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Preface

The economies of the developing countries seem to be
undergoing significant changes with the advent of the
¥ultinational Corporations (XNCs). Foreign investment through
¥iCe have grown dramotically in recent yesrs. HNore so,
the sectors into which such foreign investment is moving
has chonged congiderably. MNore and more of EiC invesﬁments
are moving away from primary goeds producing sectors to
manufacturing and semi-manufacturing sectors. The kind of
technology that comes mlong with foreign cepital is
increagingly more sophisticated producing in the process

certain distortions in the recipient sconomies.

The profile of these economies, especially where kNCs
loom large in respect of supply of capitzl and technology,
therofore, are fast changing. From being primery producing
and exporting economies these countries are gradually
moving to specializstion in the production of meanufactured
and semi-manufactured goods and exporting them. Such
transformation it nmust, hewﬁvér& be underlined are taking
place not necessarily on the basis of & choice that these
countries have made for themselves., It is on the other hand,
thaenks to the growing economic power of the Kl s themselves
which dominate these economies. It is in fact the
increasing multinational corporate power which to a large



ﬁ
extent has facilitated the transfer ¢f econonxic declisione
malking from nationsl to foreign hends, resulting in vhat
is knoun as cconomic "do-nationslisation®™ of developing

countrien,

7hile the iassue of forsign corporate power and its
impact on the politiesl process, to sore extent, hes been
asspsced following what hed happened in Chile iﬁ the early
1970%9, the implications of Ll economic power in respect
of detormining the course of oconomic development in thess
countries haes not yot been elther clearly understood or
sdequately oxamined,

Information gathering on INUs operations in the less
developed countries is still inadequate, Nor is there an
internationsl mechenisnm for e systemstic deta collsction
on maltinational corporate activities. It ip therefore,
imperative todny, more than ever, to attenpt an
empirical survey of is setivities and their role and
impact on ia&ivi&ual developing countries. .

It 1o with these objoctives in mind, an attecpt is
made in the dicsertstion, to situdy the role of Nlg in
Brazil. DBrazil, in many roopects, offers o good tent case
for & otudy along these lines because, apart from being
8 continenital-sized country with s veriely af‘facﬁar
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endowrants, it is one of tho morc advonced of the leeo
developed countries both in Latin Americs snd slsewhere.
The MkCs have made w great headwey in Brazil precisoly
beeguse of the size of ite merket and the veriety of

natural resources that it ie endowed with.

In the process, Drazil in reocent tices, hos registered
so high a growth rete that its economic development is
frequently &esarﬁbea a8 & "nirscle®, A closer serutiny
of the Dresszilisn "nmirscle” however, suggects that it has
been larsely due to the INC iovestments. Brazil once ao
primary producing country, is teday an inportent producer
and exporter of mamufactured and semi-mamufaotured goods.
The presence of LNCs iz substantial in —reclssly these
sectors, How this trancformpetion hes cons aﬁaut ané vhat
ivplications it haao for the future couree of develorment of
the econony of Brogil are isoues thet will basicslly be
éxamia@ﬂ.ia the disgertation.

ENCs involvement in Brazil is s pagt-geeaaﬁ Yorld Var
phenonenon. uch of ENC investment is concentrated in the
critical ronufseturing privote scctor or infro-structure
producing state enterprises. %o some oxteni, adoittedly,
ENCs stranglohold over thece economic sectors in Brazil
heg lsrgely been due to the rather liberal foreign
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investoent poelicy of the Brazilien militery government. In
the process, however, vhel has happened is that notwithstanding
Bramil*érreaaaﬁearanéﬁﬁmenzs, the cconomy hos furned awvay from
producing and exportisg the primery product for which itis
fortuituously placed into producins proufactured goods the
perkets for vwhich are largely located outside Brazil. In other
words, whet the "mirscle™ hao schieved for Bragil through the
Lile 1s changing the country into bocoming even more critically
dependent on an export merket. For, ruch of whet is being
produced in the renufacturing sector is s3ill not relevant and
certainly connot be gbsorbed by the domestic morket.

3¢ that s it pay, what io even pore detrimental to the
Bragilian econony is the growing abridgement of opportunities
for the indigonous c¢opitel end enterprice to operate
independently. The ponner in which the econonmy is groving in
other words, has little to do with local sntroprensurs. In
sun, the direction snd the destiny of the Brazilien economy,
it appears, is being increccingly ﬁétﬁrmiasg by the LNCa.

It is sgainot this buockground that s nodest attempt is
node in the prosent study to survey the role of INCs in Draszil.
Yhile, dats roloting to the oxtent of control that iNs
ezercice over the different sectors of Brazil are not
exhoustive, 1t is still poassible, on the basis of avallsble
statiaticnl data, & deocriptive survey of the INCs role in
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the different induntriesof the menufeeturing sector operating
under the auspices of both private ond public enterprises.

A stufy slong this line would help focilitate an ascecsment
of the extent to which the [IiCs have contributed to the

process of eeonomic denationnlizetion in Brozil.

Undey thio broad framevork, the dissortotion is divided
into five chepters. Chapter one attempis a description of the
econoric profile of Breazil ond attempis to highlight salient
aspecto of tho political connory of Brezil since the colonial
périod. Chapter two surveys the role of foreign investmsnt in
Brazil and would underline tho U.S« investments eopecielly
since the Second Vorld Uar. Chepter three will study the
difforent scctors into which ITICs hove moved in recent tirces
end show the extent of U.O. baped IZCs control over the
Brocilien econonys. Chapter four atterpis an asnalysis of the
irplications of multinetioncl corporate power over the economy:
and the extent of the denotionalisotion experienced by
Brezilien induotriel sector.

20¢h July 1979 g
Few Delhi-~-67
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Chapter 1
INTRODUCTION

Brazil is one of the five largest countries in the world,
Covering asn ares of 3.3 million squere miles with a population
well over 100 million snd & groos netionzl product approaching
£ 80 million. It is poscsibly one of the larzest countries
in the world with enorcous forést resources gmuch of which even
to this day are yet to be exploited. 3Brasil's minersl
regerves such ags iron ore, pangancse gnd other industrial
retals are s8lso enormous, much of vhich sro found throughout
Prasil. The principel zone of ore deposits is 4in the north-south
mountain range yunning through the state of Fines Gersis. The
iron ore depooitc of Brapil ore smong the richest in the world.
Brezilts known oil reserves sre mainly in the state of Bahia.
Langonese depooits are found nesr the Bolivian borders. Other
significant minerals found in large quantities inclule copper,
lead, zinc, nickel ore, genm stonso, industriasl diermonds,
beuxite, grarhite, chrooiun, ftungston and gold.

In sddition to the rich variety of minerals, Eraszil's
agricultural resonrces are also sbundant. The leading
sgriculturel products of Brazsil include coffee, rice, corn,
sugergane, block beans, cotton ond meniot. DBesideo cattle
ranching, beef, porik, ruition ond pouliry products are products
in which Bragzil often has cn caporieble surplus.

Endowed as it is with £ voriety of minersls and ferm
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products vhich make Drazil s potential economie power in the
coming deenden, the couniry is also endowed with hydro
electric pover which would in course of time nocelerate the
process of eeconomic daveloprment. Ho doubt in tho contexnt
of the Iatin American continent, Brazil is by far the only
country the sconomic development of which is oy shesd of the
rect of the countries, Uhile countries such 2o Veneguela
with a per capite pgross netionsnl product of over 7 2000,
per year - geveral tirces higher then thet of Brazil end is
at this point of tinme the rost leading rieh country in latin
Apericae and Argentine with & hesd Jong start over Brezil in
terzs of the process of industrislizetion with s large
industrial bese, yot in the long run Brozil is poised for
becoping the economically leeding developed latin Americon

country.

Lodernization of the Colonisl B

Given that the econonic history of Brazil prior to
1930 was one of cyclical extornal inpulses %o grovth,

foreign demand for Brasil's oxporis provided admitedly the

1

principal economic stirulus.”™ The impetus for economie

1. Statisticzl dato uzed in the secticn are coxpiled from
Werner Bser, The fﬁﬁuﬂ—tﬁﬁli%&ti@n and the Economic
$ of 127 9 lacao Getullio varges,

[0 de Jondiro): Celso Puriado, EGO“Omiﬁ Growth
of Brazil, (1“53, University of Califo 88,
rkeley, California).
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expansion cepe from ocutside the local economy = from
Uestern Burops, poariicularly Portugal and Bnglend, snd
later from the United Stetes, Detween 1530 and 1650 suger
exportation was the dynanmic sector Pfollowed by gold bdbetween
1700 and 1780, and finslly, coffee between 1840 and 1930,
Yith Brasil's independence from Portugel and the onset of
the era of free ftrade, Britain becams the groatest foreign
supplier of Bragilien market, though not without competition
from France,the United Stotes, Holland, and Sweden.

During the last half of the 19th century both Britain
and the United States invested large amounts in Irazil, nostly
a5 portfolic holdings. 3Bonds and other copital stocks, as
well as foreign entrepreneurship, were icporitent fectors in
the expansion of railrondo, telegrephs, and utilities.

By 1880 the otock of forsign cnpitel (including portfolio
investrents) was sstimated to be about £ 130 million, growing -
to £ 1.9 million in 1914 and £ 2.6 bdillion in 1930. About
cne-half of foreign caepital in Brazil wae Britich and one~
quarter fmericon. Although contered mainly;in railirond and
utilities, foreign investors hed substantial capitel invested
in sugar production, grain mills, meat packing, banking end
finance.

The Great Depression csused the collampse of the coffee
export cconony. As externsl demand plumcated, exports fell
from £ 445.9 million in 1929 ¢o # 180.6 million in 1932, and
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capacity to import vms soverely curtalled. Irvonieslly, rore
by sccident than design, this created @ situation that led to
8 Keynesien solution, Uith large stocke of unsalable coffec
in their hends, politically powerful coffes growers succeeded
in obtaining huge subsidies from the government in the form of
government coffee purchaces. This increased agoregate demén&
corbined with inporis effcctively teriffed by the Depression
created tho opportunity for cepital holders to invest in
industry. The outcome vas that industrisl production fell off
4by-leaﬁ then 10 per cent in the early deprossion years and

by 1933 recovaered too its 1929 level. The protection from
icports that the Depression c¢reated sbated only tecporarily,
as tho Second Viorld Uar ippeded the full resunption of normal
trade flowo. By 1947 industrial production grew to over two
end ono-holf timeo its 1929 level, and the proceas of
industrializetion by import substitution was well underwsy.

The rolc of foreign capital in industrislization betwsen
1930 end 1945 was clearly secondary to that of domestie capital,
but it surged in importonce after the Var. éha 1346 book
value of US direet investoents vas only # 323 million, &
figure thot expanded rapidly in the post-war yesrs, to reech
# 634 million 4in 1950 and £ 953 nmillien by 1960.
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The expansion of U.5. enferprise in Dresil was ipextricably
tied 3o a host gevernuent policy of continuing the izport
subatitution process inadvertently begun in the Depression and
var years., Tho key policy clexents included prohibitive teriffs
for light consumer goods, consumer durables, and intersediste
goods, end subzidized irporiastion of capital goods, while st the
spme time, chenging the composition of nstional output from
sgrarisn oxport $o indusitrial production for the local market.
In the post~war period (1947-61), industrial production grew by
9.6 percent annunlly and during the Kubitochek sdministrotion
{1956=60), by 12.7 percent anmially. It io evident that
industry becare the leading soctor. Govornment policy
explicitly fevoured foreign investors who would agree to
import industrial equipment for the production of those goods
given high priority by the goverament. In 1955 the Cufe
Filho vegimo, turning away from the more notionnlist policles
of the Vargas administretion (1941-54), issued SULOC Imstruction
113 allowing foreign enterprises %o import equipcent at 45
percent below the tariff level and exernpting them fryom
providing the foroigzn exchange "waiver" for importing machinery,
on a&vgntaga not enjoyed by Bragilian-owned firms.

