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Introduction

European direct investment in Brazil dates back to the discovery of the country and
has been since then either hegemonic or more important than a superficial observation can
grasp, as this work aims at showing. During the 20" century, the United States has replaced
Britain as the world’s economic power. US dominance in the world economy and
geographical proximity to Brazil would suggest that US investments were by far the largest in
the country during that century. Furthermore, as Japan had become the second largest
economy in the world in the 1980s, we would expect that this would be reflected in the data of
the largest multinationals in Brazil. However, as our investigation suggests, Western
European direct investment has been as large (and in many occasions even larger) as that of
the USA and Japanese firms have never had a prominent presence among the largest firms in
Brazil, at least until 2000.



From the 1900s to the 2" World War

The beginning of the 20" century marks a time of large transformations in the world
economy with the diffusion of the 2" Industrial Revolution and its productive, financial, and
organizational related changes. The new industrialized countries, such as the USA, Germany,
and Japan, began to challenge (and gradually surpass) British world industrial hegemony'. In
the first decades of the 20" century, Germany and the USA transformed themselves into net
exporters of capital to the rest of world, for the first time. These countries were also
competing in new markets and in those traditionally monopolized by the British®. As the most
developed economies were rapidly recovering from the Great Depression of the 19" century”,
direct foreign investment (DFI) was starting a new lending cycle to developing countries
(DCs)’.

In Brazil, DFI was not only substantially larger when compared with that of the second
half of the 19" century’, but also more diversified in terms of sectors. Furthermore, although
Britain was losing its relative participation (from 90% in 1860), Britain and France alone were
responsible for 60% of the total DFI invested in Brazil, being by far the largest foreign
investors in the country. Although, North American direct investment was growing fast in the
decade from 1903 to 1913 (US and Canadian participation grew from 3.8% in the 1860s to
30% in the 1910s°), up to 1914 US investment was much heavier in the neighbouring Mexico
and Central America. In Brazil, French and British direct investment far exceeded US
investments’. In terms of sectors, railways were still largely dominated by British capital,
although the sector was going through a rapid process of consolidation with the merger of
individual railways. However, the most important investment, in quantitative terms, was in
other public services, more specifically, in urban transport and electrification. As observed by
Castro, foreign investment in electricity was vital to the industrialization of the period, due to
the incapacity of the Brazilian private sector to raise the necessary funds to make these
investments. Furthermore, the existence of an industrial sector in the country demanding these
kind of services was an important factor behind the interest of DFI in Brazil, which otherwise
would not be as substantial. The boom in the construction sector in first years of the 20™
century, following the growth of many Brazilian cities, also attracted a large number of
foreign companies to the sector, mainly British. In banking, German, French, and Belgium
capitals have increased their participation. British and US firms divided the mining sector,
although the sector represented only 4.3% of total DFI invested between 1903-1913.
However, investment in mining was changing from precious metals to ore and other ferrous
metals, forming the basis for the future growth of the steel-making industry in the country. In
the import and export-sector, the effort of different countries to establish their commercial
basis in the country resulted in the diversification of the DFI in the sector. British firms
controlled more than 60% of rubber commercialisation, although two large US firms were
established in 1912 (Guaporé Rubber Co., the largest in terms of capital, and Goodyear Tire
Rubber Co of South America). Among the British companies is worth mentioning the
establishment of The Dunlop Pneumatic Tyre Co.* during these years.

The rapid industrial development in the most industrialized countries in the 1903-1913
period was followed by the invention of a large variety of new products, a number of them
science-based, requiring increasingly larger scales of production and distribution, growing
mass markets, sophisticated management structures, and big internationalised companies’,
clear “push” factors. Thus, whenever import tax barriers, costs of transport and other reasons
turned the export of industrial production more profitable, these internationalised big firms
were willing to establish in countries where there was an established domestic market, a clear



“pull” factor behind these investments'®. They tend to establish commercial representative
offices and, later on, the assemblage of products''.

In 1896, for example, Bayer (the chemical German firm) appointed a representative in
Brazil and in 1911 it set up its own commercial office in Rio de Janeiro'”. In the early 20"
century, Royal Dutch Shell expanded with acquisitions in Europe, Africa and Americas,
propelled mainly by “push” factors: “These were exciting times for the oil industry, as the
mass production of cars had open up a vast new market”". In Brazil, Shell began distributing
gasoline and kerosene in 1913'*. Siemens also set up a commercial office in Rio de Janeiro in
1895 and in 1905 the company was established, although manufacturing had started only in
1938". In other opportunities foreign capital just acquired established domestic firms. In
1903, a Portuguese immigrant (Albino Souza Cruz) was the first to produce machine-made
cigarettes in Brazil. The innovation eliminated the work to separate and stretch the straw, to
cut the cord tobacco, and to roll the cigarette. However, demand soon surpassed production
capacity and Souza Cruz bought another tobacco firm. However, in 1914, due to
technological reasons, Souza Cruz was forced to sell the company to British American
Tobacco (BAT)'®.

Thus, in the period before the 1% World War Western European direct investment was still
by far the largest in Brazil, although North American investment was growing fast.
Furthermore, multinational firms were also changing from the “standing by firm” form to the
multidivisional and managerial form'’.

Despite the acquisition of Souza Cruz by BAT in 1914, the 1 World War disrupted
almost every aspect of the world economy'®, bringing the flow of DFI to Brazil nearly to a
halt. With the risks involved in the maritime transport and the need to produce goods for the
War efforts, multinationals concentrated their attention in their countries of originlg, most of
which were involved in the War.

