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ABSTRACT

FINANCIALIZATION IN THE GLOBAL SOUTH: AN HISTORICAL
PERSPECTIVE ON BRAZIL

AKTAN, Dicle Nur
M.S., The Department of Latin and North American Studies
Supervisor: Assoc. Prof. Dr. Aylin TOPAL

October 2022, 150 pages

This study reviews the Global South-based approaches to the concept of
financialization, which have been on the agenda for a while. In this context, the
applications of the concept to the case of Brazil are discussed in light of arguments on
contemporary capitalism and from an historical perspective. As a result, the portrait of
Brazil as a country of the Global South indicates that it is reasonable to adopt a
skeptical approach to the inferences that financialization is a new phenomenon
regarding the period from the 1980s to the present, considering the financialization

studies together with the further prevalent theoretical frameworks.

Keywords: Financialization, the Global South, Brazil



Oz

KURESEL GUNEY’DE FINANSALLASMA: BREZILYA’YA TARIHSEL BIR
BAKIS

AKTAN, Dicle Nur
Yiksek Lisans, Latin ve Kuzey Amerika Calismalar1 Bolumu
Tez Yoneticisi: Dog. Dr. Aylin TOPAL

Ekim 2022, 150 sayfa

Bu calisma bir siiredir literatiirde giindemde olan finansallagsma kavraminin Kiiresel
Guney temelindeki yaklasimlarini gozden gegirmektedir. Bu baglamda, kavramin
Brezilya 6rnegine uygulanisi, cagdas kapitalizm iizerine var olan tartigmalar 1s1¢inda
ve tarihsel bir perspektiften tartisilmaktadir. Sonug olarak, bir Kiresel Giiney tlkesi
olan Brezilya’da ortaya ¢ikan tablo, konunun finansallagsma ¢alismalarinin 6tesindeki
mevcut teorik gercevelerle birlikte diistiniilmesiyle, finansallasmanin 1980’lerden
bugiinii kapsayan doneme iliskin yeni bir olgu oldugu c¢ikarimlarina siipheyle

yaklasmak gerektigini gostermektedir.

Anahtar Kelimeler: Finansallasma, Kiiresel Giiney, Brezilya
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CHAPTER 1

INTRODUCTION

The concept of financialization implies a financial expansion by considering the last
four decades of contemporary capitalism. Financialization studies have led to
stimulating literature with an increasing number of arguments, in which it is possible
to encounter different perspectives that, broadly, indicate expanding access to finance,
prioritization of financial activities in corporate structures, and an increasing and/or
dominating role of finance in capital accumulation. In order to address the last four
decades, finance-related concerns are noteworthy. Nevertheless, a conceptual
approach with the purpose of interpreting transformations that are purported as
differences or changes between periods with financialization requires a
comprehension of the historical development of contemporary capitalism. For, the
aspects of changes that are expected to point out a break with the previous period,

might also reveal the continuities regarding conditions inherent in capitalism.

This, in turn, would give an idea about to what extent the attempts of establishing new
conceptual frameworks based on the period would be explanatory. Likewise,
discussions about the ongoing form of capitalism are not limited to financialization
studies, as the relationship of financialization with globalization and neoliberalism is
also questioned under the conceptual discussions on financialization. Capitalist
reproduction manifests the existence and maintenance of capitalism, while it, in its
essence, includes the strategy of expansion, namely capital accumulation strategies.
Therefore, before making assumptions about financialization based on the expansion
of financial instruments, it also should be considered that financialization would be an
instrument for concerns about capital accumulation. Looking further back, too, it is

possible to see that the arguments in the literature regarding expansionary financial



strategies, intertwining of the industrial capital and the financial capital, and

centralization of finance in accumulation are not peculiar to this period.

That is why, in this context, it is necessary to find out what the interaction of industrial
capital with financial capital constitutes in terms of the very strategy of expansion.
This would draw attention to the organizational structure of groups that dominate the
capital circuits. The formation of such a structure, on the other hand, indicates a series
of historical social relations. Those relations pivotally consist of the relations between
the state and society that includes both the inter- and intra-class relations, which are
fundamental in order to follow the orientation of capital accumulation strategies. In
this regard, since the ultimate strategy of expansion does not deny the existence of
other strategies, or might be in the form of sub-strategies, such as financialization and
globalization; one aspect of both the organizational structures and the developed

strategies is to be articulated to hegemony by means of a power bloc.

That is to say since the characteristics associated with the last forty years require
further theoretical explorations in terms of those mentioned factors, it would be
reasonable to take a skeptical stance on the explanatory and/or descriptive aspects of
financialization regarding a particular period. Nonetheless, the origin of the
financialization studies is the Global North, or even the US. And seemingly, this has
created the need to introduce the approaches of the concept in the Global South, as
well. Thus, together with the distinctions between the Global North and the South, it
IS necessary to see that the aforementioned historical social formations would be
important in questioning the applicability of the concept of financialization. In this
way, these conceptual attempts would also make more sense with single or

comparative country analyses.

Thus, this study has the objective of historicizing finance in contemporary Brazilian
capitalism in order to review the Global South-concerned financialization concepts in
the case of Brazil. Based on an historical perspective, following how capital
accumulation has been financed in Brazil is taken into account to make inquiries on
that to what extent it is possible to make a distinction between financialization and the

historical relations of industrial and financial capital. It would be possible, in this way,
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to establish the necessary historical connections about how colonial relations were
carried to the post-colonial period and how they would be associated with the last four
decades. In order to make these connections, the necessity of understanding the role
of the state in social relations in Brazil, i.e. its strategies, is another point to be

examined.

Considering the financial expansion in the last forty years, there is also the fact that
the historical bond between capitalism and the state has been reproduced in the
neoliberal era (Bin, 2016: 106). That is to say, neoliberalism, as a phase of capitalism,
mostly considered from the 1980s to the present, further reinforces the need to
understand the state due to its role in strategies. Because, while neoliberal hegemony
has been requiring the systematic use of the state’s power in the guise of opposing
state interventionism, it is aimed at reorganizing the dominance of capital; on the other
hand, it reconstitutes the relations of domination, which are most explicit in the cases
of middle-income countries (Saad-Filho and Yalman, 2010: 1). Financialization is,

therefore, in need of a perspective that argues the state’s strategies in the Global South.

By the same token, there is a main, and quite contradictory, element of the state’s
strategies, which make financialization visible in the context of neoliberalism. Despite
the rhetoric of market ‘deregulation’, the state’s leading role in the financial markets
by being the main actor in the channelization processes of public resources into a
particular segment of society. These processes are often observable in the state finance
of countries in the Global South by creating mechanisms, such as public-private
partnerships, privatizations, securitization of the public debt, and especially through
monetary policy by means of currency appreciation, interest rates and inflation
targeting. This, again, brings the dominant capital group to the fore in terms of state

policies.

On the other hand, it should not be forgotten that the capital groups that have become
central in the policy-making processes are internationalized capital.
Internationalization is a sub-strategy of the expansion strategy because groups are in
principle faced with four main strategies that are specialization, diversification,

verticalization and conglomeration; and each of these is subjected to that sub-strategy

3



of internationalization by the local conditions (Gongalves, 1991: 511). To put it
differently, the formation of strategies and local conditions (e.g. availability of capital,
technological and organizational capacities, market agencies, etc.) in the context of
internationalization have never been isolated from both the outside world and the
social conflicts. Rather, how to transfer resources that are also highly related to the
outside world, has shaped the intense conflicts of interest either within rural and urban,
manufacturing and finance, and capital and labor as a whole during import substitution
industrialization (Saad-Filho, 2010: 7).

Considering contemporary capitalism, how, then, one would suggest a connection
between the period that Keynesian consensus seem to dominate which is associated
with the state-led import substitution industrialization strategies and neoliberal
consensus with the financial expansion? The answer to such a question would in no
way be one-dimensional. Rather, it is plausible to explain that connection in a
compatible way that takes the multi-layered hegemonic structure into account. For, the
organization of hegemony reveals both the layers, the relationship between the layers,
and the way to form a consensus. That would be, therefore, in Jessop’s words (2013:
92), «“...the resulting crisis of bourgeois political hegemony...is nonetheless combined

with a remarkable survival of bourgeois political as well as economic domination.”.

The neoliberal period, then, might be pondered as the continuation of the previous
political and economic domination; while strategies for this survival would include
sub-strategies developed in the name of the main expansion strategy in order to
manage the political and economic crises of the Keynesian consensus. On the other
hand, today’s crisis management strategies have been enriched considerably. In other
words, the frequency of financial crises, which is also one of the main concerns
emphasized by the financialization studies, has led to the development of broad crisis
management strategies in order to prevent social crises, as well. This, unsurprisingly,
has developed not only the means of economic policymaking but also the means of
combating crises politically. Precisely for this reason, neoliberalism comprises
political and ideological apparatuses that are too cautious to be associated with a

purely economic policy framework.



From this point of view, financialization analyses should evaluate these tools not only
in terms of economic choices, policies, and the way crises are tried to be managed, but
in terms of their instrumentalization in social reproduction. Undoubtedly, the emphasis
on dependency on foreign capital flows, which is at the core of financialization
analyses of the Global South, is one of the main issues interacting with these processes.
However, behind such a dependency or subordination, there are social dynamics that
stand out with their historicity. The example of Brazil is such that it would provide a
convenient historical discussion in order to fulfill the expectancy of dealing with the
shortcomings of the financialization analyses, since Brazil is also located in a
geography where the dependency debates have been handled with comprehensive

literature.

In this regard, the increase in fiscal deficits at the expense of external debt and current
account deficit, and efforts to continuously expand financing sources have already
been the most referred characteristics of accumulation until the 1980s in Brazil. In
addition, the fact that the developing international financial markets have increased
the opportunities for Brazilian capital to access international credit is also related to
the period before that financial expansion. Still, ‘international competition’ has always
required more, which has consistently created the need for more funding mechanisms
in Brazil and possibly elsewhere. For this reason, the organization of the dominant
capital groups has served to concentrate more by diversifying their fields of activity,
and in parallel, internal financing mechanisms have always been tried to be developed

under such organizational structures.

Also, positioning the state against the dominant class fraction has often been discussed
in the Brazilian context throughout contemporary capitalism. For instance, it was
common to describe much of the 19th century with the conflicts of the interests of the
centralists and the merchant class against the interests of the decentralist landed class.
Then, starting from the end of the 19th century and continuing for almost half of the
20th century, it has become possible to encounter debates on the conflicting interests
of landed exporters with the requirements of the Treasury expenditures. This was
because of the continuously high state debt. However, the need for external financing

in the country and hence the implementation of required policies by the foreign capital

5



were also significant in these historical conflicts. For, the outward orientation of
finance in the Global South countries is quite older than the last forty years
(Koddenbrock et al., 2022: 6). However, this is related to how the state’s financing
mechanisms have been involved in the social conflicts in the past and the present, and

would better demonstrate the transitions in history.

Likewise, the main factor in shaping arguments about the state being detrimental to
development in Brazil has indeed been about the access to finance by interstate market
relations in the past within the framework of the relations transferred from the colonial
period to the post-colonial period. Later, in the continuation of the post-colonial era,
with the existence of internationalized capital and transnational capital in domestic
markets, the state found itself in a strategic position to guarantee the conditions of
international financial markets on behalf of the dominant groups. Because the state is
no longer an intermediary in accessing finance for the group that dominates the capital
circuits, as internationalized capital interacts directly with the international financial
markets. However, the state continues to play a role in accessing finance in order to
reproduce hegemonic strata, while carrying out the reconciliations or conflicts of the

dominant group with other social groups.

Therefore, finance has always been important in forming and transforming the relevant
role of the state in capital accumulation strategies in the countries of the Global South.
This is also shaped around the very assumption that either domestic or foreign financial
sectors would provide further economic growth by means of investments for the real
sector in ‘developing’ countries, despite the background of the motive of attracting
foreign capital with historically dependent relations and under subordination
conditions for the Global South. Still, with the problem of instantaneous hot money
flows, this domination through financial capital is rather more deepened, since the
effort to implement policies compatible with the international financial markets leaves

almost no room for states in order to go beyond the ‘required’ policy frameworks.