Kubitschek's policies of "developrentslisan™ vigorously
promoted industry. His Goverhment offersd businsss easy
eredit, protection from foreign imports, and an everwidening
rarket due to increased public cutlmys that oxpanded
ageregote dermnd.
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The results of these policies were impressive., Indusiries
for which more then 50 percont of the total supply hed been
izported in 1949 becane key growth centrss for the induetrial
sector. Betwoen 1949 and 1962 the chemical industry provided
14.8 percent of 2ll growthe followed by transportation at
i4.4 percent, metals nt 1l.3 percent, manufectursd foods st
10.8 percent, end textileo st 8.9 percent. The foreign component
of this procesns was large. It is esgtimoted that the chore of
total growuih production by foreign firms smounted to 13.5
percent of the 1949-62 cxpension in manufocturing snd 42
percent of the fmport substitution industry grovih.

Concomitont with the growth of the foreign cector came the
expannion of the otote soctor. The carly years of the Second
t'orld War hed sesn tho crection of & nurbor of state
enterprices, emong them the Febrica Nacional de Iotores (Rater
sold in 1968 %o cn Al1fe Romeo~Timt joint venture), ond the
iron ore mining firm of Compenhis VYale to Rio Ioce {now Brazil's
largest exporter of iron ore). Imring the 1950c the
goveramentts contral plonning npparatus m&s azpandeﬁ nlong with
the Baneo Iacionsl de Docenvolvircnio Bconomico {(HILE), =
Geveloprant bonk irporitent to the finsneing of infrastructural
projeecto. Expension in the steel industry with Volta Redonda
end the crestion of two parallel firms, Usimines znd Cospsa,
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oocurred durinz the early £ifties end beesce pivotal to
subsequent Bragzilion growith. Perhaps more im@artaﬁt, howovor,
was the creation in 1353 of the government oil company
Petrobras. The firm wac given sole right to explore and
extract petroleum, with the pointed exclusion of the foreign
fifms. Othar governnent firms were crested in banking and
utilitybperations, especinlly pover generations and distridbution,
public trensportetion, end telocconmmicationg.

Jrom Lodernizetion to INC-encinesred Denetionmlization Process

The accelerated economic development process which began
ever oince the lepression yeors folloving the importe
aubatitution strategy begen to show some sethbacks by the early
1960s. The edministrations of Janio Quadros snd Joso Goulart
were in & pense, sconomicelly & dissetor boesuse of problens
suca &s high inflation, szricultural stagnation and balance
of payment difficulties. Alongside the rapldly spirslling
inflation tho enormous public ezpenditures ipcurred by the two
administrations pushed esggregate domand beyond the capacity
of Brazilien industry. In an effort to stem inflation the
governzent resorted to conetary expension which further
agerovated the inflationery situation. Agricultursl production
phich had boen more then sufficient to meet the demand Guring
the 50's, foll short of the increassing demand Jduring the
carly 63's, thoveby further worsoning the inflationsry



situation. Above sll, the uncertsin politicnl leadorship
during the early three years of 1960%'s, further coppounded
the prevailing occonomic difficulties,

The oliopax of the oriticalisy of the eseonomic situation
was roached when in 1962 the government was foced with s
severe balence of peyrent erisis. The Goulsrt sdminictration
coming heavily on profit ropatristion of the foreign capitel
investcent forced the foreign investment to slow dovn. As a
result during the year 1962, from an sverage of almost more
than 2 100 million annually the foreign investment reached s
low of only £ 9 million. BEven though Goulart's left-oriented
forcign policy was popular atleast with the urdban industrisl
working class, 4t had no auyyerﬁ from the United States as &
result forelgn loens esapecinlly subseribed by the United States
fell from £ 190 million during 1358-61 to £ 140 millionm in
1962-63, As n consequence of defaulting on payuente of
intornetional debte, negative poer capits grouth and inflation
reaching wore than hundred percont the ﬁou;art regice fell
a victin to & military coup in April 1964.

Onee the military ceme $0 powsr & redical change in
respect of 1te econonic policy beeceame almost inevitable to
reet the inflationery situstion. Publie expenditure wao
frozen anéd o freeze on the ninirum wege was epplied. To
nmest the balance of poynent deficeits the Bregsilien cruzeiro
wns devalued and lews ostabliching ceilingse on profit
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repatriation on foreign investrents were repoved. Vhat is
more the military jJunta sousht foreign investnmento.

Hone of those afera-pontionsd moasures broughi positive
relisf to the cconony vhich was experiencing & severe
recession. Tor eapita growth rates continued to be nsgotive
ond resched o lov of ,7 per cent on an overage through the
yoars 1964-67. Inflation was lowered to under 40 percent but
production losses end unemployrent were guite high. The
baleance of poyoente situntion remnined tenuvous. Vhile the
direct private iavas"mﬁt inersesed to £ 73 nillion in 19565-67
from £ 22 million in 196264, the uncertain morket conditions
nonstheleos held it bolow 1958-81 cverage. |

The year 1867 with the chenge in the pdlitary sdninietretion
under of Coota 3ilva herpnlded & chenge in the sconomie policy.

The money and credit supplics vere expanded and the balance of
payrents position improved as Brezilisn exports, actively '
promoted end now cheaper with the "ernvling peg® winidevaluztions,
grew in volume, Iarge surpluses in the tradfe balances for

1965 cnd 1970 contributed %o 2 record level of Z 1.2 million

in _:fereign exchange resorves. Uith foreign capitel once sgain
flowing in subesteniisl amounts (a2 responsc to new market

growth as well 83 & cause of it), per capita growth in income
reached 5 percont in 1368, 5.6 percent in 1369, and 6 percent

in 1970,
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Throughout this period the government progressively
expanfed the role of the state in economic affairs to insure
national contrel over basic sectors and continued economic
growth. During the 1960s end into the 19705, state banking,
ateal, and oil enterprises founded in the early fiftics were
expanded pnd come utility operations consolidsted, Governnent
fires, controllin~ more than half of iﬁﬁn&trial,asaatsg have
become predominant in electric power generstion, ataei, iron
ore, petroloum exploration, refining, and ﬁarketing, end
other sectors suéh as railroeds, teiecommunieations, and
shipping. Leanwhile, government expenditures as & percent
of GDP grew from 1?gl.gar¢an£ in 1947 %nhiagé percent in 1967.

Despite the inproved sconomic conditions, by late 1968 the
militery government found it necessary to further consolidate
its political power. In TYecponse %o Congressionnl unrest and
agpoaitian; the military dideolved the legislature and
‘promulgated. Inctitntional Act No.5 giving the President
virtually ualimited power "o protest nationsl security”.
Since then, the political situntion has remsined under
military rule, slthough state-level eloctions and electiens
for Congress (whose powers are nominsl) have recently bsen
permitted. ['eanvhile, high growth rates have continued and the
basic stretegy of the Brazilien ®model of growth®™ appesrs to
be continuing under tho subsequent aduinistrotions,
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As bas been noted ever since the Second Vorld Var, partly
because of the accolerated emphasis on industrializetion and
partly because of the continmuing need 1o overcome the bslence
of paym:nt problems that riddled the successive sdministrotions,
the Brasilian approach and policy towerds foreign inveatments
became very favourabls except for the brief period of the
afministrations of Cuedros end Goulart. Gilven the expanding
role of the siste in certuin of the basiec industries the
Broziliian governcent had sinece the Second VWorld Uar strengthened
the institutional framowork to encourage foreign firms to
operate in the eseononmy, axcept for peiroleoum investmeﬁts,
in industries such ao domestic amir linee, coastal shipping,
mass pedis sné fishing woere proseribed. Some limitations on
foreign investments were laid in respect of industries in
eivil engincering, petrochonicanls end mining. On the other
hend no limitetions whatsoever were prescribed on foreign
ownership in menufacturing ond senl-manufecturing sectors.

Ever eiﬁee 1945 vﬁriaus forme éf axchange and financial
rexpiosion for foreign investoents weore 5£§er§é, By 1953 o
systen of free currency exchunse was sdopted and controls
on profit r&miétaasaﬁ were practically eliminated, While
during the years 1951-562 boeause of the balance of payment
difficulties stringont controls on INC profits were sdopted.
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The subsequent militsry government rescinded these regulations
converting once agzin e free foreign exchange market and
unlimited foreign remission. Recent laws relsating to ENC
profit remittonces, in effect, provide ao limitetions
whatzoever. In tires of foreigzn exchangs corisis, romittances
axre resitrieted %o 10 percont of the initizl equity capital in
eacential industries end 5 percent in luxury industries..

However this legal provicion has never been agtivateﬁ.a

Yhile foreign exchange is freoly evolilasbls for profit
remittences obroad, the only limitotion or restriction in
rogard to the INC operations rolate to technology transfer and
licensing esgrecmento,. All technology egroenents are submitted
foxr recistration to the Iepariment of Industrial Property.
Payuwente for royaltics and technieanl assiotance contracis
are limited to betwoen 1 end 5 percont of smnusl groes sales.
However such payuents obroad are considered distribution of
profits and are therofore, subject to 40 - 60 percent
supplenentary tax on remitisnces sxeeeding 12 percent of the

registered equity capitala3

2+ Onyland Griffith, "legiclation and Practice with regerd to
Investrent from sbroad and Igﬁarnational Contracts: Exchange
Controls; Investment Incentives®, Doina | : ¥ith
Bragil, {3571’ Bank of Brazil, S’&D FE,

3. Ivid. » UD» 101-104 .
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Chapter 11

ROLE OP FOREIGH PRIVATE INVESTIENT IE BRAZIL

Despite its continontal size asnd the variety of resource
endouwrents, the economie development of Bragzil only in recent

years has been somevhat sstisfactory. Bver oince the colonization

. of Bragzil by Portugel the economic development of Draozil has
been rather slow and halting. Historieally speanking, Brazil's
colonial economic developrent was a proto-type of other colonies
in Iatin America and elsewhere., The rescurces of Brezil have
heon exploited escentially thanke to the nature and level of
demend in Europe. In the process the economy oxperienced
succesaive booms by way of production snd export of mineral ores
and primary products at eny given point of time. In fact, until
the beginnine of the 20th centuwry and more precisely, from the
19308, when the process of import substitution industriamlization
was initiated by the Orazilian governrent, Braeszil's econonic
evolution was characterized by a series of production or
commodity cyeles guch 2o bragil wood, sugsr, gold, diemonda,
rubber, cocoz and finelly, coffee.