Although the immediate years following the end of the 1** World War was marked by
a severe recession, especially in Britain and Japan, there were sufficient continuities with the
pre-War economy which provided a favourable climate for DFI expansion. The rapid
industrialization in the USA, Australia, Canada, Brazil and India, among other countries,
represented important opportunities for DFI, as world trade recovered in the 1920s*. The
dynamism of the Brazilian economy in the 1920s was largely due to the rapid expansion of
the coffee sector. The favourable situation of the balance of payment during the 1920s caused
the valorisation of the local currency, which, combined with the rise of the local prices,
diminished any protection that the domestic industry had against foreign competitors®'. Thus,
the combination of “push” and “pull” factors brought a renewed flow of DFI to Brazil during
the 1920s.

Although the growth of the textile industry was extremely slow, other industrial
sectors grew much more rapidly in the 1920s, followed by a notable tendency of industrial
diversification®*. As observed by Gongalves, from the 1920s on, DFI had an important role
both in the expansion of the industrial production in Brazil and in the diversification of the
industrial structure of the country”. Multinationals were now investing mainly in the industry,
as opposed to public services and infrastructure, the main sectors of FDI during the 19"
century. Therefore, in the inter-war years multinationals invested in several industrial sectors
in Brazil, such as paper, tobacco, matches, textiles, shoes, food, railway equipment, bulbs,
transformers, domestic appliances, automobiles, paper bags, metallurgy, cement, glass,
chemical and pharmaceutical products**. The industrial diversification of the 1920s has been
currently attributed to several reasons, among them, government exception of import taxes
over equipments and subsidies®.

Western European firms were among the leaders in several of these sectors. In 1920,
in the tobacco industry, Souza Cruz expanded vertically its production in the country, with the



establishment of its first plant to benefit tobacco, in the state of Rio Grande do Sul, and the
acquisition of a lithograph firm, in Rio de Janeiro®®. Furthermore, in 1923 Souza Cruz began
to build the largest cigarette factory in Latin America®’, opening up the way to its leadership
in this industry in Brazil. In 1920, the French company Rhodia built its first plant in Brazil to
produce chemical products. Nine years later, Rhodia established itself in the textile sector
through the Companhia Brasileira de Sedas Rhodiaseta, producing artificial threads™, a
diversification strategy to exploit economies of scope. In 1921, Bayer founded the Chimica
Industrial Bayer Weskott & Cia., which besides importing and commercialising products from
the parent company, began the local production of medicines®. Four years later Bayer
founded the company Alianga Comercial de Anilinas to commercialise dyes produced in
Brazil and imported from Germany™, also a strategy of related diversification. In 1921 also,
the Companhia Siderurgica Mineira, the first integrated steel-making mill, founded by a group
of Brazilian engineers, was acquired by ARBED, from Luxembourg, which created the
Companhia Sidertrgica Belgo-Mineira. Over the 1920s, the new company invested in the
growth of the productive capacity of its mill in Sabara, Minas Gerais®'. In the food industry,
Nestlé was authorized by a presidential decree, published on 11 January 1921, to start
operating its Brazilian plant in the city of Araras, Sdo Paulo™. In 1924, the Dutch company
Philips opened its first commercial office in Brazil to import bulbs and, in the following years,
radios®. In 1926, the Swedish company Electrolux was established a commercial office in
Sdo Paulo®®. Finally, in 1929, as part of its internationalisation strategy, Pirelli (the Italian tyre
and cable company) set up a new affiliate in Sdo Paulo to manufacture insulated wiring and
cables for power and telecommunications™.

During the inter-war years, as the European Allies were rebuilding their own
economies after the 1* World War and Germany had many investments confiscated by
national authorities in Latin America, we would expect US direct investment to have
surpassed European (especially British) direct investment®®. However, in 1930 more than half
of the foreign capital in Brazil was still British, although US participation alone was growing
fast, totalling nearly a quarter of FDI in the country during that year’’. As foreign investment
in Brazil was virtually paralysed after the Great Depression of 1929, it is reasonable to
conclude that Western Europe was the largest foreign direct investor in Brazil up to the 2™
World War, albeit the substantial growth of US direct investment. In fact, in the 1930s very
little foreign investment entered in Latin America. As observed by Grosse:

“The stock and flows of direct foreign investment declined as well, due to diminishing

market capacities of the [Latin American] countries and also to increased restrictions

on the transfer of earnings abroad ™.

The Great Depression of the 1930s caused a strong negative impact over the Brazilian
exports. The drop in the value of the Brazilian exports and the need of a large amount of
foreign currency to finance the external debt, forced the Brazilian government to take drastic
measures, such as the suspension of the payment of the external debt and the adoption of
currency exchange controls®’. Moreover, the constitutions of 1934 and 1937 imposed
restrictions to the presence of foreign capital in strategic sectors, such as mining, petrol,
hydroelectric energy generation and supply, banks, insurance, and maritime and air
transport”'. That was the beginning of the Vargas Era. Under Gettlio Vargas’ government
(1930 to 1945) coffee bourgeoisie lost its hegemonic political power and was replaced by the
emerging industrial class. From then on, industrialization was intensified**. Vargas began to
pursue policies that supported import substituting industrialization (ISI) and “helped to ensure
that there would be domestic demand for manufactured goods by artificially supporting coffee
prices”™. The conjunction of these events and measures forced foreign companies to establish
in Brazil, a typical “pull” factor.