In a similar way, due to the capital groups in the form of conglomerate structures
operating in many sectors, implementing any policy that contradicts with the interests

of those groups also means the risk of domestic capital’s outflow from the domestic
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economies. That is to say, under the circumstances of capital account liberalization is
another fact that is likely to restrict the state’s autonomy in policy-making processes.
For, even when opposition elements seemed to come to power against the candidates
supported by the financial markets, it was possible to see that the continuity of certain
policies was guaranteed in Brazil. In this regard, the transition from the Cardoso
administration to the Lula administration in Brazil is a deeply interconnected way that
does not reflect any break with the neoliberal policies. Moreover, Lula’s ‘successful’
implementation of neoliberal policies in pursuing the interests of different class
fractions at the same time is often praised from many perspectives, though it might
also be interpreted together with the conditions of being backed by the so-called global
liquidity. This ‘success’, however, was still not enough to conceal the ongoing social

contradictions.

That is why it is necessary to show that financialization has a complementary effect
on the repressive nature of the neoliberal phase of capitalism. In as much as the
increasing room for finance in terms of the mechanism by which capital subordinates
working segments of society and other capital fractions simply manifests
financialization beyond exponentially perpetuating historical contradictions of
capitalism. For these reasons, it is quite reasonable to consider neoliberalism and
financialization together. However, no matter what kind of connection or distinction
is expressed between the historical features of finance and financialization, discussing
a relationship of subordination or dependence on finance would, in any case, require
paying attention to understanding the historical social conditions of the country that is

the subject of such dominance.

Reviewing financialization around all of these mentioned concerns in Brazil, this study
aims to establish the historical links for the conceptual comprehension of mainly the
last four decades. Then, in order to make inferences on the question that whether
financialization would be an instrument for the maintenance of the current
accumulation regime, an historical perspective on Brazil is expected to contribute to
the stimulating research agenda of financialization. Hence it is believed that

financialization studies on the Global South still require further explorations and



explanations on considerations of single or comparative country cases in order to

enrich the theoretical understanding of the last forty years.

Starting from this point, the second chapter after this introductory chapter will begin
firstly by giving place to how finance is positioned in the field of reel capital and/or
how this positioning is problematized in order to pay the necessary attention to the
concern of making a distinction between finance and financialization. Then, the studies
grounded on financial expansion and/or finance-driven accumulation in the recent
phase of contemporary capitalism will be referred to. In the next stage, the theoretical
framework of financialization emerging from the core of capitalism will be pointed
out. Finally, attention is drawn to the conceptualization initiatives called subordinate
and dependent financialization, which takes the variegated features of financialization

in the Global South into account.

Following this, the third chapter will be consisting of historical reading of Brazil. At
this point, it is thought that presenting how accumulation has been financed in Brazil
from a historical perspective, keeping in mind the indicators related to financialization
mentioned in the previous chapter, would contribute to the understanding of Brazil
before reviewing the country-specific financialization analyses in the last part of the
next chapter. Because recalling the historical debates on Brazilian capitalism provides
an important framework for both dependency and subordination-concerned issues in
the country. Thus, the historical part begins with the background of the 20™ century,
continues with the import substitution industrialization period, and then the neoliberal
period, showing the transformations in how accumulation has been financed in

Brazilian contemporary capitalism.

The fourth chapter will start with a summary of the financialization approaches to the
Global South and some points of the historical part that may give clues before making
inferences about the case of Brazil. Then, the differences and similarities of financial
and non-financial companies will be revealed by drawing attention to the state-market
relations in terms of the corporate structures and market dynamics of the Brazilian
companies, since those are believed to be closely related to the subject. In light of

these, financialization studies considering Brazil, which can be characterized as mostly
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empirical will be reviewed in order to conclude with the ultimate discussion on the
Brazilian case. And finally, the conclusion of the study will be briefly presented in the
fifth chapter.



CHAPTER 2

FINANCIAL EXPANSION WITHIN CAPITALISM

Since ancient times, the economic activities of societies have been shaping the
conditions and transformation of each other politically, sociologically, geographically,
and in many other aspects. This has undoubtedly been one of the main reasons pushing
the area of social science to a multi-dimensional and interdisciplinary inquiry from
past to present. Contemporary understanding of finance, on the other hand, is a concept
that seems quite numerical and is mostly perceived as a sub-branch of disciplines such
as economics and business administration, or, more recently, as a branch on its own.
This is because its essence, which is roughly creation of an exchange value apart from
the commaodity circulation, is veiled by a complex appearance. Today, however, social
scientists from almost every discipline have begun to question many issues related to
finance. This seems to be about finance playing a greater role in social relations by

means of some transformations in contemporary capitalism.

2.1. Production and Finance

The role of finance in the value creation process and the impact of banking on
development have been discussed in different contexts and aspects throughout history.
In this regard, Schumpeter (1962 [1911]) seems to be an early scholar specifically
claiming the importance of banking and finance in economic growth by mentioning
their effects on investment. Kalecki (1971 [1933]) and Keynes (1973 [1937]), too, to
more or less similar extent, underlined finance as a substantial component in
investment determinants. Later, Gerschenkron (1962) and Cameron (1967) found out
that development of banking serves for development of economy in line with the
analyses on banking functions in particular industrialized countries. Whereas,
Hilferding (1981 [1910]) earlier explains that financial capital and its imperialist form,
by capturing the constituents of classes, has been striving for further mobilization
10



which then assumed to cause a crisis due to the lack of means of payments after credit
growth. Starting from this point, many more latter thinkers have also been shaping
economic theories by drawing attention to the effects of finance on growth, but today
there is also a strong tendency to explain economic problems in connection with

finance.

Marx, in this regard, as by-far earlier thinker than the previously mentioned ones
questioning interest-bearing capital, indicate that expansion is possible through
accumulating capital. To elaborate further about types of capital expansion it is helpful
to recall some of Marxian concepts. Marx (1976a: 247) defines commaodity circulation
as the essence of capital to be exchanged, then to create the commercial capital, which
then forms money as the last product of the commodity circulation as well as the first
aspect of the capital historically. Capital accumulation is, in this regard, “... the
employment of a portion of revenue (surplus-value) as capital, or its reconversion into
capital” (Malthus, 1836 cited in ibid: 725). This is the transformation of money into
capital as means of production and labor power in the market, meanwhile being
reproduced through the expansion of the elements that make up its value in the capital
production process and the commodity circulation, thereby becoming a constantly
reproduced cycle (ibid: 709). Marx (1976a: 247) further states that:

“Historically speaking, capital invariably first confronts landed property in the
form of money; in the form of monetary wealth, merchants’ capital and usurers’
capital. However, we do not need to look back at the history of capital’s origins in
order to recognize that money is its first form of appearance. Every day the same
story is played out before our eyes. Even up to the present day, all new capital, in
the first instance, steps onto the stage — i.e. the market, whether it is the
commodity-market, the labour-market, or the money-market — in the shape of
money, money which has to be transformed into capital by definite processes.”.

Commodity capital, on the other hand, includes total capital available on the market
both as commaodities to be converted into money and money to be converted into
commodities (Marx, 1976b: 379). Money as a commodity contains a qualitatively
same quantitatively comparable value; as for value is not a product of money, but is a
product of human labor that is measured by labor-time (Marx, 1976a: 188). The
capitalist who transforms money into capital by creating an additional use value

11



instead of the commodity production cycle can make a profit. In this way money is
turned into a commodity as capital, and now it becomes capital not only for its owner
but also for others. But here money is a return value to its owner, that is, it is lent. It is
used by another capitalist in the production of surplus value only on the condition that
it is returned to its owner after a certain period of time. What is loaned here is always
a certain amount of money, and he receives as a value of interest and periodic
depreciation a part of the consumed value of the fixed capital itself (usage value)
(Marx, 1976b: 459-477).

Thereafter, money, as a means of payment (then as a commitment) in commodity
circulation, turns into a lender-borrower relationship between commodity producers
and commodity traders with the development of the capitalist mode of production
(ibid: 525). That is, for Marx, while with the expansion and generalization of this
relationship, the credit system and the management of interest-bearing capital develop,
revealing money traders, i.e. intermediaries entering in between lenders and borrowers
of money-capital in order to profit from the difference between borrowing rate and
lending rate by centralizing lenders (money-capital) on the one side and borrowers on
the other. That is, while the aspect of capital makes its possessor to profit from interest
is grounded on the commodification of money, fictitious capital transforms capital
flows into a commodity capital away from production. In a sense, although the money
that can be transferred from the owner to the borrowers until it re-enters the commodity
circulation, could make profit in each transfer, but that profit actually exists in the

market as the value that could not be created by labor and capital.

The visibility of all these processes have been blurred in the complex appearance of
today’s capitalism. These approaches towards investment and economic growth would
not have been able to clarify everything, either due to ambiguity, oversight, or
misconceptions. That is why, the relationship between finance and development is still
one of the most discussed issues today. But one thing seems to be obviously clear that,
it is possible to use money that is an aspect of capital to make profit through its
exchange, while production and then commerce actually constitutes the base of putting
value historically into today’s imprinted money. So, the best way to understand the

effects of finance in troubles of contemporary capitalism would be to historicize the
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analysis and to explore how the historical contradictions of social relations have been
managed by the political and economic power within relations. In this regard, the
manifestation of transformations after two world wars and has brought about the
transition from the post-war period to the financial accumulation regime, first as

Keynesianism and the latter as neoliberalism in principle.

Keynesianism was presented as a rational economic management to overcome the
environment of crisis and even create a somewhat more just and better capitalism in
the post-war period, for Keynesianism knew the organizational strength of the working
class and capital’s need for labor (Holloway, 1995: 7-8). However, the dominant
classes, reconciled with Keynesianism before, would obviously have been motivated
by the ‘rationality’ (that is mostly imposition of their interests) rather than being
motivated by social class contradictions, and the slowdown in the rate of accumulation
could not prevent the rapid rejection of these policies later on. Towards the end of the
1960s there was already turmoil; many reasons such as the 1973 oil crisis, the
interventionist welfare state no longer working, the defeat of the Bretton Woods
system established to regulate international trade and finance, and more importantly
the increase in the activity of communists and socialists in many parts of the world
now created the need for a new alternative to capital accumulation (Harvey, 2006: 148-
149).

This ‘alternative’ has been brutal neoliberalism. But the way it is expressed here as
brutal does not mean that it could have been otherwise, as neoliberalism is a brutal
ideological, political and economic reproduction of capitalism, literally due to its
conflicts led by its contradictions. Contrary to what might be thought, it should be
questioned that neoliberalism is a process that begins against the former mode of
reproduction by overthrowing it. For, Keynesianism structured the post-war period by
including some social democratic aspects and planning with states leading economies
for the maintenance of the aggregate demand, and even short- and medium-term had
proved improvements in economic performance —mainly due to welfare state, high
taxes and controls of finance and trade— hence promoted economic booms for a while
(Fine and Saad-Filho, 2017: 689). However, this restructuring is not the reverse of the

elements that started with the internationalization of capital and then brought
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neoliberalism that centers finance at the center of contemporary capitalism (Duménil
and Lévy 2005: 17)

Although financialization does not fully explain neoliberalism, it stands out as its most
prominent aspect. Because neoliberalism is a capitalist reproduction process led by
exploitative and impoverishing state practices on behalf of capital, with its institutions
that are inconsistently based on and shaped around economic policy foundations such
as monetarism (Fine and Saad-Filho, 2017: 686). But the question that what
distinguished this process from the previous ones and shows it as a new phase of
capitalism is need to be answered, for sure. The answer to this question is possibly
financialization. In order not to appear tautological, it is important to underline that the
use of term financialization is referred to the contemporary dynamics of capital
accumulation. That is, neoliberalism has been adapting its dynamics implied by
different transformations in different places and times to financialization changeably,
but financialization constitutes a social and economic form of organization (Jessop,
2013: 93).

