8-1993 3 
16-7-1992 2 
14-2-1992 2 
14-11-1992 2 
15-5-1992 2 
24-1-1994 4 
10-4-1992 2 
15-7-1992 2 
9-8-2000 0 
18-7-2001 1 
24-6-1993 3 
12-8-1992 2 
8-10-1992 2 
11-7-1995 5 
21-5-1996 6 
15-9-1998 8 
30-12-1998 8 
28-1-2000 0 
5-3-1996 6 
14-6-1996 6 
20-9-1996 6 
22-11-1996 6 
13-12-1996 6 
13-7-1997 7 
10-11-1998 8 
6-5-1997 7 
28-7-1994 4 
17-9-1997 7 
6-5-1998 8 
13-5-1998 8 
3-9-1998 8 
3-11-1998 8 
5-11-1998 8 
21-12-1999 9 
4-12-1997 7 
7-12-1994 4 
1-11-1991 1 
11-11-1991 1 
14-1-1992 2 
23-6-1999 9 

Proceeds s 
Sale e 
1941 1 

1495 5 

599 9 
465 5 
586 6 
354 4 
107 7 
15 5 
862 2 
287 7 
234 4 
81 1 
4032 2 
808 8 
206 6 
182 2 
13 3 
520 0 
2508 8 
801 1 
79 9 
0.2 2 
63 3 
316 6 
870 0 
18 8 
209 9 
15 5 
206 6 
3299 9 
6 6 
251 1 
26 6 
9 9 
79 9 
26 6 
8 8 
21 1 
240 0 
192 2 
91 1 
49 9 
12 2 
49 9 
28,825 5 

-- millions of USS 
Debtt Transferred 
369 9 

533 3 

122 2 
232 2 
884 4 
483 3 
2 2 
0 0 
9 9 
41 1 
21 1 
6 6 

--
--
20 0 
44 4 
9 9 
2 2 
586 6 
1082 2 

--
--
--
--
--
--
--
--
--
3559 9 

--
--
--
--
--
--
--
--
--
263 3 
5 5 
1 1 

--
--
8272 2 

Total l 
2310 0 

2028 8 

721 1 
697 7 
1470 0 
837 7 
109 9 
15 5 
871 1 
328 8 
255 5 
87 7 
4032 2 
808 8 
226 6 
226 6 
22 2 
522 2 
3094 4 
1883 3 
79 9 
0.2 2 
63 3 
316 6 
870 0 
18 8 
209 9 
15 5 
206 6 
6858 8 
6 6 
251 1 
26 6 
9 9 
79 9 
26 6 
8 8 
21 1 
240 0 
455 5 
96 6 
50 0 
12 2 
49 9 
34097 7 

Source:: BNDES (2001c). 
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Tablee 6. 4 Indicators of Privatisation II  - Ownership patterns before and after 
privatisation2255 - Sector  and Enterprise -1991 - 2001 
Mainn shareholders Main Shareholders 

Sector r 
Steel l 

USIMINA S S 
Siderbras/BNDES S 
BNDE/Minorityy Options 
Nippon-Usiminas s 
Otherr previous 
shareholders s 
Employees s 

CVRD D 
PREVI226 6 

VALIA 227 7 

Otherr Pension Funds 117) 

Bancoo Bozano Simonsen 
Bancoo Económico 
Otherr Financial Institions 
Steell  distributors 
Otherr Shareholders 

CSN N 
Siderbras/Treasure e 
Employees s 
Caixaa Benef. Employees 
CSN-CBS S 
Docenavee (CVRD) 
Grupoo Vicunha 
Bamerindus s 
Bradesco o 
Privatinvest t 
Otherr financial institutions 
Otherr pension funds (26) 
Others s 
Cosipa a 
Siderbras s 
Anquilla a 
Brastubo o 
Employees s 
Lotten n 
Alamoo Particip. 
Others s 
Cosinor r 
BNDESS system 
Previouss shareholders 
Gerdau u 