Despite the difficulties of the 1930s, Western European companies continued to invest
in the country. Souza Cruz, for example, opened several plants all over the country,
consolidating its leading position in the sector in the 1930s and 1940s*. In 1931, Rhodia
began manufacturing artificial silk and in 1934 the company opened up a unit of Valisére to
produce women’s underwear™. In 1935, Belgo-Mineira began to build a new mill, which was
inaugurated two years later. Besides this new mill, the company continued to invest in the
growth of its productive capacity all over the 1930s and 1940s*®. At the beginning of the
1930s Unilever began operating in Brazil'’ and on the eve of the 2" World War, Siemens
began manufacturing transformers in the country™.

With the beginning of the 2" World War, the demand for Latin American’s
commodities increased, especially by Britain and the USA. However, Latin American
economies, including Brazil, were not able to attract noticeable increases in DFI until after the
end of the War". Furthermore, European firms in Brazil suffered the consequences the
outbreak of the War in Europe. Bayer, for example, was “nationalised” and operated under the
intervention of the army, while the Alianga Comercial de Anilinas was sold to a Brazilian
group’’. Electrolux turned its production to supply the Sweden army’', which certainly may
have disrupted its commercial operations in Brazil. Imports from the parent company during
the war years were suspended and forced Philips in Brazil to survive by selling from electrical
engines to insecticides’>. Rohdia was also forced to diversify its operations in Brazil. In 1942
the company began planting sugar cane to produce alcohol in order to operate its factories in
the country. This was the beginning of one of the most important industrial complex of the
chemical sector in the country™”.

Thus, from 1914 to late-1930s, European countries continued to be the major investors
in Brazil, despite the problems caused by the 1% World War and the Great Depression of the
1930s. Furthermore, new Western European direct investments gradually tended to go to
industry instead of public services. They largely contributed to the diversification of the
industry in the country, alongside US firms>*, which became the major investors in Brazil in
the 1940s. However, as mentioned before, prior to and during the 2™ World War the
participation of foreign companies in the industrial sector was rather limited. During the post-
war period, industrialization in Brazil would be the result of a deliberate policy of vertical
substitution of imports, in which the role of multinationals would grow enormously.

But the changes in the nature of DFI after the 2" World War were not restricted to the
US supremacy in international business. After the 2" World War, the developing world lost
its relative importance as a host region when compared with the previous period. From then
on, DFI increasingly flowed between the developed economies™.

By the end of the 2" World War, US direct investment had already surpassed that of
the European taken as a whole™ for the first time. Furthermore, US hegemony in the post-2"
World War resulted in a North American dominance of Brazilian DFI>’.

From the Post-2"" World War to the “Miracle Years”

In the post-2"" War period, multinationals would occupy a centre stage in the
industrialization of Latin America and stamp their mark on the entire pattern of industrial
development of the region, especially after the mid 1950s. Latin America had become an
important area of international competition between US and Western European capital®®.

As mentioned before, US direct investment had become dominant in the Brazilian
economy in the 1940s. According to the Brazilian Central Bank, up to 1950 direct foreign
investments and reinvestments in Brazil totalled US$ 307 million, of which nearly a third
(US$ 97,945 million) was from the USA. Moreover, of the new investments in the country
(US$ 183 million), Canada (almost US$ 94 million) and the USA (US$ 40 million) together
accounted for more than 73%°. In 1951, US direct investment already accounted for nearly
44% of the total foreign investment in Brazil®’. However, the years from 1947 to 1954 the net



flow of FDI to the country was negative, due to a number of “push” and “pull” factors: the
post-war rebuilding of Europe and the changes in the nature of DFI, as mentioned above, by
the one side, and the restriction to the remittance of profits, low level of industrialization and
income, and the small size of the domestic market, by the other side®!. Nevertheless, there is
evidence of Western European direct investment in the country from the end of the 2" World
War to 1954.

In 1946, the Sweden firm Asea began commercialising automobile lights and dynamos
for bicycles®. In 1947, Belgo-Mineira started operating its plant to manufacture tubes in Jodo
Monlevade, Minas Gerais, and acquired the firm CIMAF — Companhia Industrial ¢ Mercantil
de Ferro e Ag¢o, which was founded in 1944. In 1949, Belgo-Mineira inaugurated its
hydroelectric mill in Jodo Monlevade and three years later it also acquired the control of
Samitri — S.A. Mineragdo Trindade, a mining company®, a strategy of vertical integration. In
1948, Philips established a factory to produce illumination products. Two years later, the
company started manufacturing radios and in 1953 it began the local manufacturing of
televisions®®. In 1949, Electrolux founded the company Refripar and a year later it began
assembling domestic appliances, such as vacuum cleaners®. In 1949, Rhodia established the
Companhia Rhodosa de Rayon to produce rayon cloth and began the local production of
penicillin®. In 1952, the Swiss firm Brown Boveri acquired the control of IBED — Industria
Dinamo Elétrico do Brasil, a manufacturer of small electric engines and transformers®’.
During the same year, Siemens bought a peace of land in Sio Paulo to build its plant®®. In
1954, the Sweden firm Asea inaugurated its plant in Sio Paulo®. Finally, also in 1954, Bosch
started to manufacture auto parts in Brazil .

Thus, although the decade after the end of the 2" World War the net flow of DFI to
Brazil was negative and US direct investment far exceeded that of Western Europe, several
European multinationals were investing in Brazil in new sectors, in expanding their
production capacities, and/or in substituting imports from their parent companies.