Suger, gold sné coffes bhave dominsted Brasilian development
and 811 have run through their periods of guick financial
investoent and oventusl decline and eollapse. Portuguess
sugar ¢olonies brought setilenent and prosperity %o the Rordeste
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during the 16th and 17th centuries vhich in its high point
brought African slaves $o work in the capne fields. Vhon
golé was discovered in 1698 in Iinas Gerais the gold rush
brought foreisgn resources and monpower in the fornm of
Portuguese end othex Buropean immpizronts. Once of the best
sources of gold and dismond were exhausted by the beginning
of the 19th century, the gold cyele declined ond the Brazilien
sconomic developmant therenfier revolved sround coffee. As
the European andé Forth Americon dermand for c¢offee increased,

coffee growing ss an industry expanded 4o o point thet

culminated in the sconomic erisis which bepgen in the eerly
31930 and sot the stage for the indigenous industrislization

PYocess.

Bven bofore its independence, Brozil was anbjecteé to6 the
vicissitudes of cxteransl trade and foreign privete investroent,
The vory neture of the Portugucse colonization weo such that
it pade the external capital pley en imgert%n% role in the

1+ The eneclysie in thic section regerdins rols of foreign
capital in Brazil ere bosed on the writings of Theotonio
Dos 3antos, "The Changing Structure of Foreign Investment™
and "Poreign Investicent ond Iarge Enterprise in Iatin
Avorices; Brasilien Case® in J. Petras an?l “. Zeitlin (ed),
America: Reform or Beovolution.(G: ynwich; connecticut-

;1155 aaé_§ana;
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development procesc of the colonisl economy. The export
enclaves depended sspentially on external eapital and

vhatever technology that could come fronm outside. Since it
wae the level of exteynal demand vhich by and large, determined
the export cector, the volume of forelgn investment especially
from Turope varied from time 4o tinpe. ILuch of the European
espital moving into the Drazilisn éxyort sector originsted
from Britain, British copitnl reached Brazil very early during
the initial colonizotion phase.

Bven after its indepondsnce in 1822, Breszil expanded pore
as an oxport economy providing sxple avenuss for foreign
investient. During the first helf of the 19th century,

British cepital, with a view $0 cocure atleast partisl control
over the econory mede genorous credit ond leoan faeilities both
to the Bragilien government and to individuals for finencing
the balence of trsde doficlts. In the process, British capital
pade incursions into seetors such as public utilities, electrical
energy cnd comrmmications. Very soon, isking sdventage of ita
finaneial reserves generated by the surplus in the dbalance

of paycants, BEritish cepital moved into indusirisa producing
railroad equipment,; oteel, rschinery and other equipments.

As the capitsl carket begen %o organise itself in Brazil,
British control over the banking scctor began to incresse.
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Once Bragil resched the coffes cycle, it was widely
believed that the coffee boom would hersld & rapid
modernisation and industrialisation process znd thereby
minigise the role of Britich cepital investment in the economic
'davélapmaat of Brazil., VUhile the iInGustrislisation process
adnittedly vas aae;larated thenks to the #affee eyela, the
foreign capital penetration however, did not sbate precisely
for the renson that the coffee cormerce was conirolled by
British., I% is in fmet, Britain which provided the necessary
capital and technology for processing of coffee cnd the
infrastructurs such es communication network etc. During times
of erisis in the coffee pector whether it waes declining
iaternatio#al market price of coffee or a glut in the coffee
production the coffee producers resorted to a solution that
made no 1m§actvéhstaaever'oﬁ faieignliaweatméntlin,%ha coffee
sector. Quite frequently, during timee of price Gecline the
éxport price of _coffee was heavily subsidised by the tex
revenues of the goverament that it proctically gucrantoad
foreign investors in two sectors. With thatfin fact, began
the protectionist era in Braszil for coffeec which in course
of time was extended to other export commodities t00. Such
& protectionist policy in essence aimed ot stopping the
declining price trend through netional government support
for coffee snd other products. No doubt, the policy proved
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quite expensive for 1t forced the governoent $¢ buy huge
otocks of corroditico which counld not b oxported and thoereby
contributed to n progreoscive inersase in the netionanl debt.

In the early 1930s, follovins the gront sconomic
Depression, once Brozil sdopted a strategy of import subotie
tution industrialiecation, the volume of public debt increcsed
disproportioneately noceossitnting & more liberal policy towards
vrivate foroeipn investoent.

Inﬁaa%riélieatien throusgh import substitution, in other
words, cronted dn Brazil & nevw commerelsl relation by the
importation of machinexry, intercediary products end procssazed
rew raterials. In theprovoess, foreign capitel reiained
control over rochinery, intercedisry goods ond raw paterials
ellowing the foreoign capital to determine thoir uoe. Theoe
goodc could be kept, in other words as forelgn capitel
because earnings wore cufficiently high to pay for the cepital
invepted, Apart from thesse considerstion, there were other
faetors thet ascured increased rate of earnings for foreign
investzents. The first of those is the low labour wage in
Bfazil. The second was the proftectionist policy in regard
4o the nationally produced goods., Through ouch volicy the
national governzent provided for fiaeai exemptiono and
guerantees to foreign invootors. Inevitably there£org,
foreign investors preferred investrent in Bresil raxhér than
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gale of capital goods. By doing so foreign investrent
weintained control over the groving internel morket snd at

H

the sewe tize guerantoed the purchage of their own raw
meterials, mochinory end intermedisry goods. ééain such &
process alloved the foreign investors to incresse the price
of the products they produced in such 8 way aé to be able to
remit profits abrosd.

Por al) these reaoons foreign capital in Brozil found
advantagoous to invest especialily at & time when the country
switched t0 & policy of irmpori substitution industrislization,
Little did the indigenous industrisl c¢less reslize that there
wos a8 consceious effort on the part of gbraign investoent to
gabotago their notionmsl industrisl developrent. Conzsequently
therefore, theré was 1ittle or no offort to aosess the role
of foreign investrent especially at 8 time when the impord
substitution strategy was lsunched, 3y early 19503, with the
import substitution strategy vigorously implecented by the
Brozilion national government foreign iﬁvaatgantybagan
penentrating into the variouns economic soctors in Brazil,
Alzo, foreisn invastment began to move in lerger quantities by
corint into the oo called Joint economic ventures. It wag
in fact at this timeo the procoss of denstionelization
rerlly begon.
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while the pro-Second Uorld Fer period witnessed the
inereasing ponentration of Buropesn, particularly British
capital investrent in Bragil, the immediste aftermamth of the
Second Vorld Uar however brought & substantial chango in the
source of forelgn irvestment coming into ﬁraéil. Pollowing
the Second Torld Uer, with military invesimonts sharply
declining and the rete of unemployment incrossing in the
United Stotes, on enormous capitel surplus sccumuloted in the
United States looking poosible venues for profitable
investnents. Substantisl pert of US forecign capital very soon
wae destined to the rehabilitation of war-worn Europesn snd
Japanese economles. Neverthless sufficient vcapital was
available'ta move into the so called underdeveloped couwntrices
too, From thls moment onwerds, US investment increased in
the developing countries including Brazil.

The inereese of capital investments originating perticularly
fronm the Unised States was marked by some quelitative changes.
For one thing, US capitel penetrated netional markets which
had previously been controlled and partly defonded by foreign
exchange barriers, For another US ceplital outfliow into
developing countries sticmleted the export of Americmn products
especially so as %o protect the US copital goods industries
from & threatened recession. Third, US foreign investuments
helped the Americen industries replace the oboolescent
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industrisl equiprent with rodern smachinery end thues ensbled
the United States to make great strides in the f£isld of
science snd technology.

During the period of tho early poat-war years much of the
foreipgn investrents, almost entirely US private capital,
established industries for the assembly of finished products.
Soon enough US capitel moved into the monufacture of spare
parts end other infrastructure facilities. At the sooe time
US governcent sent cconomic missions to Provose a,deveiopmsntt
programre to Brazil, the major objective of which was to
create a clicate conducive to foreign capital invesiment.
Through pressure and provisions of iézernatianal eradit
Bragil was encoursged $o install minirmun infrastructure
while grenting concesions end permission for foreipgn capital

investment,

Such & progracre of infrastructure-buniiding coincided
with the interests of nstional indigencus cepital. However,
despite the fect that during this very perind foredgn capital
hed begun to penentrete the industrial sector, no one was
really eware of any cpecific threat to the role of nationsl
capital. On the contrery 1t waos thought thet foreign
investrents with the technology that it brought would strengthen
natian&l,econamic developrent through increscsed productive

capacity. Consequently therefore, more ofton then not nsticnal
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capitnl reached ngrecments with the foreign capitel on an
aconomic development programse that designated the ssctors
for both national and foreign espitel. In 2 sense national
capital believed thet it hed imposed thershy certain conditions
and restrictions on international capital.

The tdeveiopmontalist' policy initiated in these
eircunntences by the Brazilisn national governrent during the
24d-19508 provided thereby on opportunity for the internstional
capital to move into sectors vhich undoubtedly were irrelevent
40 & gernulne national ccononmic developront. It was in this
climate forsign capltal for inctonce, heevily concentrated
on the autonmobile production with substantial protection
offered by Brezilien governrent. Closely following the
conzencarent of mascive automobile rmanufacture foreign capital
moved into other manufacturing infustries such as chamical,
rechanical and heavy ond licht motallurgy industries., Eoving
es they 4id into profitable menufacturing ventures orienting
eventinlly to an export market, foroign capitsl reinvested
its surplus eernings. There was hovever little posaidbility
for reinvestirent of there surplus earnings within Brezil
becouse of limited internal market. Inevitably dhersfore,
the surplus earnings sllowed for reputristion of enormous
quentitiss of cernings outside Brazil, These remitiances
not only compensated for the new capital that entered but
TTUISS
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also created o deficit in the bmlance of payrento. In the
procoss with the growing external debt Bresil, in the 1960o
and 19708 had to vesort to & more lideral policy towards
forelign capital, Inother words along with messive US

private investment foreign capital moved into Brazil fronm
other parts of the world such as importantly, Test Germany
and Japan,

Bver since the Seccnd Vorld Var, US private investment
in Brazil begen €0 asgume an ipportant pooition. In the
mid 1960s, US mo the principal foreien investor in Brasil
controlled as mach ss 36 parcent of the totel foreign capital,
The second largest investor, Canada had less than one half
of the smount held by the United States ond much of the Canadian
investrent however was concentrated in pudblie utilities.
“hile there were other Europesn countries vhich had investment
interests in Brazil, the nost imporiant among the EBuropean
investors uas no more fGreat Britain but TUeot Gerxmeny.
{Sep Teble I). An attempt is msde in thio section to survey
briefly US investments in Brazil ever since the Second Vorld
vay and show the concentration of the United States
investrment 1a,;articnlar induatries.