Before e 
85.3 3 
9.4 4 
5.0 0 
0.3 3 

90.8 8 

9.2 2 

99.9 9 

99.8 8 
0.2 2 

After r 

--
0.6 6 
13.8 8 
0.3 3 

9.6 6 

15.0 0 
15.0 0 
7.7 7 
3.4 4 

7.6 6 
5.7 7 
14.9 9 
4.4 4 
2.0 0 

--
11.9 9 
9.8 8 

9.4 4 
9.2 2 
9.1 1 
7.7 7 
6.3 3 
12.5 5 
2.7 7 
11.2 2 

34.4 4 
23.0 0 
20.0 0 
5.0 0 
2.6 6 
150 0 

0.2 2 
99.8 8 

Acominas s 
Siderbras s 
Cia.. Min. Part, Industrial 
Bancoo SRL 
Employees s 

Bancoo de Credito Nacional 
BCN N 
Mendess Junior 
Acoss Villares 
Others s 

Acesita a 
Bancoo do Brasil 
Previouss shareholders 
Employees s 
PREV1 1 
Fundacaoo SISTEL 
Bancoo Safra/Albatriz SA 

Bancoo Real 
Bancoo Comercial Bancesa 
Fundacaoo PETROS 

Otherr Pension Funds 
Foreignn Capital 
Otherr shareholders 
CST T 
Siderbras s 
CVRD D 
Kawasakii  Steel 
Ilva a 
Employees s 
Grupoo Bozano Simonsen 
Unibanco o 
Piratin i i 
Siderbras s 
Previouss shareholders 
Employees s 
Gerdau u 

Before e 
99.9 9 

91.5 5 
8.5 5 

73.9 9 
0.1 1 
13.0 0 
13.0 0 

96.2 2 
3.8 8 

After r 

--
26.8 8 
13.4 4 
20.0 0 

9.9 9 

7.6 6 
6.8 8 
15.5 5 

--
8.5 5 
12.4 4 
15.0 0 
9.2 2 
8.8 8 

5.6 6 
4.2 2 
2.2 2 

9.7 7 
1.8 8 
22.8 8 

15.0 0 
13.0 0 
13.0 0 
8.8 8 
25.4 4 
20.0 0 

0.7 7 
9.5 5 
89.8 8 

""'' Companies in which the Brazilian state had a minority share are excluded. These companies belong 
too the petrochemicals and fertilisers sectors. For an overview of relevant indicators, see Biondi (1999: 
42-48)) and Manzetti (1999: 174-179). Auctions of concessions in the following sectors are also 
excluded:: electricity (transmission and hydro-electric generation), telecommunications (fixed, cellular 
andd long-distance). For more information on ownership of regional and national telephone providers, 
seee Melo and Gutierrez (1998: 16-17). An overview of the capital structure of concessions in railways 
andd ports can be found in Biondi (1999: 47-48). 
~~ftt Caixa Previdenciaria Funcionarios Banco do Brasil. 
2277 Fundacao Vale do Rio Doce. 
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TableTable 6.4 continued 

Petrochemicals s 

Fertilisers s 

Electricit y y 

Minin g g 

Finance e 

Others s 

Copesul l 
Petroquisa a 
BNDESPAR R 
Consórcioo PPE 
Employees s 
Publicc Offer 
Fundoo Poolinvest M. 
Privatizacao-DS S 
Bancoo Real 
Bancoo Econömico 
Bancoo Bamerindus 
Foreignn Capital (26) 
Privatee pension funds (22) 
Others s 

Alcalis s 
Petroquisa a 
BNDES S 
Grupoo Fragoso Pires 
Ultraferti l l 
Petrofértil l 
Fosfértil l 
Employees s 
Goiasfertil l 
Petrofértil l 
BNDESPAR R 
Fosfértill  (Consórcio) 
Employees s 
Escelsa a 
Eletrobras s 
Ivenn S.A. 
Statee of Espirito Santo 
GTDD Participates S.A. 
Employees s 
Gerasul l 
Federall  Government 
FNDD (BNDES) 
Others s 
Tractebell  Sul S.A. 
CVRD D 
Nationall  Treasury 
BNDES S 
Pensionn Funds 
BNDESPAR/FPS S 
InvestVale"" " 
SPEE (Vaiepar) 
Meridional l 
Federall  Government 
Bancoo Bozano Simonsen 
Embraer r 
Federall  Government 
Bancoo do Brasil 
Investimento o 
Employees s 