On the other hand, finance is quite old. While it existed as credits in the name of trade
until the 19™ and almost first half of the 20t century; since the 1960s, foreign direct
investments mostly characterized finance; and towards the 1980s, it started to exist
again as foreign investment, and more importantly, as sub-contracting strategies of
transnational corporations (Chesnais, 2016: 10). In other words, “in the twentieth
century financialization has characterized both the inter-bellum up until the Great
Depression, and the late neoliberal period.” (Powell, 2018: 12). Then, the next question
in line should focus on the changes from the Great Depression to the 1980s. The most
obvious transformation that financialization has undergone in this ‘interim’ period
under the umbrella of being a form of organization seems to be the mode of capital
accumulation in this process and, as mentioned before, the internationalization process

of capital.
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2.2. Approaches to Financialization Studies

Today, financialization is tried to be understood with many approaches from finance
being an everyday life activity to the formation of a new accumulation regime, to the
changes in company management via shareholder value, and to the differentiation of
capitalism (cf. Zwan, 2014). The motivation that feeds these studies is basically the
increase in financial activity and profits, thus the subordination of productive
activities, and ultimately the crises. However, explaining the subordination of
productive activities to financial activities by financialization with the dominance of
finance or financial capital* over productive capital is close to being an erroneous
approach, even in conditions where local and global factors might reflect it in different

contexts.

For Lapavitsas (2009a: 146), although Hilferding’s approach (1981 [1910]) to the
transformed relationship between the financial capital, industrial capital and banking
capital laid the foundations for that period; it contemporarily has shortcomings based
on the assumption that financialization does not reflect the dominance of banks over
industrial and commercial capital, but it reflects the increasing autonomy of the
financial sector. Likewise, Dos Santos (2009), in his empirical study presented against
Hilferding’s understanding of finance capital, argues that contemporary capitalism
with financialization cannot be defined by being based on Hilferding’s framework for
the integration of corporations, banks and capital markets, which limited with the
earnings of finance capital. For Fine (2010a), however, both approaches of Lapavitsas
(2009a) and Dos Santos (2009) which underline financial expropriation by the
financial capital, are lacking an analytical framework because of not providing an

analyses of substantial strategies.

1 While the term finance capital is primarily perceived as Money capital operating in sectors such as
financial services; in a broader sense, it is possible to see financial capital as capital that gets involved
in financial activities as interest-bearing (or possibly fictitious) capital for profit in financial cycles
separate from or in addition to commodity circulation in any sector. However, financialization,
concentration and internationalization have intertwined these terms, and apart from the conceptual
discussion here, finance capital can exist in financialization processes as a broad concept that can
include both. Because financialization has created not only changes related to financial capital, but also
changes within fractions previously defined as finance capital. For the conceptual literature, see Marx,
1976a, 1976b; Hilferding, 1981 (1910); Magdoff and Sweezy, 1987; Foster, 2007; Chesnais, 2016.
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Fine (2010a: 113-114), further, proposes to focus on financial logics that are attached
to production detrimentally and demonstrate the main expropriation on the social level
through the way strategies are formed and pursued. More precisely, as Chesnais states
(2016: 5), “by finance capital we mean the integration of the circuits of money capital,
productive capital and commodity capital under the conditions of monopolization and
internationalization of capital by means of a series of links and relationships between

individual capitals.”.

Further, neither internationalization of capital is a uniform process nor

internationalized capital is free from being subject to layers of hegemony. That is,

“...the essence of the internationalization of capital is that this tendency is
immediately checked by the differentiation of conditions of production and
exchange. Thus, in an important way, the tendency to uniformity leads to the
condition for differentiation. However, self-expansion illuminates the least
efficient results of internationalization by drawing attention to its functional
importance for capital. It fails to bring to light the more intrinsic character of
internationalization as an innate aspect of capital.” (Palloix, 1977: 3).
Thus, internationalizing capitalism spatially alters the processes of integration into the
international financial market as it has been in international trade. And this is hidden
in the essence of capital, in the drive to expand continuously and concentratedly
through accumulation. This already presents those layers within the hegemony as

secondary, tertiary, quadrature and more as subordination.

However, this form is essential in capitalist reproduction precisely because hegemony
would bind together and by consent (or even changeably by compulsion) conflicting
or congruent interests to an abstract as well as concrete extent. As long as that
conjunction includes inter- and intra-relations at local, national and global levels, it
cannot be monotonous, rather they are shaped by the social and historical class
contradictions. In this context, financialization is subject to the variegations that these
contradictions will create at the local, national and global levels. Definitely, new
conceptual frameworks may also be needed when understanding such variegations,
but the extent to which they contain novelties is revealed in the historical specificities

of each case considered.
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By the same token, the US is the place where the financialization discussions first are
considered, as well as it can be seen in the literature that financialization has been
discussed under the umbrella of the Global North for a considerable period of time.?
Later on, conceptualizations that inevitably address the Global South have also
emerged to draw attention to the modalities of financialization in the world economy.?
While the general state of financialization expresses the expansion of financial
instruments, profits and supportive policies in many forms and dynamics within the
relations between the state, capital and labor; the advantages and disadvantages of this
expansionary tendency concerning the Global South have begun to be evaluated from
various aspects that are economic, political, and hence social. Also, since the one of
the most remarkable issue here is for whom and under what conditions the advantages
and disadvantages are, a political economy approach in the light of the historical social

relations is inevitable in order to understand the process.

In a nutshell, financialization under neoliberalism is in a direct relationship with
internationalization of capital; secondly, internationalization could not standardized
conditions for each actor; thirdly, internationalized capital does not necessarily mean
commodity capital, money capital, commercial capital and/or interest-bearing capital
but is a collectivity of it regarding its strategies; fourthly, these strategies and the
position of possessing capital are hidden in the historical dynamics of capital
accumulation; fifthly, those historical dynamics manifests themselves in social
relations; and lastly, social relations include either the state-class, the state-business,
the inter-class as well as the intra-class relations that bring most light to the
internationalization of capital processes. For, in order to understand the processes of
financialization, too, empirical analysis of descriptive trends should begin here for the

provision of analytical justifications.

2 See, e.g. Aglietta, 1979; Arrighi, 1994; Stockhammer, 2004; Krippner, 2005.

3 See, e.g. Becker et al., 2010; Powell, 2013; Lapavitsas, 2013; Gabor, 2013; Kaltenbrunner and
Karagimen, 2016; Akcay and Giingen, 2019; Karwowski, 2020; Alami et al, 2022.
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In this context, it is so helpful to remind Zwan’s overview (2014: 103-115) about the
increasing role of finance under some headings as follows. The first of these headings
is the view that problematized the expansion of finance from various aspects by
examining financialization as an accumulation regime. The second explains that the
growing influence of finance has occurred contemporary finance-driven corporate
structures due to the emergence of shareholder value and attained ideological
legitimacy by its corporate constituents. And the third expresses the decentralization
and popularization of finance, emphasizing that it permeates culture as daily life
practices with the technological and institutional developments experiences in the

second half of the 20" century.

Bringing some additions and criticisms to these views, Zwan (2014: 115) emphasizes
the importance of evaluating financialization with institutional analyses such as the
‘varieties of capitalism’. Because, accordingly, the analytical discussion of national
models of capitalism with a historical specificity may improve the situation of merely
considering Anglo-American aspect of financialization studies by revealing the
transformations of each political economy; this, then, may improve the developments
shown by other analyses and sheds light on financialization studies (ibid: 114-119).
On the other hand, Yalman, Marois and Gungen (2019: 3-10), in the introduction
section of their book The Political Economy of Financial Transformation in Turkey,

clarifies the financialization debates in a very comprehensive way.

According to them, although it is a controversial issue whether the concept of
financialization is a new stage of contemporary capitalism containing new trends,
some aspects of financial liberalization have also put forward new and frequently used
arguments that question both global and national transformations through
financialization, globalization, and neoliberalism (ibid: 3-4). However, as the concept
of financialization becomes more widespread, this affects its specific applicability.
For, even though the term does not that contain a novel usage theoretically,
conceptualizing it becomes more blurring employing the expansion of financial
operations and changes in the finance-real sector relationship largely shaped by the

experiences of the Global North, as the authors indicate (2019: 4).
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Moreover, such an understanding, not only blurring its concept but also the distinction
of banking and financial institutions, which, in turn, requires an analysis of
transformed interactions between internal and external relationships in financial
markets just like in the non-financial ones. While this analysis, in Yalman et al.’s
terms, still would not resolve the contradictions in the literature-based arguments on
whether this is a new epoch or not, it would reveal the activities of transnational
corporate structures in which both the operations of real and financial sectors are
intertwined globally. As a matter of fact, it would provide a consideration of the
transnational organized structures by taking into account the class relations that are the
subject of this transformation and the strategic selectivities of historical factors such
as the state, both on a national and global scale, instead of doing so in the Global North
context (ibid: 7).

Accordingly, modalities of financial transformation in capitalism in the international
context have begun to emerge in parallel with the financialization studies. The concept
of subordinate financialization, in this regard, takes the Global South (or emerging
economies) into account which forms a significant part of financial studies based on
modalities of financial transformation. But initially it seems useful to first elaborate
on financialization literature in order to have a more detailed look at the concept of

subordinate financialization.

2.3. Financialization of the Core

Various social scientists has been interested in financialization and its effects on social
relations. However, the views pointing to the problems of financialization generally
by criticizing the crises of contemporary capitalism, and the effects of finance-led
growth on production and accumulation has been coming from the Regulation School,
Post-Keynesian views and Marxists during the 1990s-2000s. Before the concept of
financialization, Magdoff and Sweezy (1987), who criticizes financial markets while
explaining wage stagnation and expansion of financial instruments, make a statement
quite related to today’s discussions. According to them, previously, the sellers of
interest or dividend-bearing financial instruments (stocks and bonds) were also

capitalists who do not expand all of their real capital but cooperated as money capitalist

19



and producer capitalist; today, however, since there is a bunch of financial instruments,
there is no way for producer capitalist to have to invest in real capital formation at any
point (ibid: 96-97). Therefore, as they state, “[I]t may just as well remain in the form
of money capital circulation around in the financial sector, fueling the growth of
financial markets which increasingly take on a life of their own.” (ibid: 97). By the
same token, Arrighi states (1994: 9-11) that the financial restructuring of the global
capitalist economy depending on the goal of further expansion shows the U.S.
hegemonic transitions that is more likely to be related to the increasing concentration

of capitalist power rather than international competition.

Aglieta (1979) is one of another earliest scholars mainly taking the U.S. into account
to point out the end of the previous Fordist and Taylorist organizations of production
in the post-war period. It is mentioned that the new regime of accumulation is finance
centered to grow under wage restrictions and credit expansion to sustain effective
demand (cf. ibid: 386-390; Boyer, 2000). In this context, while questioning the
finance, the U.S.-based analyses have helped to reveal things empirically as well. For
example, while Krippner (2005) focuses on the contradictions of corporate control
mechanisms in the era of globalization by showing the rise of portfolio revenues and
financial profits in the U.S. economy since the 1980s and 1990s. And Orhangazi
(2008) similarly indicated two features: firstly, the increased opportunities to profit
from financial investments in the U.S might lead corporate finance managers to
‘rationally’ move away from real sector investments in order not to miss profit
opportunities; and secondly, the mobility of funds in the financial market by increasing

uncertainties might cause hesitations of investing in real sector.

To put it differently, as well as the risks brought by the expansion of financial
instruments at the micro level, the macro level problems are also a matter of
discussion. Stockhammer (2004: 720), in this regard, evaluates whether the economic
slowdown can be explained by financialization, still an “ill-defined term”, employing
the annual data of the U.K., U.S., German and France firms. Then, he finds out the
situation that firms face a trade-off between profits and growth, claiming that because
of the ‘shareholder value revolution’, they prioritize profits, and this, in turn, becomes

reflected as economic slowdown. And so, to the extent that the direct relationship of
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financialization and neoliberalism can be identified, international competition (or
internationalization) and the concern of retaining shareholders led the U.S. companies
to adopt strategies to reduce costs in every aspect, but profits generated from such
reductions have been distributed to shareholders as expanding financial instruments,
instead of being reinvested in company activities (Crotty, 2005; Milberg, 2008; Baud
and Durand, 2012 cited in Zwan, 2014: 104).