- TABLE ¥ ¢ BRAZIL : TOTAL STOCK OF DIRECT PRIVATE INVESTMENF BY COUNTRY OF GRIGIS, 1967

(in million of dollars)

Ger- Nother-

Port~ SwiA$~- United United

| Bel- I

Sactor glum Canada France many Italy Japan lands wugal depn- King- States Total
. , . —tond dom

Petroleus = 0 0 o o o 0 0 o 0 10.0 79.0  89.0
Hining & ' ‘ :
Smelting ] 0 4,0 2.0 0 ) 0 ) o 2.0 68.0 76.0
Hanufa~- ,
ctuﬂ!% ' 103‘0 &6-0 %600 ‘&96&0 13“‘0 18900 152.0 200 9500 125.0 893‘0 2’&8100
Agricu-
lture 0 0 2.0 0 | 0 0 | 0 e 0 2.8 5.0 9.8
Trade 1.0 2.0 5.0 10.0 6.0 20.0 3.0 2.0 10.0 10.8 195.0 0,264.8
Utilities 0 575.0 o o 0 0 0 o 0 0 32,0 607.0
Transport 0 0 0 0 0 0 0 0 0 4.0 o 4.0
BMkin& 2-0 2t0 660 6;0 3-.0 3;0 ’-0 “'0 ”'0 18.0 30.0 80-0
Tourism . L 0 O 0 4] 0 0 0 o 0 20.0 20.0
Other 0 0 0 3.0 0 0 0 1) 30,0 5.8 6.0 44 .8
TOTAL 106.0 625.0 263.0 517.0 $46.0 212.0 157.0 4.0 140.0 178.4 1,328.0 3,667.4

Source: 5Qi'5g-ani,zition for Ecbhouic Cooperation and m‘rvrel.opmm‘.,'.j "St&oeki_ of Private Invesine;nts. by DAC

Countrics in Developing Countries, End 1967® (Paris: OECD, 1972).
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Ghile US private investzment in Brezil incrensed
enormously to the point where the British control over the
Bragilian econony, as an inportant foreign investor was
corpletely eliminoted in the fmmediste aftervnth of the
Second Vorld War, US position hovever, as the leading foreign
direct investor in Bracil was somewhat é:aﬁa& since the 1950s.
The rossgon for the erosion of US pcsitieﬁ as the Isaﬁiag
foreign investor in Drupil was largely beosuse of the chonges
in the global paﬁterﬁs of investzent. By the mid-19505 with
the European economic gooperation beginning to take sone
ptrides, European c¢spital investment in Brasil began $o
undercut increasingly the role of US investments. Alse,
Japan f&ll&wingﬂits ccononic rehabilitation began to =dopt
an aggressive foreign economic policy té the point that very
goon Jopanese foreign investment begen to reach distant
continents and couniries. such es l=tin Amorieca and Braszil.

Even oo the peace of US investment 4n Brazil hed guickened.
Prom an annual rate of expansion of about 4 percent during
“the early 19508, US investment incresced smmually at the rate
of 5 percent Quring the latter helf of the 1950z and the first
half of the 1960s. Amazingly however, US investment
perticularly aeftor the military coup in 1964 incressed to sbout
s 12 percent rate in 1966-1970 {See Tabls 1I).



. TABLE II : BOOK VALUES OF U.S. FOREIGN DIRECT INVESTHMENT IN BRAZIL: BY SECTOR, SELECTED YEARS
( in millions of Dollars) -

1 10L06 ~ 1 5:5:% ' i §j§:g 100606 ;;3[][%;:::
Sector Amount er Per er Amount er per Amount er

cent Amount .., Amount .5¢ cent ATt cong cent
TOTAL 194 100 323 109 624 100 953 100 1,247 100 2,490 100
~ Petroloum 23 12 45 0% 112 17 76 8 69 6 169 7
Manufacturing 46 2% 226 39 284 44 515 ' 54 8%6. 68 1,745 70
Mining (1) - - - (1) - - - (1) « =~ -~ 10 1 58 5 136 5
Prade (1) - - - (1) - = « (1) = - = = 130 14 183 15 (1) - - -
Public : | " ' |
Utilities 97 50 125 39 138 21 200 20 . 38 3 1) = - =

Other - 28 14 27 8 110 17 25 3 53 & 4450 18

*
?

(1) Included in "Other® for the selected years. . -

Source : Departmont of Commerce, "U.S. investuents in the Latin Amcrican Economy, 1957%
(Washington : Govornment Printing Office, 1958), for years 1929, 1946 and 1950;
fSurvey of Current Business, various issues for years 1960, 1962 and 1972." °
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Thoress in the carly 1930s and 194?9 more than one half
of US investment was in public utilities, the existing teriffs
ané the policy initiatives of the Brazilien government $o
rapidly industrialize sufficiently encouraged US direct
investmente in Brazil 4o move primeyily into the monufacturing
sector, In fact even by the end of the ceconomic Dopression
end the war years, US peme.dtrztion in terms of foreign |
investoent began to acguire mffieient gtrongth in manufacturing
to put it almost on per with its investment in public
utilitios - g trend which conﬁinaeé to sccantiate during the
19508 and 1960s. As of early 1970s aanaeqﬁastly, almoot
70 percent of US direct investment in Brazil wee located in
manufacturing. |

Rapid growth of foreign business 1n the sixties 4did not
ococcur ot an even pace. Book value of US holdings 1ucreas§&
by 13 percent between 1959 and 189670, Xubitschek's lzst year
in office. Then, the raote of growth £oll to only 6 percent
between 1960 ond 1961 and to 8 percent in 1961-62. During
the years of political uncertzinty and the ensulng sovere
recossion of 1362-65, capital was ropatriasted almost as
guickly as 1% wns brought in, and growth in total book value
of Us enterpriséa*virtually halted.
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In the five years sfter the recesaion, the book value
of US direct invesimonts in Brazil incressed by twe-thirds.
Investments in rmeaufaciuring led the boom by almest doubling,
As the governrsnt's incoms policy kept wages lower then gains
in productivity snd inflation, profits rose; thuo Brazil once
agein becams attrzetive $o tronsnetionsl investors. Average
earnings on US manufacturing investzents increased by almost
helf agein from T percent in 1360-64 to 10 percent in 19654568,
The threat ponsd by the nationalisn of Quadros end Goulart
regimes disappeared with the militery's conservative
sconomic policies and suppression of political ﬁisaa;xt.
Kacro-economic and distributionnl paiﬁ.ei&s cranted a
widened markot acong upper and middle class ConSUMOrS.
Direct investoent capiisi flowe from the United States,
which had averaged only 2 15 miliion per year in the 196367
period, jumped to &n average of Z 102 million for the
1968.72 period, Net profite of US subsidiaries in
panufacturing continucd to rise from B percent in the 1966-568
period to 12 percent in 1969~70 40 14 percent in 197172,

U8 manufscturing investmonts remnined sharply
concentrated in key monufsefuring industries -- chemicals,
transportation, and machinery., These also have boen the
wost dynomic growith imdustries in Brazil. A Department of
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Commerce Survey found that these three wajor industry groups
comprised well over 75 percent of all net £ixed asscts held
by US manufactures in Brasil in 1970. Hon-clectrical and
elactrical nachinery combined conotituted another 11 percent.

Vithin ranufacturing, the position of foreign firms in
the verlous induotrics showod the now femiliar wneven and
unconcentrated patterns. Thene ore evidenced in the
distridbution by inﬁustry—of assets held by the largest 300
08 manufzeturers. {See Table II1I). In six of the 12 nmajor
industry groups in 1972, foreign firms controlled over
one-half of the industry groupo in 1972, foreign firms
controlled over one~half of the total acsets of the two firme.
Tuo of tho major iIndustry groups were otate domineted, and the
recaining four were dominsted by private Braszilien compsnies.
In all but one of these indusiries - non-mstallic ores
production {mostly cemont) - foreign participation was
grester than 25 percent. vhen potrolsum production is
subtracted from the manufaétnring‘figuras, siate control
of the total capital of the 300 dropped from 30 percent to
15 peresnt. Foreign firms controlled 50 percent (and GS
firms 16 percent) of mamufocturing sssets held by the largest
Pirms, while private Brasilien firmes held only 35 percent.
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fsble ITDs MASTLs OUNRISHYP DISIRIAGTION OF NE LANCZOZ

Porci
Gize Clnss 533533 ﬁéﬁa

Iargeet 50 14 8 28 36

8
51 $o0 100 n 17 15 18 33
101 to 200 11 27 38 43 19 62
201 to 300 11 16 27 64 g 73
301 to 400 13 23 36 56 8 64
401 to 500 12 14 26 64 10 74
Totals- 53 99 158 250 92 332
Percent 12 20 32 50 18 68

{Source: Sse Table II, Poge Ho.25)
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Seven of the 12 industries might be termed
*tochnologicolly intensive” {metnl fabrication, non~
eloctrical mechinery, electricsl mochinery, transport
eguiprent, rubber, chemicals, end petroloum,) and these
wore exclusively the province of foreign-ovmed or gavergmantw
owned enterprices. In retal fabricotion and petroleun
production, the leacding firms even now asre substantislly
state owned. The development of the Brasilion heavy stesl

and petroleun industries by state swmed firms has precmpted
significant foreign presence in these basic industries,

In nonwelectrical and electricel machindry, chemiesnls,
transportation egquipment, and rTubbor, the predominant
enterprises ore today foreign.

The ownership status of the lorgest $00 Pirms in 1970s
is sisnificontly different from 1966, the yesar vwhen the
latest cycles of foreign inventpent and economic axyaasion
begon, Foreipgn participation awong the largest 500
nonfinancial firms hos declined ss the Braz;liankgovarnmant
has continued itc policy of buying of foreign-owned utilities
end consolidating smaller state-ovmed enterprises. The
state sector has therefore incrensed in nonfinsncial
firms et the oxpenso of the private sector, both foreign
and national.
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However, foreign firco hoyve made significent geins in
mapufacturing, The pumber of foreign firms smong the larzeat
300 wan 134, or 45 percent, in 1966 znd increased 1o 147,
or 43 percent by 1972, This ggin in the foreign group wag
achieved nmoinly at the oxpense of privste Bragilian compenies,
whose number declined from 156 to 139, whilo the state
firme incressed from 10 to 14, (See Table IV).

Accompanying this trend of Increcsed foreign participation
in menufecturing was the diminution of the role of US firms,
U3 firme declined frgm 66 in 1966 to 57 in 1972, while other
foreien ENCs inoressed frsm 68 to 90. Thus, the erosion of the
US position was more than offoet by the rice of other foreign
enterprises. In pumerical terms, then, substanticl
denwtionalizction has occured among the largest firaze, spurred
by the incrensed penetration of non<US-based multinationals,

In terms of aagets contrallod in varisvs induatrien,
howover, the picture is moze nixed becwmmos of the inecroase in
atate participation. Only from 8 percent inxlgéﬁy state
ownership grew to 15 gerﬁaﬁt éix years later. This increase
occurod o the proportion of capital controlled by private
Brazilian ovners declinzd from 41 percent in 1966 to 35
percent in 1972, while the foreisn share held roughly
constant. Duch of the gein in the state share is not
sccounted for by scquisition of firms in the Bragilian private

sector but by takeovers from foreigners. Fetroleun



TABLE IV ¢ BRAZIL ; SHARE OF THE LARGEST 300 MANUFACTURING FIRMS
| BY INDUSTRY, 1972.