Individuall  investors 

67.2 2 
30.75 5 

92.5 5 
7.5 5 

100.0 0 

82.7 7 
17.3 3 

72.3 3 
20.1 1 
3.4 4 

58.2 2 
5.4 4 
36.4 4 

51.2 2 
24.8 8 
15.0 0 
5.0 0 

--

100.0 0 

95.2 2 
4.7 7 

15.0 0 

28.8 8 
10.0 0 
10.0 0 
4.6 6 

4.5 5 
4.1 1 
2.8 8 
4.8 8 
7.1 1 
5.4 4 

99.9 9 

90.0 0 
10.0 0 

90.0 0 
10.0 0 

14.7 7 
45.1 1 
3.4 4 
25.0 0 
7.7 7 

8.2 2 
5.4 4 
36.4 4 
50.0 0 

15.9 9 
15.9 9 
5.0 0 
5.0 0 
4.0 0 
52.2 2 

100.0 0 

20.0 0 
4.7 7 

10.0 0 

10.0 0 

PQU U 
Petroquisa a 
Unipar r 
Consórcioo Poloinvest 
Employees s 
Polibrasil l 
Sann Felipe Adm. e 
Participacöes s 
Fundoo Privatinvest 
Petroflex x 
Petroquisa a 
Consórcioo PIC" 
Nationall  private pension funds 
Employees s 
Nationall  financial institutions 

Others s 

Fosfértil l 
Petrofértil l 
BNDESPAR R 
CVRD D 
Employees s 
Consórcioo Fertifós 
Bancoo Bamenndus 

Light t 
Eletrobras s 
Others s 
EDFF International 
Houstonn Industries 
AESS Coral Reef 
BNDESPAR R 
Siderurgicaa Nacional 
Employees s 

Caraiba a 
BNDESPAR/BNDES S 
Employees s 
Caraibaa Metais 

Celma a 
Federall  Government 
Prattt and Whitney 

FNDD (Fundo Nacional de 
Desenvolvimento) ) 
Otherr previous shareholders 

67.8 8 
28.9 9 

100 0 

76.4 4 
11.9 9 
11.5 5 

81.6 6 
18.4 4 

100.0 0 

85.8 8 
10.8 8 

3.3 3 

0.1 1 

17.5 5 
30.0 0 
13.0 0 
9.8 8 
6.8 8 
6.3 3 

4.5 5 

--
51.0 0 
26.0 0 
10.0 0 
2.6 6 

10.0 0 

11.5 5 
10.0 0 
68.5 5 
6.0 0 

28.8 8 
10.8 8 
11.4 4 
11.4 4 
11.4 4 
9.1 1 
7.3 3 
10.0 0 

. . 
20.0 0 
80.0 0 

--
10.8 8 

--

0.1 1 

"""  Shares of Petrobras were offered to the public in July 2000 and August 2001. The last offer 
correspondss to 3.5 % of total capital of the company. International participation is 77.77 % (United 
States,, 61.66 %) and Brazilian participation is 23.11 % (BNDESNoticias, 24-7-2001). 
""  Consists of Suzano, Norquisa, Unipar, Coperbo. 

InvestValee is an investment fund established by the employees of CVRD. 
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TableTable 6.4 continued 

Grupoo Bozano Simonsen 16.1 
Sistell  9.8 
PREVII  9.8 
Pensionn funds (18) 9.9 
Banvall  CCTVM 2.0 
Otherr foreign investors (4) 2.0 
Otherss 5.6 
Mafersa a 
BNDESS system 99.9 
Previouss shareholders 0.1 0.1 
Employeess 9.5 
REFERR _ 0_ 

Source:: Biondi (1999: 42-48) and Manzetti (1999: 174-179). 

Employeess 3.0 
Bancoo Boavista S.A. 21.4 
Bancoo Safra S.A. 21.4 
Construtoraa Andrade Gutierrez 21.4 
Generall  Electric do Brasil S.A. 9.7 
TELOSS - pension fund 5.3 

SNBP P 
Federall  Government 100.0 
Employeess 10.0 
CINCOO - Cia. lntemac. Naveg. 
ee Comercio 90.0 
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