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resident Lula’s State Visit in March 2006
is a reminder of the importance of Brazil
to the United Kingdom. Only three Heads
of State from Latin America have come on
State Visits and all have come from Brazil, President
Lula being the third. Under President Lula, Brazil has
continued its rise as a major global economy, attracting foreign investment from the UK and elsewhere
and becoming increasingly vocal in global negotiations on a range of issues.
Lula’s election victory in 2002, at the fourth attempt, took place in an atmosphere of considerable
uncertainty. Scared by his reputation as a firebrand
trade union leader, international financial markets
trading in Brazilian bonds showed signs of panic and
the country risk premium reached dangerously high
levels. Indeed, a debt default – as in Argentina in 2001
– seemed a real possibility at the time. A timely intervention by the International Monetary Fund (IMF)
helped to calm the situation, but it was not until the
composition of the new Brazilian government was
known that financial markets settled down.
Lula’s choice of ministers was very shrewd. As the
de facto leader of the left in Latin America, with a
consistent record in opposition to big business and
neoliberal economic policies, Lula might have been
expected to choose ministers that would have pleased
the rank and file of the Workers’ Party. Instead, he
chose experienced technocrats for the key economic
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and financial portfolios and turned to the career diplomats at Itamaraty (Brazil’s Ministry of Foreign Affairs)
to guide foreign policy. His aim was to continue the
macroeconomic stability that his predecessor, Fernando Henrique Cardoso, had secured so spectacularly
while laying the basis for the social reforms that had
inevitably been postponed.
President Lula has now been in power for over
three years. This is too short to provide a definitive
assessment of his government’s achievements and
much will depend on the outcome of the presidential elections at the end of this year, in which Lula
is widely expected to stand for re-election – possibly
against the candidate he defeated in 2002 (José Serra
of the Social Democratic Party and current mayor of
São Paulo). However, it is possible to make some preliminary judgements on the Lula presidency in four
areas: economic, social, political and international.
On the economic side, the greatest achievement has
been the expansion of Brazil’s trade with the rest of
the world. Despite the size of its population (nearly
190 million) and its Gross Domestic Product (10th
largest in the world), Brazil as late as 2000 was responsible for less than one per cent of world trade. Since
then exports have more than doubled, growing faster
than imports and generating a trade surplus that has
allowed Brazil to reduce its public debt, even repaying
the IMF ahead of schedule. Part of the improved export performance has been due to higher commodity
prices, helped by Chinese demand for soya and other
commodities, but Brazil has now made a qualitative
leap with regard to foreign trade with many more
companies involved and greater commitment to trade
promotion at all levels of government.
Inflation, once the scourge of Brazil with monthly
inflation rates before 1994 in excess of 50 per cent, has
continued to fall due to a tight monetary policy designed by Antônio Palocci, the finance minister, and
imposed by the Central Bank. This has reduced price
increases in Brazil to an annual rate of around five per
cent, but real rates of interest have remained among
the highest in the world and this has dampened domestic demand. As a result, GDP growth – although
positive – has been far below what might have been
expected from a country that is frequently compared
with China, India and Russia.
The modest growth performance has made it diffi-

cult for the government to achieve the social progress
to which it is undoubtedly committed. Poverty reduction has continued, helped by real increases in
the minimum wages and new social programmes designed to end hunger and encourage parents to send
their children to school. Yet unemployment remains
high, particularly in the industrial heartland of São
Paulo, and income distribution – the most unequal in
the world on some reckonings – is almost unchanged.
Furthermore, the government’s commitment to fiscal
rectitude, requiring a large primary surplus to ensure
the servicing of the public debt, has left the authorities
with little room for the public investments that could
help to advance social progress more rapidly.
It is a fair bet that, whoever wins the presidential
elections later this year, will push for lower nominal and real interest rates as a matter of urgency.
Although there is a small risk on the inflation side,
this will reduce the cost of servicing the public debt,
free up resources to be used on social programmes
and stimulate the economy through an increase in
domestic demand. It is not unlike the dilemma that
faced New Labour nearly ten years ago: during their
first term in office Prime Minister Blair and Chancellor Brown adopted strict economic policies to gain
the confidence of markets before relaxing the purse
strings after the 2001 election.
It is on the international stage that President Lula
has perhaps performed most successfully. MERCOSUL, the regional integration scheme, has been
held together during a difficult time; Venezuela has
joined as a full member (with voice but not yet vote)
while the relationship with the Andean Community
has been formalised to give Brazil a legitimate claim
to represent South America outside the hemisphere.
The Brazilian approach to the Free Trade Area of the
Americas (FTAA), while not in tune with that of the
United States, has effectively prevailed. Brazil – represented by Celso Amorim, the outstanding foreign
minister – has played a leading part in the Doha
Round of WTO trade negotiations through the formation of the G-20 and has ensured that the issue
of agricultural subsidies and protection will be at the
core of any final settlement.
Under President Lula, Brazil has also campaigned
hard for a permanent seat at the United Nations Security Council (UNSC), although UNSC reform this
year now looks unlikely. It is a fair assumption that
– should it happen in the next five years – Brazil will
be one of the new permanent members. And mindful
of the responsibilities that go with a permanent seat
on the UNSC, Brazil has been playing a leading role
in UN peace-keeping operations, leading the mission
in Haiti since 2004 under exceptionally difficult circumstances.

Brazil has come a long way in the last 20 years since
military rule was ended and in the 16 years since direct
presidential elections were restored. President Lula
must take his share of the credit for this progress. It is
a remarkable story for a man from the impoverished
Northeast who worked as a shoeshine boy when he
first moved to São Paulo (this is also how President
Alejandro Toledo began his working life in Peru). It is
all the more remarkable when one takes into account
the deep social and income inequalities in Brazil that
have often impeded upward social mobility.
Yet, as President Lula would be the first to admit,
the glass is only half-full. Brazil is still not performing
to its full potential and some problems have proved
very difficult to address. The destruction of the Amazon rainforest has continued despite the adoption of
the latest technology and new environmental legislation while social and domestic violence have proved
impossible to eradicate. Some of Brazil’s prisons are
time-bombs that occasionally explode with horrific
consequences. Under President Lula, however, Brazilians have become more aware of these conditions
and there has never been more debate – inside and
outside parliament – on how to tackle them. And the
Brazilian media have not been shy about drawing attention to these failings in Brazilian society.
Foreign investors and foreign governments should
not expect miracles in Brazil in the next few years, but
they will certainly find a willing and capable partner
for many of their ideas. And Brazil is quite capable of
innovation in its own right, whether it be through
pioneering approaches to energy use or through
improved methods of delivering urban public services.
And no doubt we will be reminded once again this
summer, at the World Cup, just how magnificent
Brazil’s contribution to the world’s greatest game
F
continues to be!
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