Regarding the U.S., another argument taking place by Duménil and Lévy (2004) is
that, in transition to neoliberalism due to the crisis, internationalization of capital and
globalized markets have required strong positions for the developed countries (mainly
the U.S.) to restore money and power through financialization. But for Kotz (2010), in
contrast with Duménil and Lévy (2005), financialization should be expressed as the
separation of finance from non-financial activities by playing an expanding role in
economies, rather than taking over economies because it can be seen that
financialization predates neoliberalism in the late 19'" and early 20™ centuries. As for
neoliberalism, it has emerged with the increasingly global markets due to the crisis of
the previous social structure, the risk of socialism, and the crisis of post-Great
Depression policies, whereas financialization has been an ever-present tendency in
capitalism (Kotz, 2010: 5).

Basically, if financialization is understood merely as a change in the activities of non-
financial companies, this argument may seem correct. However, it should not be
forgotten that the most fundamental tendency of capitalism is to retain capital as a
means of production and to expand it as a matter of continuity (i.e. economies of scale).
So if capital enters into a borrowing-lending relationship as financial capital at the
expense of not expanding, except to make profits, this also gives the capitalist a
permanent possession of money or capital. In financialization, as the capitalist gains
financial profit and moves away from production in reel sector, not only the capital
that does not enter production but also the labor that should be in production is kept

away from this process.* This, in contrast to the liberal competitive free market

4 See Foster, J. B. (2007). Financialization of Capitalism. Monthly Review, 58(11): 1-12.
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understanding, would bring about processes in which capitalist —whether financial or
industrial capitalist— becomes almost the sole owner of capital. And, this is seemingly

unmaintainable.

On the other hand, even to the extent that financialization is recognized as the
increasing role of financial motives, markets, actors and institutions in economies both
externally and internally, it is difficult to explain the long-term distortions of
capitalism on economies by the behavior of money at the managerial level (cf. Epstein,
2005; Minsky, 1996: 362-364). Rather, for Lapavitsas (2011), the relationship between
finance and production is no longer as presumable as it used to be. Because the
transformation in capitalism shows three changes in particular: firstly, the relationship
between non-financial companies and banks had become different from the previous
one mainly due to the inclusion of external finance and companies acquiring financial
characteristics; secondly and accordingly, both the loans, and risks and profits of
banking turned to commercial profits and intermediation in opened markets; finally,
the degree to which the working classes became customers of finance increased also

with the restriction of public services and increased wage pressures (ibid: 620-623).

Namely, what is implied there for transformation is primarily financial liberalization,
subordination of labor, and restriction of states’ roles as a social entity. This brings the
framework quite close to the understanding of neoliberalism. As for neoliberalism, in

the revealing words of Saad-Filho and Yalman (2010: 1);

“...1s the contemporary form of capitalism, and it is based on the systematic
use of state power to impose, under the veil of ‘non-intervention’, a hegemonic
project of recomposition of the rule of capital in most areas of social life. This
project emerged gradually after the partial disintegration of post-war
Keynesianism and developmentalism in the 1970s and 1980s, and it has led to
the reconstitution of economic and social relations of subordination in those
countries where neoliberalism has been imposed. The tensions and
displacements embedded within global neoliberalism are nowhere more
evident than in the middle-income countries.”.

Therefore there are some aspects to be underlined for better understanding of finance
and neoliberalism concerning contemporary capitalism: first, capitalism as a world

system has always been a matter of the globe from the very beginning (i.e.
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internationalization); second, hegemony, in Gramscian terms, is basically an
imposition by consent that is based on the dominant class or class fractions
subordination of other classes by narrowing their interests through ideological and
political practices, in order to impose their long-term interests that require exploitation
and political oppression®; third, the state that has always been there as a regulator of
the monetary and financial requirements, historical provider of financial instruments
(Fine, 2010b: 13), and with its role and “strategic selectivities” for the continuation of

capitalist relations (Jessop, 2013 cited in Yalman et al., 2019: 7).

So much so that crises, as another particular reason for the financialization debates,
reveal the role of the state once again. Because when neoliberalism is considered
together with financialization, both creates numerous political and economic sort of
social crises, meanwhile a strong state mechanism becomes essential for the
management of these crises, if not to solve it. This, additionally but unsurprisingly,
assigns the state to the task of providing the necessary oppressive and exploitative
environment to sustain such subordinate relations during crises. Also, crises are one of
the main events that have been triggering debates on whether capitalism enters a new
phase. In this context, there is some justification for the analyses that take the U.S. into
account as the starting point of these crises. However, these crises, as in Poulantzas’s
emphasis (1973: 176-177), are the crises of the whole system as long as they are not

against hegemonic, which would one day reach the center, too.

Then, regardless of whether financialization is specific to a period or not, it is
necessary to understand that it is not specific to advanced capitalist countries, and to
focus on the financialization processes of each late capitalist country as well. Because
in these countries, even though the banking system or securitizations are seen to be
limited, there is the fact that financialization is carried out with financial instruments
as well as fictitious capital in addition to the factors that reveal the process such as
taking control of the income of working segments, dividend payments or the return of

government bonds (Gilngen, 2010: 95-98). This requires either separate and

5 See Gramsci, A. (1971). Selections from the Prison Notebooks of Antonio Gramsci, 1891-1937. New
York: International Publishers.
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comparative examination of each country, since it is possible to see that successive
crises have been spreading to all parts of the world under that accumulation strategies.
However, in order to get one step closer to understand these accumulation regime in
their historical and social specificities in other part of the world than the U.S. and
Europe, it is pertinent to first look at the growing literature of subordinate

financialization on the Global South.

2.4. Conceptualizing Financialization in the Global South

One of the very reasons behind financialization studies has been the destructive crises
of the world economy mainly grounded on the core of capitalism. No doubt there are
also questions of whether the successive crises in the Global South in the 1990s and in
the beginning of the 2000s heralded the 2008 crisis starting in the U.S., and/or whether
today’s recurrent crises are still the continuing effects of the 2008 crisis. This, in a
sense, manifests that successive and intertwined crises have been spreading to all parts
of the world. Considering that accumulation in contemporary capitalism is under
internationalization and hierarchy of the world economy, it is not possible to
understand unequal developments and crises in the context of developed capitalist
countries; because these are global systemic crises (cf. Hanieh, 2009: 62; Engelen et
al., 2010). On the other hand, already thorny transition of the Global South countries
to neoliberalism before the 2008 crisis was noticeable. The structural adjustment
policies namely the export policies, the financial and monetary structures, hence being
subject to international capital flows, and destruction of infrastructural and social
position of the state have narrowed the policy areas of many national economies
(Hanieh, 2009: 79-80).

On the one hand, there was the assumption of an export-led growth for the Global
South; on the other, that narrowed national control has mainly turned out to be based
on the fiscal discipline, privatizations, financial liberalization, trade liberalization,
stabilization efforts on exchange rate policy, deregulation, encouraging capital
inflows, and assurance of property rights (Williamson, 1990). Then, financial
liberalization most of the time did not go as indicated in most countries of the Global

South, which was expected to improve quality and quantity of foreign investments as
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long as capital flows and exchange rates fluctuated countries” economic situation, thus
financial crises occurred (Akyiz, 2008: 18-21). That is why, either nationally,
regionally, and globally, crises have taken a shape difficult to prevent, because crises
moments seems to have intertwined with capitalism and capital accumulation, which
is more comprehensive than to be explained by unregulated market dynamics and

excessive expansion of financial instruments.

Pointing out variegated aspects of financialization, Stockhammer (2010: 6-9) argues
that, for instance, Anglo-Saxon countries adopted a growth model financed by credit
to drive consumption, whereas countries such as Germany, Japan, and possibly China
adopted an export-led growth model at the same time by being a part of financial
changes. In the Global South, where the policy area is already known to be narrower,
too, growth models were expected to be export-led and financed by foreign
investments encouraged through domestic policies. Based on this, however,
financialization in those countries has created numerous uncertainties and thus risks
such as external risks brought by capital flows, the conditions created by domestic
finance that has become more complex while developing, the limits of financial
system’s expansion, the question of how to place foreign bank entries domestically,
the results of increasing domestic credit, and so on (cf. Claessens and Ghosh, 2016:
41-46).

Notwithstanding, efforts to make those countries attractive for foreign investments
have created some remarkable aspects of those national economies. One of them is
related to the issue of increasing reserve accumulation. The excessively accumulated
foreign reserves placed such burdens on the countries seeking stability, and, at the end,
they have been converted into financiers of the U.S. public debt by turning the dollar
into quasi-world money, while trying to reduce the risks of foreign investors
(Painceira, 2009; Lapavitsas, 2013). Another one is capital account liberalization as a
requirement of the Brady Plan, which was proposed by the U.S. Treasury Secretary
Nicholas Brady for the developing world to restructure their unpaid debts and to
increase the credibility of those indebted countries in the 1990s through the agency of
the IMF and the World Bank (Clark, 1993: 38-39). Along with this, as almost the

starting point of financialization for many countries, has also led those countries to
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form debt markets and emerging market bonds, and paved the further way for foreign
capital flows and policies for financial liberalization (Painceira, 2009: 5-6). As a
matter of fact, capital account liberalization in addition to be involved in the domestic
operations of the Global South countries, also offered benefits to private financial
institutions from re-finance of those countries’ foreign debt under free market
conditions (ibid: 6).

On the other side, Claessen and Ghosh (2016: 71-73) claim that despite the
underdevelopment of institutional and legal infrastructures (e.g. banking systems) in
the emerging economies, the better fiscal structure and diversifying monetary policy —
which are expected to be achieved by means of reserve accumulation, flexible
exchange rate regime, and inflation targeting— have provided two opportunities
through macro-prudential policies: first, supporting growth position thanks to
liquidity; and second, implementation of more flexible macro-economic policies in
response to shocks, including the 2008 crisis. While in a similar vein, Correa and Vidal
(2012) emphasize that one of the main determinant of the financialization process is
the transformation of institutions such as the central bank and the banking sector as
the provider of credit, because of their role in finance of both public spending and
national economic activities. So much so that the major economies of Latin America
have turned their public budgets and debts into profits for foreign investors as a
consequence of deregulated securitization beyond the accessibility of governments
and central bank. Because, with such a way of entering international financial
processes, there is substantial private sector liquidity conditions, despite the risk of

weakening financial structures (ibid: 542-543).

Also, in contrast to the emphasis on growth made by Claessen and Ghosh (2016),
Rodrik (2015) indicates premature de-industrialization as a new trend in low- and
middle-income countries based on their employment and shares of outputs. Since the
1980s, manufacturing sectors developed during the period of import substitution
industrialization have weakened considerably —not in most ‘exceptional’ Asian
countries but especially in Latin America—, which have been transforming these
countries into service economies without a proper industrialization experience under

damaged growth potential (Rodrik, 2014: 2-5). Considering this approach, it is once
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again necessary to pay attention to how the rising manufacturing bourgeoisie in the
import-substitution period has articulated or transformed in the period regarding
financialization and/or neoliberalism. Otherwise the decline in manufacturing output
and employment does not necessarily mean that this phenomenon is due to the fact
that the manufacturing sector have succumbed to the financial sector since the 1980s.
But such claims raises many other questions considering manufacturing corporate
structures, employment schemes, institutional and legal frameworks, external and

internal demand, currency rates, and much more besides.

Answers to the questions that pre-mature deindustrialization argument poses depend
on understanding the particular interactions and relationships between real and
financial sectors in political economies of each country and their historical
accumulation processes, because financialization does not only create changes that
support capital accumulation in the respective countries’ non-financial and financial
sectors by means of increasing financial activities; but also bring a number of
requirements and contradictions that transformed production and investment
(Kaltenbrunner and Karagimen, 2016). By the same token, Karwowski (2020)
discusses the very claim of the financialization studies that growth and development
of financial sectors do not bring economic prosperity and development in terms of
financial repression by the Global North. For, there are varying aspects of
financialization related to international, national, and even urban interactions in all
Asian, South African, Middle Eastern, Central and Eastern European, and Latin
American countries, hence the determinants of spatial difference, local institutions,
and historical conditions matter (ibid: 163-165).