The year of 1955 marked another turning point of DFI in Brazil. The flow of DFI to
the country grew considerably, due to a number of initiatives taken by the Brazilian
government to attract foreign capital. Back in 1953, the government had reduced the
restrictions to the remittance of profits. Two years later the Brazilian government gave special
incentives to foreign investors to import capital goods and established a clear industrial
policy, known as the “Plano de Metas”, under the Kubitschek’s presidency (1956-1960)"".
Furthermore, policymaking in Brazil decided to replace horizontal ISI, first implemented by
Vargas in the late 1930s and early 1940s, by vertical ISI">. The objectives of this shift were:

“(...) to broaden the range of local production to include consumer durables,
especially the automobile, and to build up local manufacture of the capital and
intermediate goods that were causing the big drain on the balance of payments. The
investments required were more technologically sophisticated and capital intensive
than those required by horizontal ISI, thus making TNCs rather than local capital the
most likely instrument.””

Multinationals were ready to respond, mainly because the growth of their investments
in the most developed countries, especially in the USA, did not demand all the resources that
they commanded’®. According to the Brazilian Central Bank, direct foreign investments and
reinvestments more than tripled in the period from 1951 to 1960"°. Thus, a combination of
“pull” and “push” factors was behind the growth of DFI in Brazil after 1955. Furthermore,
sector distribution of DFI in Brazil after 1955 went beyond just a concentration in
manufacturing, but also within the manufacturing sector DFI was more diverse in term of its
origin’®. Although the USA alone was still responsible for more than 42% of the total amount,
if we take into account just the new investments during this period, US participation was
much smaller (nearly 35%) than that of Western European countries (more than 49%).



Canadian new investments during this period were less than half when compared to the period
up to 1950".

In 1956, the Brazilian government has introduced a plan aiming at establishing a
national automobile industry in the country. The plan restricted imports and obliged
multinational automobile companies to opt between abandoning the profitable Brazilian
market or to begin, within five years, with the help of fiscal incentives, to manufacture
vehicles with 90 to 93% of national parts. Up to that time, all the vehicles in the country were
either imported as complete kits or partially assembled in the country by multinational
subsidiaries or even by licensed domestic firms’®. For several years, beginning in the 1950s,
the Alfa 2000 was built under license as an FNM (the Fabrica Nacional de Motores, a state-
owned company, established in the 1940s”"). Thus, in 1949, Volkswagen carried out a survey
in the Latin American market, which indicated that Brazil was the best location for the
establishment of its first plant outside Germany. In 1953, the company started to assembly the
first Beetles, with parts imported from Germany. From 1953 to 1957, Volkswagen produced
2,820 vehicles (2,268 beetles and 552 Kombis). In 1956, Volkswagen decided to build a plant
in Sdo Paulo and in the next year the company produced the first Kombis in Brazil, with 50%
of its parts manufactured in the country. In 1959, the company started producing the Beetle,
which rapidly became a market success. Then, Volkswagen began to develop local suppliers
and in 1961 both Beetle and Kombi used 95% of national parts™.

Other European firms followed the steps of Volkswagen. In 1955, Bayer was back in
Brazil with the establishment of Aromatina AS (a fragrance manufacturing company). In the
next year (1956), Bayer bought back the Bayer do Brasil and Alianca Comercial de Anilinas,
and acquired the Companhia de Acidos. In 1958, Bayer founded the company Farmaco®'. In
1955, Philips began the local production of valves, bulbs, and glass components for bulbs. In
1957, the company began producing tube images for TVs and fluorescent bulbs®. These
investments show clearly that Philips was following a strategy of vertical integration in
Brazil. In 1955 also, Rhodia started producing artificial threads and a year later it began
building a chemical plant®”. Two years later, Scania inaugurated its first plant in Latin
America, in So Paulo, to produce lorries®*. During the same year, Brown Boveri inaugurated
its first plant in Brazil, employing one thousand workers®. In 1959, the German company ZF
AG inaugurated its first plant outside Germany to manufacture auto parts*’.

To sum up, the second half of the 1950s witnessed a new surge of DFI in Brazil due
to “pull” and “push” factors. Moreover, DFI was not only substantially larger when compared
to the first decade after the end of the 2" World War, but it was also an important instrument
in the vertical strategy of ISI implemented by the Brazilian government. Finally, Western
European direct foreign investment was regaining its importance it had enjoyed in the pre-war
period in the country.

Although the Brazilian economy lost its dynamism in the 1960s, due mainly to
successive political crises®’ DFI nearly doubled during this period. Although the USA was
still the largest direct investor in country, its participation in the new investments in Brazil
had shrunk to 27.6% (or US$ 322,313 million). Even if we take into account Canadian new
direct investment (US$ 91,264 million), North American participation in new DFI in the
country accounted for 35.4% of the total. At the same time, Western European new direct
investments in Brazil accounted for 44.6% (or US$ 520,594 million)*. These figures are
corroborated by the fact that in 1967, after the military coup, Brazil had slightly less US DFI
than Mexico®. Thus, in the 1960s Western European DFI had consolidated its position as the
larger foreign direct investor in Brazil, a position it lost only in the 1940s due to the 2" World
War.