Porcont: of 6s56ts Of the Targest

, 00 firmsg

| Total Forel 200 . Topill
Tndustry in  Umted Other Total ;
Nonmetallic ores 29 11 11 22 78 o .78
Metal ' ‘ ) T

Fabrication... 47 & 21 25. 25 58 76

Iron & Steel.. 18 0 15 15 16 70 86

Nonferrous 8 21 40 61 39 0 39
- metals , ' ‘

_ \ Othersveisessee 21 9 36 45 55 0 55
- Hachinery. sevens 1" . 3‘1 : 50 7& 26 0 26

‘Motors & Industri- L .

al equipment 12 29 40 69 31 0 5
Electrical o | | ‘ o

Uachinery. 850 16, a 22 56 78 . 22 0 22
Transport ' ' :

equipnent..... 28 . 37 47 - 84 - 42 - & ‘.6

Motor vehicles 8 42 58 100 .0 0 0

Vehicle parts 8 53 8 61 40 0 40
¥Wood, paper and , o .

Furniture,..... 1.7 10 319 = 29 71 0 n
Rubbal‘ Se e R BeanED 3 100 0 100 ‘ 0 . 0 0
Chemi CcalBesiorene 51 3& 35 69 19 12 5‘

Chemicals &

Petroleum, ... .. 31 35 30 65 ) 16 18 M

PlasticBicecens 8 hi 30 7‘ 29 0 29

Pharmaceutical . u

aind otherssveces 7 35 65 100 0 0 0
TextileBSeseveees 27 6 38 4y 56 0 56
Food & Beverages. 41 2 30 32 67 0 67
Othﬁr.o-o-;opogo 1& 3 'l9 52 48 0 kB
Petroleum refiningi3 8 4 12 A 6 82 88
T Fotroleun ¢ 300 14 @8 & 8 30 56
Total Manufa- )  am '
cturing only 287 16 | 34 50 37 15 50

Source: See Table ~ 1I; page -~ 25,
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refining, for exarple, was 25 porcent foreign in 19663
but most firce teken over by the stete in the next six years
were foreign, and‘thevforéign share oas pore than halved,
Likewise, goveranment tslkeovers in petrochecicalo, éhers the
otate ghere nearly tripled, were nninly from foreizpers.
Therefore, the potentially rapid foreizn gein in.tho
manufocturing sector was mitigated hy governzent policy
toward certain bacic induotries. {See Takles V and VI).

On the other hand, the loeslly ownod privats corporztions
experienced looses not so much from goverament takeovers as
from simyie incursion by foreipgn compatitors or acguisition
by LECs. Indead, the private nationsl groups registered a
decline from controlling 7O of the lowers 100 on the 1966
largest 300 lict do 57 in 1972.

Sectoral patterns tend to c%ﬁ%bar&ta this analysis,
Brazilian goine, bhoth gpvernmant\anﬁ private, occurred in
six major industry groupsi ponmetallic metal ores, nonelectrical
mschinery, wood and paper, %extiles, food and beverages, and
petroleun. In petroleun,; growth of state firms accounted for
‘the growih in Bregiiien share. FPor the other industry groups
in which locnl ownership rose, galns wero registered by
privete optional firms, There ers traditional industries
requiring, in genersl, less technologiesl know-how and cepital
investment, The exception iz nonelectiricel mnchinery production,
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TABLE V ¢ BRAZIL : OWNERSHIP OF THE LARGEST 300 MANUFACTURING
FPIRMSY, 1966 AND 1972

“Nationality of owner —

United 8*0!‘ Total i

Size Claso' 01.' States Poreign Foreign r!.vte 3&» t.e.

Tira o 766 V72 768
‘Top 100 27 19 31 A0 58 59 35 32 7 9 42 41
-iox to 200 23 .20 25 .28 48. 48 51 S50 1 2 52 52

2014 to 300 16 18 12 22 28 40 70 57 2 3 72 60

Total 66 57 68 90°1% 147 156 139 10 1% 166 153

Percent 22 19 23 30 45 49 52 46 3 85 55 51
Aversage size® 28 137 37 174 33 161 23 118 86 600 26 154

1. Includes 13 firums in petroleum refining.

2. A breakdown of these tifms by country of ownership is as
' follows: Germany -« 23; France « 16; Italy - 14; Britain -11;
Japan - 9; Canada - 7; Argentina - 13 Other (most Buropean)

-9,

- 3. 1966 in billions of cruzeiros;; 1972 in billiouns of new
o cruzeiros. : : .

Source: Soe Table II; page - 25.



- 35

PABLE VI 3 BRAZIL : CONTROL OF THE LARGEST 300 umvmcrunxm
FIEMS BY Imxswz, 1966

“Percemt of total assets controli?ﬁ“ﬁ?'"""
Jargest 300 fires
Industry Total Foreign , Brazilisn

i ypited Other . :
Sample States Foreign !otgl Priva§g s#atex !btgx

gomtallic ores 23 16 17 33 67 0o . 67
e T EYYAXE, ‘ » ; "
fabrication.. P 44 5 17 22 h2 36 ‘ 78
Iron & Steel.. 13 0 [ 4 34 62 . 96
Nonferrous motals § 14 - 33 47 53 0 - 53
Other seenevess 26 9 37 116 5# 0 ) 5“
Machineryes..s 18 40 9 79 21 0 21
Motors amd
Industrial -
equipmnt evsa e 13 ’39 28 77 gs 0 23
Electrical .

Machinery... 17 28 33 61 39 0 %9
Transportation 29 46 36 82 18 0 18

Motorvehicles 10 50 42 92 8 0 8

Vehicle parts {1 55 17 72 28 0 28
Wood paper, o

furniture... 14 20 10 30 . 69 0o 69
_Ruoberuu.u. 7 40 52 92 : 3 5 i B
ChemicalBe..... 48 38 31 69 25 7 32
Chemicals and S
Plaﬂtics....;.. 6 119 o &9 52 0 52
Pharmaceuticals 8 52 48 100 0 0 0
TextileSersesse 37 5 42 47 54 0 5&
Rood & Beverage 38 15 28 43 32 0 32
OtherS.cessesee 12 0 43 43 57 0 57
Petroleum

reﬁ.ning¢ seses 13 19 6 25 11 64 75
Total including - " -

petroleum 300 21 26 47 36 17 53
Total Manufa- E i |
cturing only 287 21 30 51 41 8 49

1. Includes 1eaxher, tobacco, printing & publishing and "other".
Source: See Table «IX; page-25.
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where the Brazilien private sector increnced st the expense of
foreign ~~ primarily United States ~- producers, These
pectoral patterns sre particulsrly noteworthy because the
four major industries where gains were made by the Braszilisn
private sector constituted only about 15 percent of the

aagetsn,

Porelegn firrs recorded sfvances in six major industry
groups - metel fabricstion, electrical mechinery, trancporation,
rubber production, chemicalo and “other® industries. Fost
impressive was the cﬁaage in slectrical machinery, from 61
percent foreign in 1966 to 78 percent in 1970s. Private
Bragilian firrs on the aﬁher hand hove broadened fheir
pogition only in the traditional sectors aud ponelectrical
pachinary. A consideration of the changes by sector leads
$o the genersl conclusien that multinntionals, particularly
non~-US-bosed onc, hove improved their position in sluoet
a1l of the technological end capital-intensive industries
excopt those in walch the state hos divectly intervened as a

counter wveiling forece.

In suzmery, between 1966 ond 1972 the position of KNCs
~ Geclined amoang the first 500 largest non-{inapeisl
corporsztione, held more or less conptant aconz the largest
£irst 300 monufecturing firms, but inereased significantly
among the largzest privete recnufacturers. The principal
force comntervailing Kﬁﬂ'yenetratiea in the Brasilian
economy was the aggrensive expancion snd consolidation

of state enterprises, particulerly in utilities, potroleunm
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refining, pelrochemicels end metal febrication. In
eprufacturing, five of the seven dynamic, technologiomlly
sopaisticnted indusirico showed incresncces in the share of
assets held by foreign firms. Reflecting the eorosion of

the US position ca the preeminent forelgn investor in the
region, tho US share of tho top 300 firms declined ia number
and assets during ths period. The share sccounted for by
vegstern Buropesn and Japanese [HCs gyevw drarmticnlly.
Therafore, the trends toward denationalizetion evident anmong
the lisrgest 300 entoerprices wers generated by increesed
participotion of 13¢o ond modernted only in part by

the counterveiling grouth of governcent-cwned £irmo,



Chapter I1II1

FULTIRATIONAL CORPORATIONS' CORTROL OVER THZ DRAZILIAN ECORONY



Chapter IIX

The provious chapter surveyed &t length the r@l@ forsim

investment plays in the Brazilien economy. It was pointed out
that how over the years, especinlly since the Second Uorld Var
Us private investicont has ﬁominated the Brazilion sconory.

On the basis of available data 1t veo possible {6 indieate

that in terms of sheer volure foreiszn investrent, perticularly
that of the United Stotes io massive. An attenpt is pmde in
the prescnt chapter to delinrote the pettern of foreign
investoent snd how the patisrn of dnvestment heg resultedin
the emergence of large indusirios, Conssquently therefore,
foreign private investment has buotome extraorely influential
not only in the largest ianduntrial entervrisses but slso as an
icroxrtant factor in the total econony. In en attempt to
assess the role of foreign investrent through the =ultinationagl
corporations two separste measures are preecnted namely the
portion of ascets controllied in each sector and the proportion
of the total sales sccounted by thoe mmltinational corporations,

Pottern and Sourgeg of ITiCs Control

Concidering first the portion of sswets controlled in
each sector, research conducied in Brazil by the UZ Department
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of State for 1969 indicetes that 42 percent of the
manufecturing sector ené 35 pefeont of all industry are
eeatrolled by foroign multinationels, Thie is bzsed on an
analysis of 60 percent of the ssoeto in each soctor.
Lultinationsl firms predonminate in sutomobile and ftruck
production {100 percent), pharmaceuticals {94 poreent),
tobaceo (91 gefcest), and rubder production (82 percent).
Us firms owmn & rajority of assets in auto and accessories and
pharreceunticals, (See ?ahls‘,?II}.'