2.4.1. Peripheral Financialization

Then, to what extent, is it possible to conceptualize these variegations in terms of
countries’ histories, forms, or levels of capitalism? In this context, the first
conceptualization of financialization in the Global South has been with the concept of
‘peripheral financialization’ (Becker et al., 2010). In this concept, Becker, Jéger,
Leubolt, and Weissenbacher propose to investigate financialization from the

Regulation School perspective, in which states, international organizations, and social
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dynamics are analyzed, unlike the crisis-driven component of Keynesian analysis. In
this regard, they underline a series of key elements. The first is three biaxial typologies
for the analysis of accumulation processes, which are productive or financialized
accumulation, extensive or intensive accumulation, and introverted or extraverted
accumulation (cf. Aglietta, 1982; Beaud, 1987; Becker, 2002; Husson, 2004; Becker
and Jager, 2010 cited in ibid: 227). Also, according to the authors, it is necessary to
look at each of the bi-axis typologies because of the multidimensional nature of
accumulation. In this context, while the foundations of financialized accumulation are
laid in a limited productive accumulation, hereby capital seeks liquidity opportunities
during uncertainties (cf. Harvey, 1984; Arrighi, 1994; Joshua, 2009 cited in ibid: 227).

However, the limitation, expansion and valorization of financial assets within this
frame work necessitates institutional change, such as monetary regulation that would,
for instance, create a difference in the interest rates expected to be low in the
productive sphere but high in the financial sphere, as well as would change the form
government finance (e.g. securitization); which, then would be in favor of particular
interest groups creating social changes (ibid: 228-231). On the other hand, for the
authors, these changes do not only occur by monetary moves, but also include elements
such as privatizations, forcing the ecological physical conditions of countries, stock
market revitalization, and imbalances in wage relations. In this connection, for
instance, the privatization of pension systems is striking regarding its effects on social
imbalances. Moreover, working segments of society also become an important part of
financialized accumulation by taking excessive debt burden to finance their lives under

deteriorating real wage conditions (ibid: 228).

As for the character of financialization in the periphery, it is possible to observe an
extraverted form in general, while, in the semi-periphery, there is a structure dependent
on capital inflows, as Becker et al (2010: 229) indicate. As a matter of the fact, the
policies are associated with valuable exchange rates and high interest rates (ibid: 230).
While it is hoped to gain social legitimacy with inflation targeting dimension of these
policies, pro-financialization policies are put into practice more in this way (cf.
Seabrooke, 2006; Becker et al, 2010: 229). Nevertheless, factors such as overvalued

currencies, dollarization, trade and current account deficits, and increasing external
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debt increase vulnerabilities to crises in the periphery, at the same time the
development of productive sectors also become restricted (Becker et al, 2010: 231).
Further, crises can often take the form of a currency crisis. This, in turn, pushes those
countries to build up huge foreign exchange reserves, and thus financial structures of
those states are deeply affected. Still, although in the periphery the extraverted
character of financialization has been emphasized by the authors as such, including
partially industrialized and/or diversified semi-peripheries, the financialization of each
country is grounded on ‘socio-economic heterogeneities’ particularly differing

through domestic interest groups and international positions.

In other words, the peripheral financialization view essentially reinterprets the
dependency theories that risen from Latin America in the 1960s and 1970s,
emphasizing the changes of financial expansion along with dependency since the debt
crises of the 1980s, and re-interpreting two remarkable features of the previous
models: the character of the domination domestic capitalist classes positioned in the
periphery by external conditions, and the exploitation of labor (Reis and Oliveira,
2021). In this context, Reis and Oliveira also propose the concept of “financialized
dependence”, which reflects the continuity of the process after “‘colonial dependence”,
“financial-industrial dependence” and “technological-industrial dependence”, based
on the terminology of Dos Santos, as it shows the reproduction from dependency, in
order to understand the dynamics of financialized accumulation and social relations in
terms of class relations, external imperatives, and class formations and struggles
historically located in the periphery (Dos Santos, 1970 cited in ibid: 4). For, since
financialized accumulation is essentially based on future claims of surplus value,
paying the debt one day illuminates the process by revealing a necessary social control
to ensure that at some point labor will be exploited, in Reis and Oliveira’s terms (2021:

16).

2.4.2. Subordinate Financialization

On the other hand, there is another conceptualization regarding variegated
financialization in ‘developing countries’ —and/or emerging capitalist economies

(ECEs), emerging market economies (EMEs), and lastly developing and emerging
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economies (DEEs)— which introduces the notion of subordinate financialization
(Powell, 2013; Lapavitsas, 2013; Bonizzi, 2013; Alami et al., 2022). This concept of
subordinate financialization firstly used by Powell (2013), in Subordinate
Financialization: a Study of Mexico and its non-financial corporations. For the
analysis of developing countries, Powell’s work centers on understanding the
transformations of Dbusinesses, banks and households within contemporary
capitalism’s characteristics that are internationalization and transformation of the

dollar into the world money (ibid: 110-111).

Accordingly, few characteristics are highlighted which are not that homogenous but
rather are products of institutional contexts. Those are businesses operating
undistributed profits and market financing for financial investment purposes, banking
sector making profits from investment banking and household indebtedness by taking
advantage of liquidity, hence making households dependent of finance and imposing
market risks of increased indebtedness on mass segments of society (Powell, 2013;
Lapavitsas, 2013). Moreover, although these transformations are seemingly shaped by
imperial relations, the subordination of developing countries are grounded on
international capital requirements, the involvement of domestic businesses in foreign
market-based financial derivatives, developing countries’ states bearing most of the
market risks, the mechanisms of transferring and allocating most domestic profitable
opportunities to foreign investors, and the consumption level sustained by debts for
the continuation of domestic capitalists who also invest and valorize their wealth
abroad (Bonizzi et al., 2020: 177-178).

As such, it is helpful to mention subordinate characteristics of financialization one by
one. Although some of those are already mentioned, it seems necessary to remind all
of the concept’s components in order to frame those as a whole. The first component
of the subordinate financialization concept is that developing countries accumulate
excessive reserves in order to join international capital flows (cf. Painceira, 2009;
Lapavitsas, 2013). As a matter of fact, in Lapavitsas’s words, the 1997-98 crises
converted the issue of reserve accumulation into an instrument of ‘self-insurance’
(Lapavitsas, 2013: 30). However, contrary to claims that it would increase the inflow

of money into developing countries by securing promised capital flows, it led to three

30



main reverse results. The first of these is that many countries, from Sub-Saharan
African countries to China, has been accumulating a lot of reserves, in a sense, causing
the outflow of resources available, rather than investing in their own economies (ibid:
252). The second result pointed out by Lapavitsas (2013: 252-253), relatedly, is that
these countries have almost become the financiers of the U.S. public debt, as well as
perhaps the financiers of the consumer loans and mortgages which then initiated the
housing bubble in 2008, since the reserves are mostly accumulated in the forms of U.S.

dollars or U.S. public securities.

And the third result of the over-accumulated reserves is the costs imposed on these
countries due to the sterilizations carried out in order to maintain the accumulation
(ibid: 253). This is because these countries have conditioned not to have current
account deficits in the flexible exchange rate regime on the one hand, and
implementing inflation targeting on the other. Lapavitsas further argues that, as for
sterilizations were also made under conditions where the interest rates linked to foreign
currency were lower than both domestic and international borrowing rates and the
interest rates of the U.S. public securities. In other words, even in conditions were the
risk of the dollar’s depreciation one day in the future can be completely ignored,
securing capital flows and encouraging foreign capital inflows to the country with high
interest rates has created the situation that the difference between the yield and the
lump sum serves as a cover allowance for countries such as the U.S. Moreover, the
author also draws attention that, the opportunities arising from this interest rate
differentials have not only been exploited by security issuing countries and/or the
countries imprinting reserve money, but private borrowers in developing countries
have also profited by investing in domestic financial instruments. This, for sure, was

made possible by socializing all the costs and risks.

The second factor that makes financialization in developing countries subordinate has
been the expanding internal financialization (Lapavitsas, 2009b: 121). And this has
included the expansion of domestic financial institutions and the growth of domestic
bond markets due to the sterilization (Bonizzi et al., 2020: 182-184). The third factor,
on the other hand, is the changes that occur with the transformation of the operations

schemes and relationships of real sector firms and financial institutions. In other
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words, due to the fact that the access of large companies to external finance in
international open markets has come to the fore, hence their reliance on domestic
banks has decreased, and their financial operations have expanded; as well as, most
developing countries have started to introduce stock markets along with financial
liberalization, as another example of institutional changes in corporate structures
(Lapavitsas, 2009b: 114). This increase in non-financial corporations’ financial
activities has led the aforementioned banks to seek other profit opportunities, adopting
investment banking-type features, and financialize personal income as lender and

mortgage provider (Bonizzi, 2013: 91-92).

The fourth factor is mentioned as the increase in the number of foreign banks entering
developing countries. While this, from time to time, has put forward the issue that
foreign banking structures would be adapted in these counties, also has created
contradictions in the claims of mainstream economists (Lapavitsas, 2013: 254). On the
one hand, it was asserted that an increase in the number of foreign bank would provide
supportive finance to small- and medium-sized enterprises by increasing domestic
finance capacity; on the other hand, there has been discussions on whether varying
information gathering processes would cause problems in domestic banking systems
(cf. Levine, 1997; Gavin and Hausmann, 1996; Claessens and Glaessner, 1998;
Claessens et al., 2001; Clarke et al., 2003; Tressel et al., 2006; Dos Santos, 2007 cited
in ibid). However, another aspect of this situation, which is also the fifth factor, is that,
in addition to the fact that foreign banks has raised the number of mortgage and
consumer loans, causing an increase in personal indebtedness; significant proportions
of total banking assets in middle-income countries have turned into be under the
ownership of these foreign banks (ibid: 254-255).

On the other hand, it would be useful to mention some findings about the consequence
of the motive that is also the cause of all these contradictions, namely, encouraging
foreign investment. First, foreign direct investment (FDI) appeared energetic in the
2000s; but, still, according to Lapavitsas (2013: 247), some features of the FDI flows
should not be overlooked in interpretation, because a significant part of the FDI
reflects investments by financial institutions of developed countries, and more

importantly, portfolio investments might technically be considered as FDI. Portfolio
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flows, the other form of foreign investments, emerged as profitable loanable capital
after the crises until the 2000s, but short-term flows have generally been insecure for
domestic financial systems (ibid: 248). That is to say, subordinate financialization has
not only structurally transformed the interaction of domestic economies and global
finance, but also consolidated the dominant role of the developed countries, being the
reason behind developing countries to have a subordinate character, by its hierarchical

and exploitative nature.

2.4.3. Dependent Financialization

In addition to peripheral and subordinate financialization, ‘dependent financialization’
has brought forward as another interpretation for financialization of the Global South.
In a report on Romania’s financialization process, Gabor (2013: 17-21) uses the
expression of dependent financialization regarding financial markets of the developing
countries, other than the developed and innovative financial markets. Financialization
in these ‘shallow’ markets, as defined by Gabor, is portrayed as dependent on
transnational financial actors who have gained significant economic and political
positions in their operations by means of directing regulations or shaping themselves
according to regulations. In this regard, given that the Romanian case has turn into be
financially dependent from its central bank-led financial system, the report underlines
several factors of such dependency (ibid: 216-218). The first is the claim that
transnational banks dominate many branches of banking, both in terms of ownership
and regulatory bases, by transforming banking relationships in these financial markets
into a market-based and ‘impatient’ aspect. The second, these transnational banks are

involved in speculative attacks either directly or by means of domestic currency.