The period from 1969 to 1973 was known as the “Brazilian Miracle”, under the
military regime that took power in 1964. The new regime had implemented several changes in



the Brazilian economy, the results of which started to be felt in 1969°°. Growing rapidly
during these years, the Brazilian economy was one of the favourites destinies of direct foreign
investment’'. Furthermore:

“The trend toward increasing US domination of DFI which was evident in the

immediate post-World War II period has now reversed itself.”*

There was now a dispersion of sources of DFI in Brazil, due to changes in the structure of the
capitalist world economy, which affected the character of DFI. Brazil was no longer seen
simply as a profitable domestic market, but it was treated as an overall strategy of
“worldwide sourcing”:

“TNC subsidiaries in the semiperiphery play a role more like that of facilities in the

core, and yet at the same time their fate is more thoroughly determined by the plans of

the parent, since most TNCs manufactured exports from countries like Brazil and

Mexico are “intrafirm” sales between affiliated corporate units. The markets in which

these subsidiaries sell are now less under the potential control of Brazil and Mexico

and more under the administrative control of individual TNCs.

Therefore, in 1969, twenty European companies were classified among the top 100
largest business enterprises in Brazil. The ranking was based on an indicator combining net
assets and profits, and it included state, domestic, and foreign companies. The 100 largest
firms represented almost 72% of the total net assets of the top 500. Western European firms
accounted for more than 10% of the net assets of the 500 largest firms and more than 14% of
the top 100 firms. Germany was the country that counted with the largest number of firms (4),
followed by Britain and France (3); Netherlands, Sweden, and Belgium (2); and Italy,
Luxembourg, and Switzerland (1). Finally, Britain and Netherlands also counted with a joint
entrepreneurship in the list (Shell). Together, Western European firms represented the largest
direct foreign investment in the list of the 100 largest firms in Brazil, although separately no
European country matched the United States and Canada, as shown in Table 1. However, in
the latter case the Canadian group Light solely represented more than 93% of the net assets of
the Canadian firms”*. Western European firms were larger (Cr$ 181,124.3 in net assets), on
average, than their US counterparts (Cr$ 133,503.7 in net assets) and approximately 83% of
the average size of all foreign firms ranked among the top 100 in Brazil (Cr$ 217,674.6 in net
assets) in 1969.

Table 1 — The Largest Foreign Firms among the Top 100 in Brazil, by Country, Net Assets (in thousand
Cr$), Percentage of Net Asset over the Top 500 and over the Top 100, in 1969.

Countries No. of Net Assets (in % of Net Asset % of Net Asset
Firms thousand Cr$) over Top 500 over Top 100

Germany 4 941,711 2.67 3.71
Britain 3 638,713 1.81 2.51
France 3 608,952 1.72 2.40
Netherlands 2 201,293 0.57 0.79
Sweden 2 185,374 0.52 0.73
Belgium 2 175,760 0.49 0.69
Italy 1 335,782 0.95 1.32
Luxembourg 1 235,217 0.66 0.92
Britain/Netherlands 1 175,207 0.49 0.69
Switzerland 1 124,477 0.35 0.49
Total Europe 20 3,622,486 10.27 14,28
United States 14 1,869,053 5.30 7.36
Argentina 4 390,654 1.10 1.54
Canada 2 2,093,785 5.54 7.70




Total Rest of the World 20 4,353,492 12.35 18.36
Top 100 100 25,361,972 71.95 100.00
Top 500 500 35,248,528 100.00 -

Source: Adapted from Conjuntura Econdémica, Rio de Janeiro: FGV, Vol.24, No. 9, 1970, pp.64-70.

Souza Cruz was the largest European firm in Brazil and second largest private owned
company, behind the Canadian Light Servicos de Eletricidade. Souza Cruz was also the third
largest private owned company in terms of profits (Cr$ 108,651,000), behind Light (Cr$
406,887,000) and the Brazilian group Votorantin (Cr$ 110,473,000)"°. Volkswagen was the
second largest European firm in Brazil by net assets, followed by the French Rhodia and the
Italian Pirelli (see Table 2). In terms of profits, Souza Cruz (Cr$ 108,651,000) was also the
largest European firm in Brazil, followed by the Swedish Ericsson (Cr$ 56,714,000) and
Volkswagen (Cr$ 54,384,000)°.

In terms of sectors, European firms spanned from automobiles, tyres and petrol
distribution, to chemicals, tobacco, steel, machinery, textiles, food, construction material,
electric appliances, matches and paper. Nevertheless, it is possible to observe a certain
industrial specialization among the firms from the different European countries. German
firms, for example, were concentrated in the heavy and more capital-intensive industries such
as automobiles, steel, and machinery. Apart from Shell, British firms were concentrated in
light industries such as tobacco, textiles, and paper, although tobacco required large scales in
distribution and promotion. French companies were more diversified in terms of sectors,
ranging from chemicals to textiles and material construction. Dutch firms (Philips and
Ibrape) were specialized in electric appliances, while Pirelli (Italy) and Nestlé (Switzerland)
were major players in tyres and food””.

Thus, in 1969, European firms combined accounted for half of the foreign firms
ranked among the top 100 by net assets. Furthermore, they represented more than 45% of the
total net assets held by the 100 largest foreign firms in Brazil. Together, they held almost as
much as twice the total of net assets held by the US firms in Brazil. However, this would not
last long as the analysis of the 1970s will show. Furthermore, German investment (Cr$
941,711,000 in net assets), the largest among the Europeans, represented nearly half of that of
the US.

From the Post-“Miracle Years” to the Lost Decade

Differently from the case of 1969, the figures for 1975 include the top 550 firms in
Brazil: the 500 largest private companies and the 50 largest state-owned. During this year, the
largest 100 companies accounted for more than 81% of the total net assets of the top 550
firms in Brazil. The number of European companies among the top 100 firms had dropped to
16, a trend that can also be observed in the case of the firms from the rest of the world (they
totalled 20 in 1969 and were 15 six years later, as shown in Table 2). This meant that state-
owned (jumping from 24 in 1969 to 26 in 1975) and domestic private companies (jumping
from 36 in 1969 to 42 in 1975) had grown in number among the top 100 during this period’,
a conclusion not coherent with the feeling of denationalization of the largest companies in
Brazil that prevailed during that time””.