Alongwith ownership of sssets, snother useful indicator
of foreign penetration is the proportion of dotal sales
produced by INCs. Time series dsta for all LNCs are not
available, but information on US subsidiaries’ sales in 1966
snd 1970 ere sabuloted in Tariff Coumissionts report on
US multinationsls. 7The %aina of US oversess subsidisries?
sales is compared to the total sales in each industry in
Table VIII. Seles by US firms as & psreentage of the total
were highest in rubber manmufacture (77 percent) and
trensportetion (68 percent), followed by non-electrical
{36 percent}) ond electricol mochinory {28 percent).
PTwanty-two percent of cheaical production was stiributable
to US firmo. (This is undsrstood because Bragilian
industrial cirosifications treast petrolsum refining as
chemical production). As might be exzpected, UsS sales are
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TABLE VIIY : OWNERSHIP OF BRAZILIAN ECONOMY BY UNITED srarss.
OTHER FOREIGN AND NATIONAL FIRMS, YEAE END 1969.
(in percent of assets)

mmtm — fotal  National
foreign foreign and Stat

Sector

Private Banks 6.3 0 6.3 93.7
Insurance companies 0.1 6.8 6.9  93.1
Alr Transport = L4 3.3 @o7 . 95.3
Maritime Transport . i) .1 Jek 96,9
Conatructzon nateriall 9.0 he3 13.53 86,0
innins .o ) 19:0 0 1900. 81&0
Petroleum - 13.1 5.0 18.1 78.2

Manufacturing: = .
) Nonmetallic minerals : 15 6 S.2 20.8 79.2
‘. Steel ;nﬁustry : . 4.4 53.3 37¢7 62.3'
ggtailnigyné b‘ 1 T 2.0 36.5 38. = 61,5

‘ enfical a etro euu :

products . | 25.2 50.7 75.9 | 24.1
Plastics 22,5 0 22,5 - 17.5
Rubber 70.6 10.9  81.5 18.5

. . Maohines, motors and 26,0 34,9 60.9 39.1
AoguairiedoonvipneRt ©  s3.14 k6.9  100.0 0
Vehicle parts and

accessories 54.1 23;& 7745 22.5
Naval construction 0 39.8 39.8 . 60,2
High:agu:qulpmen: : 41.6 29.8 71.4 28,6
Steel niture
Offtice equipment : 30.3 §8°5 78’9 21.2
slegtrical :fpliggges 9.6 39.5 49.4 50.9
o extraction
fu:niture 0 0 0 100,0
Toxtiles 4.1 25.2 29.3 70,7
Leather anf furs : 0 37»1 371 62.9
Railroad equipment .2 5.2 95.8
Food products 29,5 25, 6 5544 54,9
Agro-industry' Q 305 3.5 9615
Other industries 1.0 22.6 23.6 76.4
Warehousing 0 0 0 100,0
Beverages 1.7 45,3 47.0 53.0
Tobacco 0 90,6 90,6 9.4
Pharmaceutical products 58.9 35.2 94,4 5.9
Perfumos, cosmetics, etc. O 41.0 41,0 59.0
Retai D'1’ tr%de gefviggaa
parimental slores, 17.4 ) 174 82.6
gaostEicpl 2P 3509% 8 tores © 0 0  100,0
Vehicles, machinery, parts O 0 0 100.0
Wearing apparel : 0 0 (] 100,00
Other branches 0 0 0 100.0
Imports & Exports 0 0 0 100,00
Newspapers & Magagines 0o 0 0 160,00
Printing & Publishing 0 0 o 100.00
Radio and Television 0 -0 0 100,00
Paper, cardboard,etc, 7.6 5.7 12.3 87.7
Adninistrative services g 9.3 9.8 Qg.g
Hotels . ‘ 0
Total percent, all industriesi3.6  20.5 7 %542 i
Total percent, manufacturing 16.5  25.% 53, 58.1

Source: see Tablel (pago-25).



TABLE VIII:

BRQZIL:

570_(1n miiil

Industry

Yalue all Scles

Total copu- 11,732
facturing

Food 24448
Chomieals 2,008
Paper /330
Rubber 135
Primary and
Pabricated 1,366
metals
Ton-eloctri-

cel machinery 459
Blectrical
mechinery 632
Transport 1,238
Ianber 424
Textiles 1,623
Printing 223
Stone, Clay, '
Glagss 494
Instrucents Ea
Other asz2

16,807

3,699
24747
501
222

1,978

821

872
1,698
612
2,068
406

745
na
438

118

iio

164
347
5
34
K

51
42
i

171

257

298

245
1,143

121
74

89
125

15
14
9

24

26
28

10
HA

22
13
Kii

{Source: Zee Toble IXI, Pasge 110.25)
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particnlarly low in printing (1 pereent), lumber (1 percent),
food processing (3 percent), and textiles (6 porcent).

The fourwyesyr sproad offers the opportunity to exanmine
the direction of changes in the ﬁegrée of US gartici;atiaﬁ
in total sales. Substantizl increases in the US share wers
rocorded in chemicals (7 percentoge points),s nonelectrical
machinery (12 porcent}), trenoportetion (40 percent), and
*other® industrien {26 percent), Notable deelines occurrsed
in food renufeccturing (4 percent) end rubber production
{14 percent}. Tor inductry oo & whole, U subsidieries in
ranufacturing inerecsed thelir share of the Irazilisn market
from 13 poerceant o 20 percent in the four-~yeer perind. Thus,
even thoush the nucber of US entsrpriscs declined crong the
lorgest Lirmo, thoavorall share of US sales clicbed stoadily.

If the U3 shere is 20 percent, waet is f$he {otal foreign
portion of sales in manufacturing? Baeed ou the sasumption
that the US chare of L[UCs cnles 1o sbout the senz os 1%s
ahare of sll foreign manufecturing investment, (Sec Table I)
United States and other forcign mltinationals together
proﬂucéfrsﬁshly 50 percent of ell local sales in Drazil,

Therefore, denotiopalization - as npeasured bHy the level
of LNC penetration among the lergest panufaciuring enterprises
end by extent of foreizn ovnershlp of indusirial cozois w-
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is substanticl. Coreover,the US shore of Brazilien industry
is incroasing repidly; the share held by non-US based IXCs
is probuobly growving even more ra;i&lgg Thus, both the pece
and degros of denntionaslization sre notebly high.

The astruoture of the parkete in which multinationsls
operate 1o e critical deterninant of the cconomic power of
subsidisries to charge cupra-conpotitive prices and to
extroet higher then normsl profits, Of the three basie
elements of market otructure outlined esrlier - nusber and
size Qiotributiond cellers, bsrriers to entry snd product
differentintion -~ the most irportsat is nftén.%he Sirst,
or warket cozmeentration. Some data are availabdble for ite
soclycis through the use of & §1ﬁn$ concentration ratio
(waich undoubtedly understsotes concentration relative to a
£4irm conceptraticn ratio)s. This peassure computes the ghare
of sales gccounted for Ly the largest foud planis snd usefully
indicates the ninimpn level of merket conceatration in
Brazil.

Of a total of 302 industries {anclogous to US Pour-digit
SIC industries) in 1968, 176 had four-plsnt concentration
rotios of greater than 50 pexrcont. (See Table IX ).
Of these 176, 90 industviss (representing 30 percent of the
totnl) hod four-plont concentrotion ratios of greater then
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5 _THE LARGEST 4 THAT UBRE INCe'

TABIE IX: FUUBCR 07

PLARTS AN
AFLILISSL S,

Tuthor of N5 Plonts emong

4 i 2 1 0 Totel
Fumber of 1nﬁustriaé 9 23 34 17 159 302
Fercent of ranmufactur- 14,02 11.98 18.19 27,56 18.25 100

ing production

{Source: See Table II, Poge [H0.2%)
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75 percent, and 86 industries (28 percent of the totsl) hamd
ratios between 50 and 75 percent.

The 176 industries with four-plant ﬁﬁacaﬂtratinn
ratios of greater then 50 percent accounted for 37 percent
of the total welue of production in the Andustrial secctor
and 31 peyeent of its employment. The noost concentrated
‘sectors are rudbber, tobmcco, transportation, elestricel
machinery end prizary snd fabricated metals. Tho least
congentrated are plastic materials, phorzaceuticale,
leather, wood end furniture. Also, the divergence batween
value of production coming from concentrated industries and
rurmber of eumployees indicates that the concentrated sectors
are slso thoe most eapitsl intensive. Inversely, the least

concentrated are the most labour intensive in charscter.

IH0s very often hold positions of lesdership within
their induotries. In 153 of the 302 indusiries, all of the
leading four largest plants wers netionally owned; in 143
industries, ono or more of the four largest plonts belonged
to an IWC affiliete. {See Table yx )» In nins industiries,
accounting for 14 percent of all manufecturing production,
81) four of the lermding plentz belonged to INCe. These
include office machinery, wehicle, tires, pharmaceuticals,
toiletries, woven items of ertificisl fidre, comned milk,
and cigsrettes. Considering the industrics where two or more



TABLE X.: BRAZIL ¢ MARKET CONCENTRATION AND THE PRESENCE OF MANCs
AMONG THE LBADING PLANTS, 1968 '

Industries in

Value Industrics in Industries in
added which 3 or & of which 1 or 2 of which all of the
as % of the largest plants ths largest plants largest plants belong
all value bolong to MNCs belong to HNCas to national firis
"added in o . . . .
manufactu- % of Average % of Average % of Average
, ring produ=- concen- produ- concen- produ=- ' concen-
Major Industry ‘ duction in tration duction in tration ction in . tration
: industry industry industry
Nonmetallic minerals 5.8 2 3 61 - 50 37 45
Hntal fabﬁcauoncns iin& 20 73 6& 51 20 &2
Nonelectrical .

lachinal‘ya... eoesn 6-0 55 &2 63 && 2 &4
Transportation...... 6.3 71 58 25 35 5 59
Blectrical : .

Bachinary.c.cecee. 8.6 84 62 15 59 1 73
woonQOOAQ-‘.'QQ..'QQ... 2.6 0 Oo 21 20 79 ‘5
Furnituree.eesoesces 1.6 0 0. 23 36 77 1%
Papel‘...g..-.-..‘...u 2.7 0 o &5 55 55 &o
Rnbbor'&..".*.«“&.. 2.0 62 90 is 85 22 &5
Leathe? sesvcevcecsnes 006 -0 0 82 26 18 &7
Chentcals seevsevasne 10¢3 11 ‘39 51 &1 38 73
PharmaceunticalSe...e 3.9 100 19 0 0 0 0
foi letﬂcs‘o T RN RN Y 1;6 98 &8 0 0 0 72
glag{§08voccotoi. L 13.? ig 33 0 2‘ 100 . 25

ex - Seseeneassssnse P | ) 1 1
Apparei,.‘.......... 2.8 0 0 5 23 3? 32
Poodc....icl'i.l’.l-. 12.9 & 56 59 25 37 23
neverﬂg090§at.¢nvwi. 2.7 0 4] hs 454 55 &3
Tobacco....'."’.‘&'. 1.“ 98 53 0 o 2 95
Printing & Publishors 3.0 0 o 36

otherﬁtﬂ.itﬁt"....'. - — 102

TO T AL

- 26
Source: sec Table T (page 25). -

100.0

11 20 80

24

46 37

28 39
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of the four leading plants were INC owned, these 66 induotries
combined produced 44 perceant of all manufacturing production.

A relation between INC ponetrntion end oligopolistic .
structure becomes evident by an enalysis of the concentration
in cerisin indnotrices and the ownership of the lesding plents.
The averaze foureplant concentrstion rotle is 54 percent
in industries vhore atleast thres of the four lesders ere
I3iCe. {See Tmble XI ). Those E§§adamiaaﬁeé oligopolistic
industriens account for 26 percent of the total industrial
production. In those industries vhere one or twe of the
four largest plonts are INC affiliatesn, the average
concentration ratio is 37 percenmt, and thess industries
sccount for 46 percent of industriel production. On the
othexr hand, those indusiries vhere the four leading planis
are Bragiliocn-~owned firms had an avernge industrial
concentration ratio of 39 percont snd account for 28 percent
of industrial production, Thess date would suggest that
in those markets vhere tho leeders sre predoninantly foreign,
aversge cnnaentratign is higher then vhere the leaders sre
predominantly natlonal. Average concontration is lowest in
industries where both nationals and IRCs meet in the marked.
The ccncentration retio for the conbined IRC-nationsl group
is only marginally lower than for the Brazilian-led
industries, and thue the significant difference is between
the predominently foreign and domestic industries.