The third, again these transnational banks lend in foreign currency by transferring the
exchange rate risk to borrowers, because of the motivation stemming entirely from the
yield differentials, despite that there is no constraint on domestic currency funding.
The fourth, and in conjunction with the third, is the existence of risk-trading elements,
such as off-balance sheet relationships, arising mainly from the pursuit of these yield
differentials. The fifth, the changing nature of interbank relations, which is a factor

that deepens the transition to different dynamics to financialize through reserve
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trading, starts to be grounded on exchange transactions and other asset markets. The
sixth is the changes in the state security market, since the tendency of borrowing
through more captive resources (e.g. Treasury accounts, pension funds) with short
dates and high returns, instead of government bonds. The seventh, as financialized
banks and markets get out of control, constant data restrictions made it difficult to
bring these short-term, unstable transactions to the public’s consideration. The eighth
is that transnational banks can resist or bend regulations and regulatory agencies in the
context of political conditions of the countries, both through arbitrage and with the
‘implicit’ support of ‘independent’ central banks. The ninth and last one is the
discursive dominance provided by the liquidity imperative, which narrows the policy-
making decisions of those dependent markets mostly due to the pro-cyclical nature of

liquidity.

On the other hand, sort of distinctive from Gabor’s framework, Akcay and Gilingen
also suggest using ‘dependent financialization’ in order to step up the already socially
comprehensive concept of ‘peripheral financialization’ that had emerged with the
reclaim of a Dependency view from a ‘Regulationist’ perspective, as both have
common roots derived from the Marxist approach (cf. Becker et al., 2010; Gabor,
2013; Becker and Weissenbacher, 2015; Akgay and Giingen, 2019, 2022). According
to Akcay and Giingen (2019: 3-4), it would be appropriate to use the concept of
dependent financialization for ‘emerging capitalist countries’ (ECCs); especially for
those with high foreign currency tendencies in their economies (e.g. dollarization, or
euroization), those which have outstanding current account deficits and thus become
dependent on imports, and those which are constantly dependent on foreign capital for
economic growth. That is not re-discussing the validity of the Dependency views in
the 1960s and 1970s; but is reconsidering the view for its approach with historical and
geographical line in the way to analyze the hierarchical structure of international
finance, which would contribute to re-introduce the problems of de-industrialization
and structurally higher interest rates in the ECCs than in the advanced capitalist
countries (ACCs) (ibid: 5-6).

Regulation School’s approach related to the financialization process, in this regard,

would bring into more comprehensive interpretations of dependent financialization
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because of its ‘holistic’ perspective on the class structure of societies and the
reflections of class struggles on the accumulation regime (Akgay and Giingen, 2019:
5). On the other side, the fact that the Regulationist view makes sharp distinctions in
terms of financial capital while defining the accumulation regime in peripheral
financialization, which would create the problem of capital accumulation’s
periodization with a one-sided strategy. Instead of such distinctions, analyses focusing
on more prudent forms such as credit expansion in ECCs, the relationship of financial
capital with the state would contribute more to understand the contradictions and
continuities of financialization (ibid: 6). In addition to these, for Akcay and Gungen,
although the subordinate financialization concept contributes to addressing the issue
of the dependency-inducing structure of integration into the global financial system, it
does not include important emphases such as class structure, social reproduction and
the historicity of the state (cf. Lapavitsas, 2013; Bonizzi et al. 2020; Akcay and
Giingen, 2022: 298).

In the light of these, the concept of dependent financialization, together with its
aforementioned aspects, tend to focus on making an interpretation of variegated
financialization based on the fact that the main hegemonic currencies of the core
economies are more convertible than of the peripheral economies that are, in a sense,
dependent on the accumulation processes of the core economies (Akgay and Gungen,
2022: 298-300). In other words, for them, given the framework that variegated
financialization has been shaping around states’ financialization policies, household
financialization, non-financial companies’ financialization, debt dollarization, and so
on; it would be better to understand another aspect of this process recurring with
conjunctural impacts of higher interest rates and less convertible currencies on ECCs
with a historical and class-concerned approach under the umbrella of countries and
their economies’ articulation to global financial cycles. Because higher interests rates
do not only attract foreign capital, but also changes the environment of, for instance,
public debt and mas-indebtedness, by making ECCs’ economies crisis-prone and more
dependent of the monetary policy decisions made by the ACCs’ central banks (ibid:
298-299).
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In addition to the empirical studies, the number of which is increasing day by day, the
increase in private debt and access to financial instruments in the Global South
countries has also been discussed as an authoritarian turn in the context of the
consequences of dependent financialization (Apaydin and Coban, 2022). While it was
questioned that whether it is possible to see signals of democratization with an
improvement in economic growth through increasing access to credit and the
expansion of financial instruments; the authors underline that, because of the risks
brought by economic liberalization in the Global South countries, it is possible to see
authoritarian tendencies in those countries. Because social and political factors along
with dependent financialization structure increase inequality and continuous
implementation of those policies in favor of financial deepening at the expanse of their
social costs, possibly create social crises due to the conflicts of interests, which are, in

turn, result in repression for the sake of accumulation (ibid: 4-6).

2.4.4. International Financial Subordination

Last but not least, and quite recently, Alami, Alves, Bonizzi, Kaltenbrunner,
Koddenbrock, Kvangraven, and Powell have proposed to create a cumulative theory
to synthesize the analyses of international political economy on the ongoing
financialization of ‘developing and emerging economies’ (DEEs) (2022). And, their
proposal for this cumulative theory umbrella is International Financial Subordination
(IFS). The authors, in this regard, list the limitations of explaining the ongoing
continuities and contradictions of IFS respectively. Firstly, the mainstream economics
mostly expresses the economic problems of DEEs by underlining the
underdevelopment of financial systems and institutions, while emphasizing the
solution to these problems as reforms through practices such as good governance,
flexible exchange rate policies, development local market, and even temporary capital
controls (cf. Obstfeld, 1996; Calvo and Reinhart, 2002; IMF, 2012 cited in Alami et
al., 2022: 2).

On the other hand, while there are economists who are interested in changing the axes
of development with the regulation of capital flows (cf. Diaz-Alejandro, 1985;
Griffith-Jones, 1998; Arestis and Glickman, 2002 cited in ibid: 3); the relatively
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critical economic literature shows an interests in areas such as global driving forces,
the limitations of DEEs currencies, finding necessary solutions to the increasing
instability caused by integration efforts, the problems of capital flows building more
dependency on the conjuncture with respect to national characteristics and policy-
making processes, and the problems caused by the excessive liquidity in DEEs (cf.
Eichengreen and Hausmann, 1999; Stiglitz, 2010; Rey, 2015; Eichengreen et al., 2018
cited in ibid: 2-3). However, these analyses seem isolated from the relations of global

capitalism because they are often based on empirical discussions on DEEs (ibid: 3).

International political economy, on the other hand, focuses on the hegemonic position
of the U.S. dollar and the U.S. in its studies which considers its effects and relations
within global financial markets, while attaching importance to understand the power
relations and their transformation by deepening finance through political and
institutional factors, as defined by authors. That is, for them, the international political
economy approach, despite the intensity of the perception that financial subordination
is likely to be seen as a continuous and systematic aspect of global capitalism parallel
to underdevelopment in DEEs, particularly considers effects and result of the IFS in
DEEs, too. It is clear, for the authors, however, that the issue is still not fully
conceptualized, as financialization studies in DEEs has been fragmented rather than

extensively theorized.

Therefore, it is suggested that IFS be used as a pluralistic and interdisciplinary
umbrella concept which serves primarily for conceptual analyses, using empirical and
political elements to the extent it is necessary, in order to understand the processes that
make DEEs subordinated (ibid: 4). This umbrella is closely interacted with three
heterodox views that are the Dependency, Post-Keynesian, and Marxist approaches,
for the interpretation of contemporary accumulation processes, the relationship
between finance and development, the interaction of IFS with historical and social
relations production . As such, Alami et al. (2022: 3-5) claims that, IFS proposes to
organize studies around the state structure, the role of money and non-state actors, and

the dynamics that emerge through geographical and spatial relationships.
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Put it differently, it has been argued that the historical, spatial, and political
characteristics of financialization may differ from financial liberalization and financial
globalization in the Global South, based on emerging and transforming patters in
addition to already existing institutionalized structures (Lapavitsas and Soydan, 2020).
In this context, whether dependent or subordinate financialization, the focus of these
conceptual approaches emphasizes different points but almost through the same
factors, such as foreign capital flows, increase in the activities of foreign financial
institutions, changing debt patterns, and the expansion of financial profit mechanisms.
It seems reasonable, then, to reveal the common denominators of global capitalism and
its social actors as vulnerabilities caused by financialization, suggesting that
examining the social role of the state is crucial along with all other social relations.
Because given the state’s role of maintaining financial dominance in implementing
neoliberal policies, its effects on social policies arising from financialization have also
been inevitable (Fine, 2014; Lavinas, 2020). This brings to light not only economic
fragilities and crises, but also crises of social and class politics. However, while all
kinds of political, economic, sanitary and environmental crises continue, global
capitalism and its dominant constituents will undoubtedly continue to form

institutionalized and/or closed-door bargains.®

6 See, Gabor, D. (2021). The Wall Street Consensus, Development and Change, International Institute
of Social Studies. Vol. 52(3): 429-459.; Dafermos, Y., Gabor, D., & Michell, J. (2021). The Wall Street
Consensus in pandemic times: what does it mean for climate-aligned development?. Canadian Journal
of Development Studies. 42(1-2): 238-51. Also see, Yalman, G. L. (2021). Crisis of What? Crisis in or
of Neoliberalism? A Brief Encounter with the Debate on the Authoritarian Turn. In E. Babacan et al.
(Eds.) Regime Change in Turkey: Neoliberal Authoritarianism, Islamism and Hegemony. Routledge.
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CHAPTER 3

HISTORICAL REVIEW OF THE CONTEMPORARY CAPITALISM IN
BRAZIL

Both finance and banking have long-standing pasts in history that existed and shaped
in various ways, times and places, regarding particular social, economic and political
activities of each time period and place. Although functions of banking have been
varied in the history of banking in time, the primary and earliest reason behind the
need for banking seems to be the security matters for the storage of valuable things.
That ‘need’ appears as the very motivation of property ownership which was not only
based on the preservation of the metallic or fiat money, but that of contracts, seeds,
jewels, and so on. Apart from the questions of whether the money of the contemporary
world is a property and has a value in real terms, there is the issue that money as a
mean of exchange has somewhere in history become something buyable and sellable
in markets. It is therefore important to underline that money, which historically owes
its value to productive activities, has started to act as capital making profits in financial
and/or financialized markets in a substitute manner for its preliminary role in the

commodity circulation.

This, however, requires the participation of actors with particular interests for the
historical formation of such a cycle and its networks. That is why this cycle and its
actors neither can be evaluated in isolation in terms of time and space, nor can it be
explained by the inevitability of an integration. Rather, as Fernando Henrique Cardoso
and Enzo Faletto (1979: xxvi) state for their analysis of structural dependency in the
preface of their book Dependency and Development in Latin America, “...[T]heir
explanation must also lie in the different moments at which sectors of local classes
allied or clashed with foreign interests, organized different forms of state, sustained
distinct ideologies, or tried to implement various policies or defined alternative

strategies to cope with imperialist challenges in diverse moments of history.”. In this
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context, identifying the historical environment, actors, and strategies of the Brazilian
financial sector is, to a significant extent, necessary in order to scrutinize the history

of money and banking in Brazil.

3.1. Background of the 20t Century Capitalism

3.1.1. About the 19™ Century

The establishment of the Banco do Brasil (Bank of Brazil) on 12 October 1808 is
associated with the move of the Portuguese court to Rio de Janeiro under the probable
risks of Napoleon’s invasion of Portugal.” With the aim of finding an “immediate
solution of the problem” —that is the economic and political impacts of the Napoleonic
Wars in the peninsula—, several measures, which are opening the ports and
liberalizing the sectors of trade and manufacturing, were taken in the Carta Régia
(Royal Letter) as adoption of a “liberal concessions regime" on 28 January 1808
(Rodrigues, 1959: 179). In this regard, those measures were needed to be strengthened
by forming an organized and centralized instrument for the circulation of money and
to be able to finance the activities of the economy under the conditions of the
Portuguese court’s move to its colony. The Banco do Brasil was primarily supposed
to undertake a ‘regulatory’ stance with the motives of preventing lacks of funds to the
Royal Exchequer, creating means of payment, and removing the obstacles ahead the

commercial transactions.

Later, the bank, which was stated to be experiencing some difficulties, tried to attract
the attention of domestic and foreign investors by announcing that the royal treasury

would transfer capital to the bank as a result of taxation created only for this purpose.