European firms accounted for 5.9% of the combined net assets of the top 550
companies in the country and more than 7% of the top 100, participation that represented
nearly half of that found for 1969. However, European firms together were responsible for the
biggest part of the DFI among the top 100 during that year. Nevertheless, as in 1969, no
single European country matched the individual participation of both the United States and
Canada (see Table 2). On average, European firms (Cr$ 1,269,726,375 in net assets) were
larger than their US counterparts (Cr$ 762,251,636 in net assets) and nearly 95% of the
average size of the non-European foreign firms in Brazil (Cr$ 1,343,604,466 in net assets).
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However, the figures for the rest of the world are very much influenced by the participation of
a single firm (Light, the largest private company in Brazil, in net assets).

Four German companies were among the top 100 companies in net assets in 1975, the
largest number of firms per European country: Volkswagen, Mercedes-Benz, Mannesmann,
and Krupp. This meant that Germany remained the single largest European investor in Brazil.
France followed with 3 firms (Rhodia, Vidraria Santa Marina, and Brasilit), Italy (Pirelli and
Sade-Sul) and Switzerland (Nestlé and Ciba-Geigy) with 2, Britain (Souza Cruz),
Luxembourg (Belgo-Mineira), Netherlands (Philips), and Belgium (Eletro Cloro) with 1.
Shell, the British/Dutch oil firm continued to be ranked among the top 100, but the decrease
of British participation is evident. Three British firms ranked among the top 100 in 1969 and
only one remained in 1975 (Souza Cruz).

Table 2 — The Largest Foreign Firms among the Top 100 in Brazil, in Number of Firms, Net Assets (in
thousand Cr$), Percentage of Net Asset over the Top 500 and over the Top 100, in 1975.

Countries No. of Net Assets (in % of Net Asset % of Net Asset
Firms thousand Cr$) over Top 500 over Top 100

Germany 4 6,781,215 1.97 2.42
France 3 2,352,490 0.68 0.84
Italy 2 2,373,329 0.69 0.84
Switzerland 2 1,419,617 0.41 0.50
Britain 1 2,611,785 0.75 0.93
Luxembourg 1 1,803,726 0.52 0.64
Britain/Netherlands 1 1,467,508 0.42 0.52
Netherlands 1 983,354 0.28 0.35
Belgium 1 522,598 0.15 0.18
Total Europe 16 20,315,622 5.90 7.26
United States 11 8,384,768 2.43 2.99
Canada 2 11,211,725 3.26 4.00
Argentina 2 1,243,121 0.36 0.44
Total Rest of the World 15 20,154,067 5.86 7.20
Top 100 100 279,700,373 81.33 100.00
Top 500 500 343,883,192 100.00 -

Source: Adapted from Exame Melhores & Maiores, Sdo Paulo: Abril, September 1976, pp.26-47 and Exame
Melhores & Maiores, Sdo Paulo: Abril, September 1977, pp.34-67.

In terms of sectors, we can observe a larger diversification when compared with the
late 1960s. Apart from automobiles, steel, machinery, chemicals, textile, tyres, food, tobacco,
construction material, electric appliances and paper, firms producing glass and pharmaceutical
products also ranked among the top 100",

If net assets give us a reasonable picture of the size of the firms, it does not give us a
picture of market share. Sales are more useful for showing that and tend to be a better
indicator of the future of the companies. Therefore, as the figures for sales became available
from 1975 onwards, and also due to space considerations, we will use solely this indicator
henceforth to analyse the size and importance of European direct investment in Brazil in the
following two and half decades.

The ranking of the top 100 largest firms in Brazil by sales in 1975 shows a not very
different picture from that of the ranking based on net assets. The sales of the top 100 firms
were nearly 60% of the combined sales of the top 550. Eighteen European companies ranked
among the top 100, the same number of US firms. However, the combined sales of the
European firms were almost as large as that of the combined sales of all the non-European
foreign firms (US included). Furthermore, average sales of European firms (Cr$
3,649,815,166) were substantially larger than the average sales of their US counterparts (Cr$
2,624,554,333) or that of all the non-European firms (Cr$ 2,708,419,480). In other words,
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European multinationals had a larger participation of the Brazilian market. Furthermore, sales
of German firms were second only to their US counterparts, as shown in Table 3.

The largest European firms in Brazil by sales were mostly concentrated in the heavy,
technology and capital-intensive sectors. The only exception was Peg-Pag, a British chain of
supermarkets. Again, British firms were very much represented by firms in lighter industries
or non-financial services, as happened in 1969 when a textile (Linhas Corrente) and a paper
(Pirahy) firm ranked among the top British firms in Brazil. German firms continued to
dominate the rank of the largest European firms either in numbers or sales. Volkswagen was
the second largest company in Brazil by sales, behind the state-owned oil company
Petrobras'”'. Among the Europeans, Volkswagen was followed by Shell and Mercedes-Benz.

Table 3 — The Largest Foreign Firms among the Top 100 in Brazil, in Number of Firms, Sales (in

thousand Cr$), Percentage of Sales over the Top 500 and over the Top 100, in 1975.