TABIE XI: SBLIER CONCEHTRAT:

Percont of sales asesuﬁt&é for by tha 4
largest plants in each indusiry

75 pergent '
of greater 50 0 75 25 te 50 loss Total
- ﬁhaﬁ'ZE
Funber of Induse _
tries g0 86 B - 4 44 302
Jhare of Denufactuye
ing sgles (psrcent}) 19,1 18,2 254 373 100

(Source: Sec Table II, Page No.25)
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In review, the Brasilian econony iz quite highly
concentrated, In 176 of the 302 industries in mamfacturing,
the top four plants preduce 50 percent of the value of
production. Furthermore, maltinationel firms are essociated
with the concentrated industriss. In those indusiries whers
three or four of the leading plants belong to LNCs, the
weighted average level of comcentration waes 54 percent, as
opposed to 30 percent for ull national sectors. Theoe
foreign«led industries produced 26 percent of the industrial
production. It should be re-oophosized that these date
significantly understete concentration since more than one
plant is often owned by & firm, and tharefore the Brasgilian
scononmy iz even more concentrated than these dnta revenl.
Korgover, due to their multiproduct character, Eﬁ@s are
particularly likely to be multiplant cubsidiaries.



ERCs Busineas Power snd the Perforzonce of the Bragilian Economy

74th the increasing veolume of foreign inventment
@specially thyouch the mltinationnl corporations it is no
doubt ftrue,atloast in stadistical terzs, the growth rate of
Brazil has shown psteoric rise. Howevor, the deop
penctration of foreign invesotment in the Brasgliien econony
along with its rather heavy conecentration in kﬁjwscaﬁbmie
soctors has haed deleterious impact on the BrazilianAeaonomy.
Rot only the industrial onterprises heve becore incressingly
oriented to export trade, ithese saterprises have bocong
incredibly lerge thonks to changes in ownership pottern and
MBYZeTB ;n the process, indigenous industrial enterprises
heve been subrerged in the foreign~bosed muitinatlonsl
enterprises resulting in what is lmowm as industrial
denationalication. Conseguently therefore, Qargqrate
decision-making in the industries dominated by the IRCs heve
geen offectively transferred to business corporstions
located abroad. ‘

Out of the 8 7 billion of Poreizn investment in Brasil
today, about 70 percent is in manufacturing. Three major
industries ~- tronsporistion, chomieals and machinery -- account
- for over three-guariters of all US net fixed ascets and over two-
thirds of sales in nanufecturing. Loreover, & handful of LICs
in each industry control the bulk of these sssols and sales.
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Acorican end other forelgn firms account for 158 of the

lérgest 500 nonfinancial enmterprises in BErszil in all
sectors, In manufeciuring, thoy scecoumt for 147 of the 300
largeat firms, Dore importontly, [5iCs control 59 of the
largeot 100 corporstions in memufecturing {(the top 100 own
over threc-forths of the nssets of the 300 largest). In
certaln industries, IZICa account for even mors thon 4wo~thirds
of the assets of the leading firme. These include motor
vehicles and pards, phernsceuticsln, electrical mmchinery,
machineyy rubber snd plagtics. In only three industries do
 private Brazilien corporsotions enjoy & similer position of
preemﬁnsncévnonmetallic minersls, wood and paper products

and food manufacturing. State onterpriscs are predominant

in steel production and petroleum refining. Although the
foroign share held roughly constent smong 8ll 300 industrials
between 1966 end 1972, the penetration of INCs in the largest
private firmsc hep incressed significantly.

Among the foreign based [1ils, the mltinational
corporation of the US play & predominant role. Ixking use
of the t~o indices viz, eosets and seles of the 15Cs, the
trend in respect of US«~besad [IiCs predominencs becomes oleanr.
During the last decede, US-based LIXC subsidiaries oxpanded
very rapidly. %he rate at which they expanded wns even more
rapid thet the rate at which the industries in which those
aubsidinries were goperating. The nssets and eqnity’nagital
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of the US subsidierics incrossed aanuslly at ;ka rate of
15 percent during the 1960g mnd inercaaing oven mere
subatantielly during the oarly 1870c.

Almoot one-third of these US subsidiaries initiamted
operctions in early 18960s by esecquiring the assots of
Brazilien firmo. DBver sincey acquisition of indigenous
gosets has becoms 80 conmon that today any new subsidiary
snters the Eymzilisn esconomy by taleover or scquisitions
than by building & new firm with its equity cepitsl. Uhet
ie even more interesting io that most such sequisitions of
U3 5iCs have oeccured in the large Brogzilian enterprises.
In othor wordsg, if the trend of 7C dominstion through
acquisition of iecai.aaseta hed boen checked or haed not
'accu%édt there would have been 25 per cant xzore private
Brazilien firrs as large as the 300 largest snterprises in
Brazil in the 19709. Therefors, the rapid growth of US
effiliates through ecguisition setivity hae contributed
to the denationalicing of the Brazilian industry. Even
now, with the rote of acquisition continuing unaebated, the
Brozilian industrisl sector is undergoing further
denctionaliestion,

Avert from that what mskes the role of US cubsidieries
even mort critical and detrimenial from the point of
Zragilian indigenous industrisl sector ioc the elgsa integration
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and dependence of affiliates on the pzrent corporations
based in the United Statos and other industrially advsnced
countries, [Lost of the operating US affilistes are closely
tied to thoeir parent oomponies throusgh ounerchip and finonecisl
and trede links, Alsost thres-quarters of tho effiliates are
whally ovned and close %o Sa.pexaznz of their iangpterm
outstanding debis are controlled by the parent corpanies.
Intre~-Lirm trade hao incressed to the point uvhers over threew
quarters of all aéyarts by US affiliates zaoufactures are sold
to parent - compenies locsied in the United States or oister
affilietes located in other parts of the world including
Iatin Acerica. %hile imports haove soen considerably reduced
from parent compenies, the parent corporztions still continue
40 supply the critical inputs.

The dominant position of US IIiCs and the structurs o
corporotion control nnd mmrket have inevitably led to
consistently high returns on eguity, After sll the tax
deblis of about 14.4 porcent, eornings on equity capitel
of US LNCs have been very substaniial - atleast consliderably
higher than the ecrnings of comparably sized enterprises in
the United Stateo.

Taus the HiCo shore of the total economic production
as peatsured by vorious indices io very high. Pirst, coatrol
over asgsets in the manufecturing sector is chown to be 42 percent
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foreign. US firzs alone sccounted for sbhout 20 percent of
all mopufacturing seles, on increase from 13 percont Jjust
four yesars earlier. The total foreign share of sales was
about 50 percent of the totel.

Denationolization io intertwined with industrisl
soncentration, an INCs genernlly ars located in concentrated
meriets., anufasturing genorelly is guite poncentrated - in
176 of 302 industrics the four leading plants produced more
than %0 percent of the value of profduction. ?graiga'firas
ormed three or four of the four leading plants in 32 industrics,
which sccounted for 26 percent of induwstrial production.

-hen combincd with the industries in ﬁhiﬂh.ﬁﬁ lenst two of the
leading four plents bolong to [NCa, foreign firms were leadora
in 66 industrics, comprising 44 porcent of nanufecturing
rroduction. Fforeign firms are associsted with higher average
concentration thon are nationel firms, since they operate

wore frequently in oligopoliotic industries.

T4th close $o half of industry under foreign control LINC
conduct io & eriticol determinant of Iyamzilian economic
rexrforcance,. [oreover, oo rany foreign firms are oligopolisita,
denstionalizgotion ic linked 4o concentration in prodoct
zarkets. Larket copcentration confers sdditional power on
those IIICe freed froo the discipline of the coppetiiive
oparketplace. If denntionclisotion anéd product rarket
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concentretion continue to rise, the Bragiliesn oconomy will
find itgelf increseinngly valnerable to the power of foreign
decision-makers in the homs offices of rultinetional
corperations. |



Chaptor IV
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Chapter IV

KULTINATIONAL CORPORATIONS ANU THE DENATIONALIZATION PROCISS
I8 BRAZIL

The world cconony hes been undergoing meterworphic chsnges
ever since the advent of [iil0s. It is boooming inereasingly
integrated in the fremowork of tho [ICe. Simultancously [HCs?
individual ond collioetive power hes enormously increased.
fany of the [HiCs have grown massive in sige, Their decicionw
oeking rench and reverborate the vitals of underdeveloped
econonmies. Economic transactions earlier made in the intere
nationsl market place are incressingly internaliced within the
iliCs. In caoence, the corporate powver of the NCs is felt all
over the world. Arced with such inexorable power, [Cs
role has tranceended the resln of ceonomic relotions and affect
the direction and destinien of peveral countries of both the
developsd and developing world, Conscguently, tencions and
conflicts are likely to arise over the role of IHCs in host
country balancs of payrcents,; policiss towsrds income distribution,
texation, tochnology, rescarch and development, Ultinately,
it is the munltinationsals earpérate power that would determine
the relative bargsining power of the countrice which host

tione LHCS.
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18 the Structure of the Braszilian Industry

The relative econonic pover of the ISiCs depends largely
upon not only the gquantum of copital end tochnology thet they
invest in the hoot countries, much more m0, it sitems from the
perket structures in vwhich they operate both 4in the world
econonmy and in the individusl coumiries. Concentretion
of foreipgn invesiments in the handso of 8 geloet number IiCs
centralises the corporate devision-msking in 2 fou world
business copitals as @ result close identity of interests
emerges within these couniriecs quite frequently influvencing
their governments®! policies and those LiCs thomselves. Another
aspect of the internstional situation arising out of the IIC
phenopcpon is the concentration of overseas privats invesioents
in some geleet countries' key industries or core seciors,

Once that takes ploce, it is only in tine thet these LiCs
control those very key infuoitries in othor countries
throughout the world through the verket mechonisms. Above all,
the cheer size of the INiCs both im roopect of the ssseis that
they own and the market thoy control, they command nccess to

the policy mekers both at hore and abroad,

I5iCs ccononic power also erice out of the oeriket
stractures found in the host country. A high degreae of control
that JiCs ezercise in the nctionnl industry snd resourcen
feciliteting thereby the trencfer of decigbn-noking to the
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parent corpcrationé debilitates and destroys the growth and
dynamism of the indigenous enterprise and capital. In the
process, dominating as they often &o in the critical. core
sectors of the economy, MNCs influence the economic performance
of the host countfy t00. And given that the economic
performance of the‘host.eountry that by and large decides the
fate and fortunes of the ruling government in meny of the
developing counfries, very thén the hdst countries consequently
therefore experience poliﬁical destébilisation, and

uncertainties thanks to the presence of the MNCs.

_VThat the economic power of the MNCs is growing ?apidly
cannot be gainseid. UNCs investment in recent times has
exceeded @ 200 billion. Of this US direct investments through
its MVCs has risen from #'12 billion in early 1950s to almost
more than 3 100 billgqn in recent times. Most of the MNCs
investment including particularly that of the US MNCs, has
penetrated mostly into the key m&nufacturing_indﬁstries Within
the developed and the developing countries; Thrée fourths of
all foreign holdings remain coneantfated in the form lsrgest
investing,countrieszwith US ranking as tﬁe largest, holding
almost one half. Within thesé countries, the largest
enterprises own the great bulk of 21l foreign investment.