" Although Portugal might carry its neutral attitudes toward the Napoleonic Europe, the Britain side
made the Portuguese court to take the decision of moving from Lisbon to Rio de Janeiro without
impressing a particular pressure. It is still discussed whether the crown was brave or timid, yet the move
opened a new period in the colony Brazil. Since the colony was no more only a place of dominion, but
also a homeland, new sort of an economic regime supposed to be founded in line with the requirements
of epoch’s liberal principles. L.e. “transformation of the colony into an internalized metropolis™ (Dias,
1972 cited in Cardoso 2009: 9). For further knowledge, see Schultz, Kirsten. (2001). Tropical
Versailles: Empire, Monarchy, and the Portuguese Royal Court in Rio de Janeiro, 1808-1821 (1st ed.).
Routledge.
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However, despite the move of reanimation, neither new investors could be attracted
easily, nor the process of the new taxes' collection was that smooth. Only one of the
bank’s ultimate goals, which was having the role of issuing money in circulation, was
relatively accomplished, though bank’s troubles could not been avoided again since
the paper money issued had not been backed by metallic assets (Cardoso, 2010: 167-
171). This is one of the main reasons why the bank remained closed until 1838.
Although it was restructured and reopened in 1851 in order to fulfill its roles in the
state finance and in the economy of Brazil, later on, structural changes needed again
to give the contemporary form of the bank due to the financial ‘panics’ of the 1890s
(Marichal, 2008: 587).

On the other side, because of the dominance of Britain in trade relations, the
connection of Portugal with Brazil had started to be weakened since the 17" century.
The Portuguese Kingdom tried and needed to preserve its ties with Britain mainly due
to the problems in Europe, which once again reinforced the British hegemony over
Portugal and its colony (Halperin-Donghi, 1993: 71-73). For instance, the Banco do
Brasil was, for a while, tied to an agency in London on the grounds of a loan-based
contractual obligation and its agents also assumed control of intermediation in sale of
some particular Brazilian products there. (Cardoso: 170-171). By the 1820s, although
Brazil, like other Latin American colonies, declared its independence, since its new
king was Dom Pedro I, the son of the Portuguese king Dom Jodo VI, and the ongoing
British influence was further consolidated there, it becomes a necessity to question this

political independence in terms of social balances.

During the independence period of Brazil, there were two main groups emerged: the
first consisted of Portuguese-born bureaucrats, merchants and military officers which
played an effective role in the political arena through the Portuguese-like
conservatism; and, the second was led by idea of a Brazilian liberalism. While not only
the conflicts and contradictions of these two groups, but also the discontent and
independence movements rising from some regions took place. The administration
was, once again, only able to avoid risking its existence with Britain’s help. Yet, the
concessions provided to Britain in return became inevitable. As the activity that makes

up almost the entire Brazilian economy was agriculture, the basis of the social structure
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was the landed aristocrats and slaves. Brazil, in a sense, had been subject to the word
of Britain by committing to end slave trade because, in the world market, cheaper
Brazilian sugar produced by slaves could be a threat for the British sugar produced in
the slavery abolished plantations (Skidmore and Smith, 2005: 139-142).

The issue of abolishing slavery soon divided the Brazilian elite that were in general
positioned separately in the center and in the northern and southern regions of the
empire. Those who were positioned in the center were mainly Portuguese-born
merchants and bureaucrats whereas landowners were in regions outside of the center.
Nonetheless, the riots in the South that broke out due to the occupation of the Banda
Oriental®, to an important extent, made the emperor dependent on the support of the
landlords in the South, while the expenditures made to handle all the situation almost
depleted the Brazilian Treasury. Pedro I, who did not hesitate to try anything to
overcome this crisis, started to print money. This soon created a profitable situation
for exporter landlords through the depreciated Brazilian currency, as well as a high
inflation that damaged the situation of the other groups in the country (Halperin-
Donghi, 1993: 89).

Under these conditions, as the era of Pedro | was coming to an end, the liberal group
that had gained strength had the opportunity to further put their decentralization
interest into action. This, however, revealed the threat of revolts in some regions that
could even lead to a social revolution. Then, it became possible for elites to unite in a
short time compared to the previous period around the idea of Dom Pedro 1l to ascend
to the throne at a young age for the empire was no more exposed to those threats. Still,
there was another important issue affecting the interests of the conflicting elites in the

process leading up to the abolition of slavery.

8 The Banda Oriental, the east bank of the Uruguay River, was occupied by the Portuguese forces before
the independence. The establishment of the new empire of Brazil, however, did not change the situation
of invading there, yet the local forces organized in the Rio de la Plata soon presented a threat to Brazil.
So much so that as soon as the revolts gained momentum, Argentina also declared war on Brazil, while
the Brazil’s emperor, Pedro I, needed to be supported by the landowners of the Southern Brazil. This,
in turn, meant a complication of its previous connection with the other social group consisting of the
bureaucrats and merchants in the center of the country (Halperin Donghi, 1993: 88-90; Skidmore and
Smith, 2005: 141-42).
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By the middle of the 19" century, although the Dutch and British continued to
dominate the loan market in Brazil, it cannot be said that there were no internal
interest-bearing loans within the country. On the one hand, there were the local
merchants, who, in a sense, with the downfall of the previous colonial relations, began
to lend their customers through the trade channel; on the other hand, there were the
commissioners who financed the farmer with current account loans, especially in the
regions where coffee production took place. Further, a mechanism had been created in
which the commissioners in this agricultural production point controlled the
commodity sales and money flow, sometimes even dominated the production process
so as to undertake the risk management of the landowner to embrace a part of the value
created in production (Saes, 1986: 45-47).

When all this is considered together with the issue of slavery, it points out that the
coffee economy was also to an extent excluded from the banking system that was tried
to be linked to the world economy under the conditions that trade was already more
privileged than farming. That is why, regarding accumulation within the system, the
situation of the planters’ indebtedness and the slaves being a new class emerged. Since
slaves had contributed to this economy both by being the source of working and by
creating the condition for the farmer to get the necessary capital, the existence of slaves
was constituting sort of a commitment of debts to be paid (Martins, 1979 cited in ibid:
48-49). These created the need to find a replacement of labor forces and a new way
for loans to be guaranteed again. This, then, caused borrowing again as it required the
acquisition of capital goods such as machinery that was expected to be a cure for the
lack of labor. And ultimately, the rising costs of slaves were also transforming the
relation of interests between slave traders and landowners, with several other social

factors, leading the Brazilian government to take measures to end the slave trade.

In the time leading up to second half of the 18™ century, the general course of the
Brazilian economy was stable, if not spectacular. Still, the trade deficit, which was
seen mainly due to the increase in imports, influenced the period as another indicator
that could not be prevented in spite of the increase in exports. However, the way those
exports taking place was more intriguing because mostly British commercial houses

were those managing the process of carrying the exports of Brazil to the world market.
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Moreover, it was the British, too, who provided quite good amount of loans to the
Brazilian government, and foreign investments from the City of London took place.
Several infrastructural and sectoral investments again had been realized with the
‘cooperation’ of the British.® Almost all the railways in Brazil, for example, were
constructed with foreign investments from Britain (Bethell, 2018: 73-75). That is to
say, almost all of the public debt of Brazil at that time was because of the loans from

London.

It should also be noted that British commercial banks were also among the most
widescale banks in Brazil at the time. “In 1913... British banks held a third of total
bank assets, domestic and foreign, in Brazil.” (ibid: 75). In this regard, although,
towards the end of the century, houses in the country began to grow and to some extent
reduce the role of British commercial banks, the finance of agriculture, industry and
trade was provided by British capital for a long time. To exemplify, in 1855, the
banking house of N. M. Rothschild had started to be the financial agent of the Brazilian
government in London in order to lead the credit processes of the Brazilian
government in the capital markets of London (Abreu, 2000: 390).1° This in turn, had
created a situation in which the government’s fiscal, commercial and monetary sort of
policy-making processes became openly imported from that agent in line with its

interests or ‘guidance’.

Towards the last decades of the 19™ century, when the major issue of slavery was still
on the agenda in Brazil, immigration from Europe was considered as a way out at the
point of transition from slavery to free labor. Although one of the reasons for this
seemed to be to correct the slave image that formed the identity of Brazil, the labor
needed by the coffee plantations that grew immensely in and around Sao Paulo was

not enough despite all the internal migration from the Northeast region. However, the

° For more about the extent of those ‘cooperation’s, see: Bethell, L. (2018) “Britain and Brazil (1808—
1914)” In Brazil: Essays on History and Politics, University of London Press., and, Abreu, M. D. P. (2000)
“British business in Brazil: maturity and demise (1850-1950)”, Revista Brasileira de Economia, v. 54, n. 4.

10 Also see Shaw, C. (2005). Rothschilds and Brazil: An Introduction to Sources in the Rothschild
Archive. Latin American Research Review, 40(1), 165-185.
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institutional changes planned to make immigration attractive were affecting the
political balances in the country (Skidmore and Smith, 2005: 144-147). The military
forces, on the one hand, were strengthened during the Paraguayan War through over
financing which was also a reason behind the significantly increasing external debt.
Moreover, since the international financial crisis of 1873 had caused to collapse the
stock markets all around the world, the finance in Brazil was also damaged to a crucial
extent.'* For instance, the collapse of a banking baron leading most of the Brazilian

banking system made the capital market seem abandoned in Brazil.

On the other hand, the landowning oligarchy of coffee planters from Sao Paulo and
the cattle farmers from Minas Gerais had not been reluctant to cooperate with the
military by the virtue of monarchy’s abolitionist moves and so on, thus the period
regarded as the Republic of Café com Leite (Coffee with Milk) had started and lasted
until the 1930s (Halperin-Donghi, 1993: 153-155). At this juncture in time, it is
possible to mention an oligarchical rule originating largely from the last decades of the
19t century and a picture of Brazil that continued to experience various financial
problems in the last decade of the 19" century as well as in the early 20™ century. On
account of these events, it might be helpful to recall the arguments addressed in the
literature to cover how was the monetary policy during the second empire and the first

republic that, then, gave the shape of the Brazilian financial system in the 1900s.
3.1.2. Discussions on the 19t Century
One of the most referenced books in this regard has been Furtado’s (1993) Formagao

Econémica do Brasil. For him, monetary policies of the 19" century had often been

restricted by the concern of doctrinal integration to the world economy.? The gold-

11 For more about the reasons behind the start of a series of crises, namely ‘panics’ cf. Aliber, R. Z.,
Kindleberger, C. P., & Kindleberger, C. P. (2011) Manias, panics, and crashes: A history of financial
crises. New York: Palgrave Macmillan; Mishkin, F. S. (1991) “Asymmetric Information and Financial
Crises:A Historical Perspective” in Hubbard, H. G. (ed.) Financial Markets and Financial Crises.
Chicago: NBER and University of Chicago Press.

121 e. a commitment to the European doctrine.
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standard system was not that equally applicable to an export economy experiencing its
transition from slave-labor to a wage-labor regime. For it was causing an inefficient
investment to guarantee the conditions of the financial orthodoxy at the same time by
creating differences in crises and management of those crises in the world economies
dependent upon the place each country occupies in the international trade (ibid: 161-
168).13

Then, some scholars contended that the policies were often compatible for the sake of
British banks and foreign investors, whereas there were also those stating that the
monetary policies seemed convenient to the interest of landowners (cf. Granziera,
1979; Schulz, 1996). While another argument taking place has been that the political
conflicts regarding centralization and de-centralization had an impact on deciding the
monetary policies in parallel to monopolizing the issuance of banknotes (Levy and
Andrade, 1985). In this argument, it is asserted that the only notes was not issued by
the state but also there were some individual payment bills, such as the role
commissioners played in the plantations mentioned earlier. This enabled the private
credit bills to cover the needs for payment flows at the same time by accelerating the
circulation of goods. Since the emergence of the commercial banks or mechanisms of
credit in some regions did not only satisfy the money needed in sectors of production
and commerce but also created a banking capital from the usurer’s capital that had
been transforming the shape of capital accumulation. That changed the level of the

state’s power to regulate the monetary policy from time to time by means of political
conflicts (ibid: 20-23).