Countries No. of Sales (in % of Sales over % of Sales over
Firms thousand Cr$) Top 550 Top 100

Germany 4 23,721,109 4.42 7.50
Britain/Netherlands 2 14,092,579 2.62 4.46
Italy 2 5,622,288 1.04 1.77
Britain 2 5,062,159 0.94 1.60
Switzerland 2 4,470,144 0.83 1.41
Sweden 2 3,663,916 0.68 1.15
France 1 3,297,127 0.61 1.04
Netherlands 1 2,594,000 0.48 0.82
Luxembourg 1 2,049,574 0.38 0.64
Belgium 1 1,123,777 0.20 0.35
Total Europe 18 65,696,673 12.25 20.79
United States 18 47,241,978 8.81 14.95
Canada 3 12,192,679 2.27 3.85
Argentina 3 7,192,830 1.34 2.27
Japan 1 1,083,000 0.20 0.34
Total Rest of the World 25 67,710,487 12.62 21.43
Top 100 100 315,883,192 58.91 100.00
Top 550 550 536,141,863 100.00 -

Source: Adapted from Exame Melhores & Maiores, Sdo Paulo: Abril, September 1976, pp.26-47 and Exame
Melhores & Maiores, Sdo Paulo: Abril, September 1977, pp.34-67.

To sum up, Western European direct investment was the most important in Brazil in
1975. Western European firms were larger, on average, either in net assets or sales. They also
numbered almost half of the largest foreign firms in Brazil and Germany continued to be the
largest single Western European investor. Nevertheless, at the beginning of the 1980s their
prominence was be challenged by US firms.

In 1980, the 100 largest firms by sales in Brazil accounted for more than 60% of the
sales of the top 550. Twenty-one European firms ranked among the top 100, against 20 from
the rest of the world. Compared with the figures for 1975, European firms grew in number in
detriment of the firms from the rest of the world, since the overall number of foreign firms
among the top 100 had decreased in 1980 (from 43 in 1975 to 41 in 1980). Together,
European firms were the largest investors in Brazil, although, once more, separately none
European country matched the United States. However, the power of US firms had increased
since 1975. This can be best illustrated by the comparison of average sales. On average, sales
of European firms amounted to Cr$ 41,866,204,140, while that of their US counterparts
amounted to Cr$ 43,155,950,680. Nevertheless, European companies were still above
average, since the sales of the firms comprising the rest of the world (US included) amounted
to Cr$ 39,218,041,800. Thus, in comparison to their relative sales in 1975, European firms
had shrunk relatively to the US multinationals in Brazil. But, the importance of European
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direct investment in Brazil in 1980 is undisputable, although US firms were growing and
getting larger.

The number of German firms (7) among the top 100 in 1980 increased when compared
with 1975 (4). German firms had also grown into sectors like electronics (AEG Telefunken)
and auto-parts (Bosch)'”>. However, Shell was the largest European firm in sales. British
participation had shrunk to Souza Cruz, still one of the largest European multinationals in
Brazil. Fiat, the Italian automobile manufacturer, ranked for the first time among the largest
firms following its establishment in the second half of the 1970s. Makro also ranked for the
first time among the largest Dutch firms, as it did Saab-Scania among the Swedish firms.
Gessy Lever, a Unilever subsidiary and also a British and Dutch joint entrepreneurship,
ranked among the top 100 for the first time too.

European largest firms in Brazil continued to take advantage of scales of production,
capital, technology, distribution and promotion. In the non-financial service sector, the Dutch
giant wholesaler Makro replaced the British retailer Peg-Pag. Thus, as European direct
investment in Brazil grew and became more diversified, it was challenged by US
multinationals in the country. However, as European firms would overcome US firms in the
early 1990s this suggests that either they were influenced by different business cycles at home
or different factors were behind their investment decisions in Brazil.

The 1990s

In 1990, the largest 100 firms in Brazil accounted for more than 58% of the sales of
the top 550. European firms represented almost 13% of the sales of the 550 largest companies
in the country and nearly 23% of the top 100, as shown in Table 4. However, comparison
between European and US firms in the early 1990s is not easy because the joint-venture
between Ford and Volkswagen, to form Autolatina, the largest private company and the
second largest among the top 550, blurs the analysis. As Volkswagen became the largest
partner in the joint venture we decided to count Autolatina as an European direct investment,
which of course is not true. However, even if we split Autolatina in two and count half of it as
US investment and the other half as European, the conclusion does not change. On average,
European firms were once more larger than US firms. Counting Autolatina as European, they
averaged US$ 1,451,5 millions, while their US counterparts averaged US$ 1,135.4 millions.
Counting Autolatina as half European and half US, the former ones averaged US$ 1,291.8
millions and the latter ones US$1,267.1 millions'®. Furthermore, it is interesting to note that
in 1990 the largest multinationals by sales were almost solely Europeans or US firms, as
shown in Table 4. This is an undisputable evidence of the importance of US and, specially,
Western European direct foreign investment in Brazil.

Germany continued to hold the largest number of firms among the top 100 (3 if we do
not count Autolatina). Although the Dutch Philips do Brasil and Philips Amazdnia were, in
fact, the same firm, Shell and Gessy Lever were both British and Dutch. Italy, Switzerland,
and France had two companies each. The French retailer Carrefour was the new entrant in the
list, and together with the Dutch wholesaler Makro they were becoming major players in the
non-financial service. This points to a smaller concentration in terms of countries among the
largest Western European firms in Brazil, as shown in Table 4.

Thus, Western European firms in 1990 were slightly larger than their US counterparts,
a position they had lost in 1980. Furthermore, their distribution among the largest Western
European economies was less concentrated, a trend that should deepen in the end of the
1990s. Finally, Western European and US firms dominated DFI among the top 100 firms in
Brazil, a trend already observed in the recent past and that would continue to take place at the
beginning of the new century.

