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BRAZIL

Underpinning social development
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How would you characterise the role of BNDES in
Brazil's political and economic life?

The aim of BNDES has always been to support the
economic policy of the government of the day, and
the Bank is one of the main tools of the government’s
economic policy.

Brazil is a country that achieved great strides eco-
nomically during the last century. For a long time it
was one of the fastest growing countries in the world
and could almost be described as the China of its day.
Then, from the 1980s onwards, it grew at a mediocre
rate for 20 to 25 years. The mission of the Lula gov-
ernment was to put development back on the agenda
and to put Brazil back on the path of economic and
social development.

The task of BNDES is to create the conditions for
this development to take place, mainly by financing
production. We therefore have to identify what needs
to be done for this new phase of development to take
place, and to provide the tools and conditions for this
to occur.

How has the bank's role evolved in response to the
transformation of the Brazilian economy?

Each development cycle has its own characteristics.
BNDES is nearly 50 years old, and it has played a part
in the various stages of development in Brazil. For
example, in the 1950s and 1960s, the role of BNDES
was to enable the establishment of State companies.
BNDES financed the country’s infrastructure and
its basic industrial production by funding State en-
terprises. Now times have changed; Brazil now has a
modern and competitive production structure, which
explains why the country has increased its involve-
ment in international trade at a much faster rate than
the growth in international trade globally.

World trade is currently growing at a rate of nine
per cent per year, and Brazilian exports are growing at
a rate of over 20 per cent. Brazil is therefore gaining
ground, and this is due, to a large extent, to its modern
production structure and its competitiveness, whether
in agriculture or manufacturing.

Brazil is a world leader in terms of productivity
and competitiveness in various agricultural sectors,
although of course this doesn’t mean that Brazil is an
agricultural economy. In fact only eight per cent of
Brazilian GDP is agricultural; the majority of Bra-
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zilian exports are industrial products, such as cars,
aircraft, petroleum products, white goods and other
electrical equipment. So, today BNDES is essentially
financing the private sector, because the private sector
has replaced the State in a range of different functions.
The bank therefore has to identify key movements in
the economy, and decide which are the priority sec-
tors that deserve our support.

What do you regard as the greatest challenges facing
the corporate sector in Brazil today?

One of Brazil’s biggest problems is credit. The coun-
try has a very low credit to GDP ratio, although this
is increasing under the Lula government. When we
came to power, the volume of credit available in the
economy was 26 per cent of GDP. Today it is 31.3
per cent. In absolute terms it is still small, but we are
rapidly increasing the amount of credit available.

Unfortunately, because of fiscal and other problems
over the past few years, Brazil has had to live with
very high interest rates, but they are now gradually
falling. The previous government worked with a real
average interest rate (above inflation) of 15 per cent.
We already have an average rate of 11 per cent, and
falling. Why? Because the fundamental pillars of the
Brazilian economy are in an unparalleled situation.
Never, at any time, under any government, have the
foundations of Brazil been as solid as they are today.
Based on this, and on a responsible fiscal policy, the
interest rate will remain on a downward trajectory.

Even so, the interest rate charged in the private sec-
tor is high for companies. BNDES therefore has the
task of providing credit at a lower rate than the private
sector, in order to facilitate investments, mainly in in-
frastructure and capital-intensive industries, in which
entrepreneurs run the greatest risks and investments
take longer to mature. We therefore have special lines
of credit, for example, for the electricity sector, be-
cause we know that the supply of electricity is crucial
for capitalist development. Not only for conceptual
reasons, because we know that electricity is the power
that drives the whole production structure, but be-
cause the previous government made a serious mis-
take in its electricity strategy and left the country with
an energy crisis. Which is a paradox, because Brazil is
probably the country with the greatest hydroelectric
potential in the world.



What is the current administration doing to avoid
a repeat of such crises?

The Lula government has drawn up a new electricity
model and BNDES has created special lines of credit
for the sector, providing incentives for the installation
of new hydroelectric plants and power lines. Brazil
has a great many rivers, but most of them are a long
way from the centres of consumption. This govern-
ment is therefore installing 12,000 km of power lines;
that’s enough to connect the whole of Europe. The
public sector awards the contracts, but the private sec-
tor makes the investment and then the government
buys the energy. It is therefore an ultra-safe form of
business, because the demand is guaranteed, it is prof-
itable, and BNDES provides financing with special
long-term lines of credit.