Only two hundred firms own over 75 percent of all foreign

industries. And, Brazil, Nexico and Argentina in Latin America
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slong account for three fourths of US conufecturing investzents.
Fost thepe inveostments are again concentrated in threo key
industries with a sclect [HCs controlliing the most of the fixed
aapets in coch of these industries. In oun, the source of

EiCs corporate powor are based on three stroctural conditions -
country ownership concentration, concentration of vagregnte
foreign holdinss end concentrstion in & fou industrics in some

select countrics.

The ohove mentioned threc strectural bases are present in
Brazil, By the esrly 1970s, foreisa investment in Brasil
reached beyond £ 2 bdillion, of which the US shure was almost
one half. It had grom from 2 323 nmillion in 1946 to little
more thoan #£ 3 billion 4n the pié~70s. US and other foreign
fircs accounted for more than 150 of the 300 largest
canufacturing enterprises, snd 60 out of the 100 largest. In
cortain industries such &8s sutomobiles, phermsecuticels,
machinery, rubber end plastics, ICs ovmed over two thirds of
the scsets held by lesding Drezilimn enterprises. The average
sise of IIC affiliatec are larger thon their locel enterprisss,
In industry slone, ECs control nearly 50 percent of the
manufacturing asscts. And denstionalizmtion oceurred in
rmapufacturing lorgely a2t the expense of the Brasilien private
secto¥, In the 1970s, US LIC affilintes produesd almost one
third of the manufeacturing sales incressing at ;ha rate of more
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than iﬁ percent anpually in the 1970s, [Lore thon 8 Belf of
the sales in the cenufecuduring industries today sre
produced by forsign bosed [NiCe with - U3 corporations holding
the leading position.

In pany reopects the trendo in reaopect of the evolution
of INC affiliatee and the lesding position thet thoy hold in
the panufacturing industrics in Brazil parellels their position
in other major Intin Americon countrics cuch as Loxico.t Assots
of US affilicteos grov at the rote of 20 percont in Drazil and
accelerating further in the recent years., Almoot ons third
of US iOCp entered Broszil initielly through acquisitions and
mergers and such takeovers is becoming inerecoingly prevalent
in recent yoors thereby contributing to further deﬁatianaiimation
of the econoxy unlike in lexico where it has declined
dramatically since early 1970s thanks to increcsing legislative
reatrictions ploced on cequisition of lexicen firms.

The other eloment contributing to the denationslizetion
process in Bragil, engincered by the LECs particularly that of
the United Stetes, is the gymbiotic relationship the INC
affiliates hog with their parent compenies, Affilistes
operating in Drasil are closoly intepgrated with parent
orgapization in ovnership structure, finance and trade.

.. 1

l. See Anjona Inngelapgiri, US Privete Investuent and Its
Irpoct on foxican Hconé*~ {unpubiiched T.Pnil
i gg?rté?ian of o Tiol Dehru Univeraity, New Delhi,
1978)«

N2
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In the 19705, turce querterm of the sffilistes vere wholly
- owned with half of their outotanding long tern debts controlled
by their yaraﬁta, Tuch of the supply of inputs goinz into
the production processes of these affilinitos cepe from parent
organisation. Almoot neorly 8ll the affiliates® sale abroad
were bought by the parent orpgonisetion. Since this intemrstion
occurred i) rany of the moot denntionnlized 1nﬁustries;
affilintes’ volimnce on the parent companies generally made the
entire industry more dependent on foreign decision-mokers,
making the denationelisntion neorly complete.

Even within the national boundarics of the Braozilian
market, US LIICs enjoy conosidorable power apnd influence. Uearly
50 percent of these [iiCo shared almost nearly as much of the
national market. If there vxists competition in the usmrhket,
the competitoro mopt often were from sutside such oe Veet
Germeny or Jupen and not netionnlly ovnmed firms, Inevitably
therefore, the dominant position U5 IHCe within the product
zarket and their moriet power have contributed to high
returnc on thsir equity providinz further incontives for
additional investuments.

Implications end Perspectiven

It ic spparcnt that the role of private entreprenuership
is being funderentally sltored in 3razil bdecmuse of the ERC

econonmic incursions, The svenues for private enterprice is
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gatting dangerously ebridgeod thanks to the dominent position
of LiiCs in Brazil. The ropid pencetyation of ENCs has
resulted in the merked docline in the share of the netional
rarket, held by private entreprenuners in the host countries.
7he rising tide of [NCo influence is largely due to their
sequioition of notionnlly owned firms end enterprises, Equally
importsat is the [1iCs ponetrotion in the fast growing
industries vhere capital, technology ond ninlmum efficient
seale requirecont coanstitute difficult barriors for the local
onterprissas ¢o.compete offectively. OSuch nationsl firms vhich
are established end gain initisl strensth ere only too coon
outdistanced cnd overchadowed by their LNC vivals. The
cumnlative consequence of the process is an_ingraasingly
expanding foreign presence £t the expense of locally

ommed private enterprise. i

In an attenpt to slen the rising tide of the foreign
economic penetrotion moet developing countrics where LICs
have loomed lerge, hove vresorted to their respectlive governxents
to provide the prirmary and poosibly the only cuﬁnterac%f%aree
40 . ¢ ornbat the [TiCo. An o yvosuli, in the caso of Brasil,
state~owmed enterprises have ercerged 4o move into the
industrial and other relaoted soctors. In severel basic
industries, state enterprises have bsen formed notably in
particular, eteel, finance, public utilities and other |
infrastructurel fecilities. GState enterprises own elmost
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one third of the nocots of the industrisl secctors. Thile the
siate enterprises have emerped with greater vigouvr than befors
to counter the foreign thrust, such a trend has only Purther
cosplicated the political econony of Exaﬁii; intro cing and
reinforcing stotion with 81l its racificetions.

Individual economic libortios whethey it be gg;'the
entreprenueres or for the consumers of for the gé;king~¢laae
sre powerfully challenged and often deniecd by the IXCs. Vith
business leadorchip in the entire industries and for that jmatéter
In Ehe entine 2c0nOmNY COMNG From $eyoad the natronal
boundariss, the dopendency eliuction gote further sxcerhated,
I£ the Buropean morket and ecconomy dictated the course of
economic developront during the coloninl aend the poste
indepondonce yearo, the advent of the iT.Co in the pootetecond
corld Ver yesrs with tho ettendent denctionalication procecgs
has not only further diotorted the economic development but
also heo inevitably cereated a substzntial degroe of economic

end to some extent, political depondence.

Porelan owpership of industry tends to introduce o
different poattern of grovth and bohaviour than would result
if firrg ore notionally ovmed. Decicions relating to the use
of resources, the rarket for chiech they are produced if {aken
by foreign econoric forges they tend to contribute to the
unegtisfactory porforoance of the host countries economic

sgctora, In the eveont of o rocession setting within the host
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econory, foreign-owned enterprises attempt to protect their
evononmic intoreots by & variety of neans such as curtailing
production, raising prices to maintsin their profit level cnd
if neccowary, pull back their capital investmenta. An
one or a combination of such measures pursued by the SCo

offer little scope for the host country o restore econonic
growth. On the other hond, it may frustraste the host

countryts efforte end further intonsify the recesoionsry
situntion.

In othey words, the less developed countries are confronted
v with & situation tho control of vhich is beyond their mesns and
reach. The exercise of vast econonic pover vested in the
foroign~baced I7iCs often tronscend the economic reslm. Jor,
they frequently exzercise certiain non-econonmic powars znd thereby
contribute to the political destabilizetion in the host
countries. Chile in the contezt of latin Americe io o pointer
te the extent to which ITiCs could exercise their non-economic
powors. Pinding thot a socialist government would threaten
their dominant economic position, US based LilCs unhesitatingly
rosorted to o plying cconomic procsure siced essenticlly to
induce the collapce of & constitubionnlly elected government
of Sslvador Allende in the ea?iy 19703, Once the powerfully
placed L3Cs resort to the exercice of their non-scononmic

powgrs, even the governcents of home countries tend to support
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their objectives if only to protect tho sconomic interects
of thege I1ICo end theyeby indulge in interventionist cotivities.
The reculting situstion is edmittedly detrinmental to the
politienl ond cconomic objoetivos of the host countries.

Consequent upon the inerecsing ponetration of foreign-based
[IiCs in the developing counitries, the ruling elite of the
hoot countrios with their eyes sat on thelr futurs survival
guite often come to tacit agreezents with MRCs and turn their
back to the eriticel mnetional problems of eliminsting poverty,
income inequelities, unemployment and other related sscial
end economic problems, Rinding that their survival io
increasingly or colely dependent on the dominent position of
the [FHCs, thoy often tend to .acguisce to the powor and
influence of the [JICs and recort to more reprecscive reasures
in order to counter their socio-ccononmic moverents reflecting
the lesitinnte notionnl aspirstions of the meoces. In the
process, conter-rovolution gothers momentun delaying further
the process of 5 géruine nationsl development thet would

aspure gocial snd economic justice to the nsoses.
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SUVLARY AND CORCLUSION

dver gince the colonizstion, Brasiliesn economy bhos bheon
subjected to the viciositudss of external trade snd influx of
external capital, In the process economic development of
Brazil was often diotorted, decslerated and even halted, Iuch
of the distortions in respect of the netional economic
development of Braszil was lergely thenlzs 4o the free~play
of overseas private investment. Such & processe haé continued
even ofter the pliticel indepondence of Braszils If at the
beginning of the indopendence yoers Burepeen copital, much of
which originating in Britein dictated the dovelopment and the
exploitetion of the Drazilien potursl endourents in the
yeers folloring the greai Ieprosscion of 1930s the process ves
further exzcerdated lergsly Sus to the £low of US foreign
capital heving a frec accens and pley in Brozil,

In tire, with overseas private capitel pouring in through
the rmltinational corporctione the impeet it zade on the
recipient countries vas hovever, mpore or less the same, In
effect, 1% intensified the dependency relationship of Prasil
to the industrially sdvonced coumibrios of Teotern Burope and
importantly thet of the United Stotes cnd set in rotion what

is now doperiboed oo the procecs of de-nationglization.
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The anslysis in the discerteion focussing sttention
on the xole of II0s, particulariy thot of ths United States
based [NiCs in Brazil sdmittedly indicetesn the trends of
inereasing cconomic dopendoncy and de-nstionalizotion. The
data precented in the dissortation show (i) the dominance of
foreign private caopitel falrly wideopread in the entire
econory; {(41i) the intensified penentrstion of such foreign
capital especially since the advent of the mnltinetiaﬁal
corporations in the sftorzoth of the Sscond lLorld lLers
{431i) the high eaorningsc obtained by the forcign capital and
the repatriation of these earnings by various forms of
remittoncen;y {(iv) the increasing flow of foreign cepital
into the key core rmmufocturing industrises; (v) the tendoncy
of the foreign capitsl through means of acquisition and
mer-ers t0 orranize vory large enterprises which through
pariet rocheniors ere integrated with gigontic maltinctional
enterprices ands (vi) tho resultant economic denctionalization
of privete inductrial enterprises in Wrezil,

The process of ecoenoric integrstion of Brazil to the
international onopoly capital through the [iCo ond the
concequent denctionclizction of the Bregilien industries
heve profound irplicotions for oven a continental sized
country such es that of IZrezil. Fot only hove they creeted
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insurmountable ecconomic problenms the vesolution of which
are beyond the rench of the national ruling elite, it hms
and io likely o produce in the future profound chenges in
the politico-economic struciure of Brazil.
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