The 1990s was a decade of big transformations in the Brazilian economy. Privatisation
of state-owned companies, monetary stabilization with the implementation of the Real Plan,
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the creation of Mercosul, and the more opened outlook of the economic policy, combined
with a favourable influx of foreign investment towards the so-called “emerging economies”,
has brought a new wave of DFI into the economy. Western European firms have played a
major role in this new movement, as we can see from the analysis of the top 100 firms in the
year 2000.

Table 4 — The Largest Foreign Firms among the Top 100 in Brazil, in Number of Firms, Sales (in
thousand USS$), Percentage of Sales over the Top 500 and over the Top 100, in 1990.

Countries No. of Sales (in % of Sales over % of Sales over
Firms thousand US$) Top 550 Top 100

Germany 3 2,375.5 1.22 2.10
Netherlands 3 2,263.0 1.17 2.00
Britain/Netherlands 2 4,775.1 2.47 4.22
Switzerland 2 2,078.5 1.07 1.83
Italy 2 1,892.4 0.97 1.67
France 2 2,470.2 1.27 2.18
Germany/US 1 5,430.9 2.81 4.80
Britain 1 2,890.6 1.49 2.55
Sweden 1 500.0 0.25 0.44
Total Europe 17 24,676.2 12.77 21.82
United States 11 12,490.4 6.46 11.04
Canada 1 497.6 0.25 0.44
Argentina 1 534.0 0.27 0.47
Total Rest of the World 13 13,522.0 6.99 11.96
Top 100 100 113,039,6 58.51 100.00
Top 550 550 193,186.1 100.00 -

Source: Adapted from Exame Melhores & Maiores, Sao Paulo: Abril, August 1991, pp.46-69.

In 2000, the sales of the top 100 largest firms totalled almost 58% of the sales of the
top 5 50", Twenty-nine European firms ranked among the top 100 (a number that has nearly
doubled since 1990 when they were 17), while foreign firms from the rest of the world
totalled twenty four (United States 19, Argentina 2, Canada, Japan, and Chile (1). The sales of
the largest European firms represented more than 16% of the sales of the top 550 (against
nearly 12% for foreign firms from the rest of the world) and nearly 29% of the sales of the top
100. Among the largest foreign firms in Brazil in 2000, by sales, another 24 were from the.
The combined sales of the represented of the sales of the top 550 and approximately 20% of
the sales of the top 100. Thus, the comparison of the figures for Europe and the rest of the
world show clearly the importance of European capital in 2000. Furthermore, the growth of
foreign firms among the largest 100 companies in Brazil is also undisputable and a strong
evidence of the denationalization of the Brazilian domestic largest firms. On average, the
sales of European firms (US$ 1,994.6 millions) were larger than that of the firms from the rest
of the world (US$ 1,705.4 millions) and from the United States (US$ 1,882.7 millions)'®”.
However, no European country matched the United States, the single largest investor in
Brazil, with 19 firms among the top 100, totalling US$ 57,843.8 millions in sales.

Italy and France equalled Germany in the number of foreign firms among the top 100,
with five each. The three were now the largest Western European investors in the Brazil.
Spain, Portugal, and Finland were the new Western European countries with large direct
investments in the country. Apart from the two joint entrepreneurships with the Dutch, British
participation among the top 100 remained restricted to one firm (Souza Cruz). Some countries
presented a portfolio of investments more diversified than others. French investment, for
example, spanned from retailing and textiles to automobiles, steel, energy and chemicals.
Italian interests were also diversified, with investments in sectors like automobiles,
telecommunications, petrol distribution, food, and tyres. German firms, on the other hand,
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remained more concentrated in automobiles, chemicals, electronics, and auto-parts. Apart
from Shell and Gessy Lever, Dutch firms were even more concentrated in the non-financial
sectors: retailing and wholesaling. Finally, Spanish firms were prominent in public utilities,
such as telecommunications and energy.

Volkswagen was the largest private company in Brazil by sales, followed by the
Spanish Telefonica. Carrefour was the fourth largest private company (behind the US General
Motors) and Shell the sixth (behind the also US Embratel). Finally, Fiat ranked eightieth,
behind the Brazilians Pdo de Ag¢ucar and Ipiranga. Thus, five Western European firms ranked
among the ten largest private companies. However, the state-owned oil company, Petrobras,
was by far the largest company in Brazil with sales of almost 40 billion dollars in 2000. It is
also interesting to note the larger number of European firms in public utilities, a return to the
pattern of investment Western European capital had in the 19" century.

Conclusion

Following a long historical experience in Brazil, Western European direct investment
has been one of the largest in the country for most of the 20" century. Only the USA
challenged Western European predominance in the Brazilian economy, first in the 1940s and
later in the last three decades of the 20™ century, although a more careful study on Japanese
direct investment must be carried out. Among Europeans, German firms have dominated,
although in 2000 Italian and French investments has equalled the participation of the Germans
among the 100 largest firms in Brazil. Following the opening of the Brazilian economy in the
1990s, Western European direct investment not only grew, but also spread into a number of
different sectors. Furthermore, firms from new different European countries, such as Spain,
Portugal, and Finland, ranked among the top 100, diversifying Western European direct
investment in the country. Finally, the study of DFI in the last century in Brazil has shown
that Western European DFI, taken as whole, in Brazil was as important (and sometimes even
more important) as US direct investment, a contradiction with usual knowledge.
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