Another important aspect of the new energy sce-
nario is oil and gas. Never has so much been invested
by Petrobras and other companies in the oil and gas
sector in Brazil. The oil and gas sector is currently
attracting more investments than any other, and in
2006 we will achieve self-sufficiency in crude oil pro-
duction, despite increasing consumption.

In addition, Brazil is a leader in ethanol technology,
which has become the leading alternative fuel for the
automotive industry. Japan, for example, is interested
in buying ethanol from Brazil, and we expect other
countries to follow suit.

We are now developing a third source of alterna-
tive energy, namely biodiesel, and BNDES has special
lines of credit for this as well, serving small and large
producers alike. Because biodiesel can be produced
using castor oil, and the castor-oil plant grows in the
economically-deprived Northeast of Brazil, this pro-
gramme also has a strong social aspect.

Brazil could therefore become the world’s biggest
biodiesel producer, because biodiesel can be produced
using either castor-oil or soya, and Brazil tends to pro-
duce a surplus of soya. So, instead of exporting soya
beans, it can now make and export biodiesel.

Despite lending to the corporate sector at below mar-
ket rates, BNDES manages to generate significant
profits. How has this been achieved?

BNDES not only finances but participates as well. It
takes a minority shareholding in order to capitalise
companies. We are shareholders in almost all of Bra-
zil’s leading companies, including Banco do Brasil,
Petrobras, and Companhia Vale do Rio Doce. Over
the past two years, Brazilian companies have been
hugely cash rich, because the level of profitability of
the Brazilian economy is very high and dividends have
been amongst the highest in the world. As a signifi-
cant shareholder in all these companies, BNDES is
now reaping what is has sown.

The modernisation of Brazil's infrastructure is
crucial to the country's ambitions as an economic
power. What role is BNDES playing in this process?

One of our main priorities at the moment is the rail-
way industry. There is a railway boom at the moment
in Brazil. The current Brazilian rail network was orig-
inally installed by the British during the nineteenth
century, so it is now undergoing a long overdue period
of modernisation and expansion. This is because rail
has once again become a profitable form of transport.
Opver the last century, Brazil expanded largely thanks
to road transport, which is an easier form of transport
to install but has higher operating costs. Now we are
going through this period of great economic expan-
sion, with a boom in foreign trade, so we have all these
goods to transport. There is also a boom in agricul-
tural production, the volume of which is huge, so the
railways have therefore become extremely profitable.
The marine industry is also recovering in Brazil. In
the 1970s, Brazil was the second biggest ship builder
in the world, then it had a crisis and was reduced to
nothing. But today the ship-building industry is recov-
ering, mainly thanks to Petrobras, which is ordering
numerous oil and gas drilling platforms, each in the
region of US$700-800 million, as well as tankers and
FPSOs. In addition, there is currently a worldwide
boom in sea transport, so once again Brazil is enjoying
a renaissance because we have centres of excellence,
skilled labour, highly-qualified engineers and we have
locally-abundant, competitively-priced steel.

BNDES has become more outward looking recently.
How do you see the role of the bank in Latin America
in the context of Brazil's own infrastructure and en-
ergy requirements?

President Lula came in with a well-defined strategy
to create a South American bloc of countries; to do
what has been done in other areas of the world, such
as Europe and North America. For this to become a
reality, real integration has to be achieved between the
various countries; there has to be communication be-
tween them, they have to be able to exchange goods,
there has to be a flow of tourism between them —a de
facto union, as there is in the case of EU.

Various integration projects have therefore been
launched, ranging from roads and bridges to rail-
ways and trade agreements. So as well as becoming
stronger, Mercosul has tried to bring countries outside
the organisation into the fold. Venezuela has already
joined, and there is now a possibility that Bolivia may
join as well, and BNDES has special lines of credit to
finance the export of goods and services that will make
it viable for installations to be set up abroad. Brazil-
ian contractors have a great deal of know-how and
technology to build hydroelectricity plants, subways,
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railways and roads, so BNDES finances part of this
activity. For example, the Bank provided US$250 mil-
lion of financing for a gas pipeline to carry gas from
the south of Argentina to the Buenos Aires area. The
company supplying the gas is an Argentinian sub-
sidiary of Petrobras, while the pipelines were made
in Brazil by an Argentinean company called Techint.
This is what I mean by South American integration.

What steps are you taking to streamline the
organisation to respond to your clients' needs?

The Bank has a planning department that includes
perhaps one of the best economists in Brazil, Antonio
Barros de Castro. His job is to identify key trends,
and at the moment, the most important of these is
information technology.

In the past, the bank required exports to consist
of 65 per cent goods and 35 per cent services, such
as an engineering project, for example. Now, we can
finance up to 65 per cent of services and 35 per cent
of goods.

The new trend in capitalism is services and intan-
gibles. For example, Brazil is now carrying out engi-
neering design projects in the area of car production.
"This is a revolution in Brazil, because in the past the
engineering design arrived ready from abroad. Now,
Ford has a design laboratory in Bahia and various in-
ternational cars are being designed in Brazil.

BNDES has long been involved in the promotion

of energy integration in Latin America. How im-
portant is the proposed Venezuela-Argentina gas
pipeline project for the Continent and for Brazil?

South America has a lot of gas but it is badly distrib-
uted. The North has plenty but the South has very
little. This gas pipeline is therefore important for var-
ious reasons; firstly, because it will provide an impor-
tant fuel which will be in short supply, due to trends
in global demand. Secondly, because it will mobilise
a whole parallel industry, such as the iron and steel
industry for example, which will make the pipes and
other components. So, it will have a major economic
impact. Thirdly, it will forge links between South
American countries, creating economic integration in
the region. This means good business for Petrobras,
for PDVSA and many other companies besides, and
BNDES will have the opportunity to finance it.

For the first time in its history, Brazilian produc-
tivity is growing at the same time as employment.
To what do you attribute this new virtuous cycle?

You are talking about something that few people have
understood here in Brazil, and which is now beginning
to take off. There is a major growth in the productiv-
ity of industry, which is the leading technological sec-

tor in Brazil. Over the past two years it has grown by
around nine per cent, and the strange thing is that it
is actually creating jobs. The unemployment level in
Brazil is the lowest it has been for years.

What it boils down to is innovation. Productivity
can grow in one of two ways: it can grow through
company rationalisation, that is to say by making
workers redundant, which is what happened in the
1990s here in Brazil. Companies were in a defensive
position, they needed to cut costs, so they sacked
workers. Therefore production per worker increased.
By contrast, we are now in a positive cycle, which
means that companies are not cutting production;
instead they are increasing it. There are technical in-
novations being introduced that are increasing pro-
duction and employing more workers.

What is your view of the outlook for the Brazilian
economy in 2006?

As I see it, the conditions exist for the Brazilian econ-
omy to achieve a balanced growth of more than five
per cent in 2006, but the monetary authorities here
in Brazil, as in Europe, are always a little more con-
servative. The Central Bank’s projection is four per
cent. I'll wager that we will grow by at least five per
cent. If Brazil grows by five per cent, and the condi-
tions remain as solid as they are, Brazil will have a
long growth cycle. If the economy continues to grow
at five per cent a year over the next 10 years, the situ-
ation will be excellent because with the growth that
has been achieved so far you can see that things have
already improved noticeably. Our internal market is
consolidating, the income of our workers is growing,
real salaries are increasing and unemployment is fall-
ing, so I think we now have the right conditions for
long-term growth in Brazil.

In 2006, Brazil will have its best year of growth
under the Lula government. Better than 2004, which
was 4.95 per cent. And Brazil may continue to grow
at this rate for several years.

Goldman Sachs estimates that if Brazil grows by 3.5
per cent until 2050, its economy will be bigger than
that of Japan. I think this is correct and that Brazil
may grow at a faster rate than 3.5 per cent, which is
something that European countries cannot achieve.

The important thing is for Brazil to conquer mar-
kets. Never have Brazilian products been so well re-
ceived abroad as they are now. Brazilian products are
fashionable now; the Brazilian flag is a a designer
label, it’s a brand. Therefore, despite the fluctuations,
Brazil is a lot less vulnerable as a country to external
shocks. Might it experience a recession? It might. In
which case, instead of growing by 20 per cent, trade
will grow by 10 per cent, or by eight per cent. But it
will maintain its level; it won’t recede.
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