However, the argument, which is seemingly agreed in common, has been that one of
the problems concerning the banking system was believed to be about the

convertibility obsession rooted in the imperial era.** Just like Furtado’s explanation

13 In the wage-labor regime, the risk of monetary demand being higher than exports is another source
of imbalance because previously it was possible to compensate the differences between export and
imports by means of the differences between income and factor expenditures. Nevertheless, Brazil, as
a country exporting primary goods, was more fragile to the prices falls in the international market,
thereby facing the problems in balance-of-payments (Furtado: 161-8).

14 For further discussions, please see Wileman, Joseph P. 1896. Brazilian Exchange: The Study of an
Inconvertible Currency. Buenos Aires: Gali Brothers.

46



that the issues of inconvertibility, deficits and the issuance of paper money have
become pathological in Brazil (Furtado: 167). The conditions were requiring monetary
expansion in the Brazilian political economy because Brazil was an exporter of
primary products, converting its productive activities on a wage-labor basis in that
time, and had a high import coefficient in its balance-of-payments. Therefore,
monetary reforms were tried to be considered several times at the end of the 1880s.
Franco (1983: 30-37), for instance, asserts that the expansionary conditions for the
monetary policy in the end of 19" century were not reasonable for a simultaneous
deflationary plan that could also maintain the convertibility conditions as advocates of

the metalista orthodoxy would prefer.

Although it was also known that the exchange rates were subject to the effects of the
balance of trade and foreign loans issued by the treasury, the main reason for the
fluctuations in the exchange rate was believed to be speculation in the foreign
exchange market (ibid: 37). Thus, the disposition of Brazilian bonds to London seemed
like a must due to the budget stagnation by reducing the Treasury’s control over loan
capital markets. And, for Franco, it was the foreign direct investment obeying to the
confines of the international finance and the circumstances of the financial markets,
rather than being shaped through granting of interest guarantees or interest rates

differentials by the local factors.

On the other hand, both metalista and papelista economic schools of the period have
more been taken into account in Villela’s (2020) recent work The Political Economy
of Money and Banking in Imperial Brazil, 1850-1889.'° For him, it was true that the
production sectors demanded cheap credits because of the abolishment issue and the
need for creation of new opportunities in such a transition, as the new Commercial
Code showed in that era. But, the imperial government did not prefer to depreciate the
Brazilian currency because it will cause an increase in the payments for those who

were indebted in sterling and for the Treasury. It was not only for the provision of a

15 In general and supposedly, the metalista advocates were interested in currency-related policies,
whereas the papelista advocates were in banking and issuance of notes.
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guarantee to the foreign creditors but also a stable exchange rate seemed necessary.
Even though the metalista thought seemed opposed to the existence of new actors
issuing notes, both the metalista and papelista views were in support of the conditions
that several actors expanded money supply because there were little opposition to
deposit and discount banks. The point distinguished them was more likely to be the
convertibility issue (ibid: 93-97).

In addition to these, Villela (2020: 185) contends that ... contemporary policymakers
strove to confer on Brazil’s currency the discipline associated with the Gold
Standard.”. However, for him, it was not due to a ‘mimicry’ of Europe, as Furtado
states. Rather, for the author, three concerns took place regarding the monetary policy:
the first is the government’s debt in sterling; the second, the need to signal ‘financial
rectitude’ for foreign investors; and, the third is the fixed exchange rate regime, which
would prevent sudden changes in the foreign exchange as an insurance with the

convertibility to prevent income and wealth shifts.

3.1.3. An Expansionary Period: the Encilhamento

The historical period following these discussions in the literature is defined as the
Encilhamento.® Although it is conventionally common to define the Encilhamento as
a bubble, there are also some approaches which interpret it in a developmentalist
perspective or as a combination of both views (cf. Furtado, 1972; Fishlow, 1972; Lobo,
1976; Levy, 1980; Topik, 1991; Janior, 2003; Schulz, 2008); as well as there are some
late approaches that claim an analogy between the crisis of the Encilhamento and the
Baring crisis in Argentina by linking those crises with international capital flows and
debt cycles (Triner and Wandschneider, 2005; Filomeno, 2010). The main argument
of the view that saw the Encilhamento as a bubble was focused on the uncontrolled
speculation in financial instruments and the corrupt situations it created (Lobo, 1976:

260-300). Nonetheless, speculations on the commodity and financial markets had not

16 Encilhamento is used by referring to horse races with the meaning of saddling up and/or mounting.
In Brazil, the term used to refer to a series of monetary policies that covers the last years of the 1880s
and the early years of the 1890s.
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taken place for the first time, but the Encilhamento period was the first time that many
more corporate and individual investors engaged in the market more than ever (Levy,
1980: 192).

The argument, which is that these conditions provided economic growth and
industrialization with opportunities such as the growth of limitedly responsible
corporate formation and excessive stock sales, also claims that the events caused a
negative shock by crashing the financial markets by constituting the circumstances for
an early period of import substitution industrialization (Fishlow, 1972: 311-365). But
again, the Furtado readings highlight the imperatives of this situation, such as the
demand for additional money created by the spread of wage-labor. This situation, for
him, pushed the economy administration to expand the means of payment, revealing
features that the increase in the number of banknotes and excessive credit abundance.
While this expansion created an incentive for private consumption and investment with
low real interest rates, it acted as a concentrating factor in the short-run. However, in
the long-run, it required imports, and it was inevitable that it would have a direct
impact on the exchange rate by creating negative effects on the balance-of-payments
(Furtado, 1972: 168-175).

There are also opinions emphasizing that the reason behind an ultimate convertibility
crisis was not exactly as Furtado states, because of the claim that the exports had also
increased like the imports. In other words, the deterioration in the balance-of-payments
was not seen as the increase in imports due to credit expansion, but as the difficulties
in the finance of the capital account caused by external restrictions due to the political
and/or economic structure (Junior, 2003: 286-293). In this regard, Schulz, too, asserts
that immigrants, freed men and people in cities developed the market as a response to
the expansion of the banks and industries, and this, in turn caused an inevitable
increase in the stock market (Schulz, 2008: 71-90). Then, this was, again, due to three
circumstances of the Encilhamento: the need of money supply for the salaries of wage-
labor, the coffee prices in parallel to the efforts to make a peaceful enactment for the

abolition, and broadened markets of some industrial goods.
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Nonetheless, the issuance of gold-supported notes was fragile from the beginning
because any decrease in the prices of coffee would cause a deficit in balance-of-
payments, which means an outflow of gold. The political crisis by means of republican
civils backing the army to unsettle the monarchy, however, shaped the occurrence of
this prediction. The numerous loans and allowances were expected to make planters,
and several other benefited sectors, happy, while funds that were supposed to be used
by the state for the public good which flowed almost interest-free to the privileged
banks (ibid: 90-97). That is, agricultural loans and the flow of convertible notes did

not save the monarchy.

According to Topik, the Republic was not a structural inevitableness, but it was a
political coincidence that maintained the imperial understanding of policy-making, as
“the core of the expansion during the Encilhnamento years was the great merger
movement directed by a handful of financiers.” (Topik, 1991: 264). Its start was given
as a response to the abolition and booms in the international capital markets, yet, its
real developmentalist objectives could not be obscured because both the number and
scope of newly created corporation were higher than ever before. This shows that not
only financiers but also planters and industrialists benefited. All the figures of the
Encilhamento’s policy-makers, that are Ouro-Preto, Barbosa and Lucena, combined
the political requirements with an economic ‘vision’. This period of expansion would

eventually collapse, and it did (ibid: 169-171).

However, the conflict commonly highlighted to portray both the collapse and its
background was not between the growers favoring the immigration or expanded
money, the commercial capitalists using the opportunities of the Encilhamento, and
the progressive bourgeois industrialists opposing to that expansion. Rather, it seems
more correct to look for this struggle between the bourgeois fractions and the
subordinate classes. And, finally, it discredited an organized model of capitalism, for
Topik (1991: 264). That is to say, after this period, while discontented attitudes
towards expansionary monetary policy and state intervention were accepted. In
practice, Brazil’s foreign credit opportunities were damaged. Efforts to create a

national capital market harmed Rio de Janeiro’s national hegemony. And, most of the
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companies established in those years could survive to the extent that they could remain

under the control of foreigners or the state (ibid: 264-267).

Instability amid this financial turmoil left the banking system, too, in an unstable and
unorganized situation with the following banking crises in the first years of the 1900s.
Seemingly, it is possible to feel that too much monetary easing would no longer be
that welcomed and a return to economic orthodoxy should be given place. That is
probably why many banks issuing money was stopped by the new finance minister,
Joaquim Murtinho, after 1898. A lot of banks founded during the Encilhamento failed,
and even the Banco da Republica formed together with the Banco do Brasil as a
national bank closed (Cortés and Marcondes, 2018: 7-9). By 1900-1901, the need for
banking reform in Brazil was continued to be emphasized because of the crises. Also,
for the argument that the Brazilian banking system is inadequate to promote

investment for industrialization had started to spread (Neuhaus, 1974).

One of the reasons behind this, nonetheless, have been expressed as the orthodox
monetary policies of that period. For instance, the monetary orthodoxy considered with
the fact that Brazil did not have adequate financial and monetary institutions to foment
industrialization at the same time by being concerned about stabilization, appreciation
of the currency, decrease in money supply, and balance-of-payments (Pelaez, 1971.:
19-25). Also, the state’s debt and was a crucial factor in monetary policy-making
(Fritsch, 1988: 13-31). That is to say, an inherited factors that are the state’s external
debt, which was mostly equal to half of the foreign investment, and the Treasury’s
debt, which was mainly linked to the savings of the Brazilian middling people, were
restricting. Thus, a controversy in implementing the liberal assumptions revealed by
the state intervening in the financial policies during the First Republic in consequence

of a debilitated financial system required interventions for decades (Topik, 1987).

The reform of the banking system in 1906 was in order to establish a well-defined
structure for the transactions of the banks and businesses, as well as to re-open and
give a form to the Banco do Brasil as a national bank (Triner, 1996: 137-143).
Therefore, the role attached to the bank was leading the national distribution of

banking services as well as the management of the monetary policy. In a sense, without
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challenging the former view of intervention by Topik, this view asserts that the
planned institutional dimension contributed to the Brazilian economy by means of
creating an organized banking system that concerned by connecting regions, areas of
production, and public and private sectors. Subsequently, the national banking system,
which was shaped in a hierarchy led mainly by the Banco do Brasil, approached to
take a certain institutional shape regionally and nationally (Triner, 1999: 132-143).
This created the opportunity for the banking system to provide resources to the market
and entrepreneurs by creating dynamics that are both legal and responsive to the
market. That is to say, a more organized banking system enabled the sectors interacting
with the finance and banks to experience a safer expansion of banking in the way to

economically grow, decrease the risks and protect properties (Triner, 2000: 127-146).

And ultimately, this allowed the country to experience a growth in the period up to the
1930s, which contributed to the Brazilian development ‘despite the complexities in
public finance’. In short, Triner makes descriptive conclusions about the First
Republic’s monetary and domestic finance debates based on data and in discussion
with the developmentalist and dependency theses that dominated the literature for a
period.l” However, it is still open to debate how these descriptions based on the
institutional reforms and changes in the domestic finance and banking system added a
new dimension to the subject, in terms of foreign debt, international finance, and
international markets, and the impacts of external shocks. Also, the emphasis that
despite the complexities of public finance, the domestic banking system organized and
contributed to the development, still lack the very reason to explain the problems with

the public finance.

Similarly, alternative views attached to the monetary policy had also questioned the
effects of international markets on the domestic economy. The study on monetary

policy by Neuhaus, for instance, suggests that more consistent implementation of the

17 For other works with data such as national product, price levels, money supply and international debt
support the inferences about Brazil’s economic trajectory contributed to the financial historiography of
the country, see Triner, Gail D. (2000). Banking and Economic Development: Brazil, 1889-1930. New
York: Palgrave. And, for the discussion on Dependency School, see Triner, G. (1999). The Delayed
Development of Early Brazilian Financial Historiography, 1889-1930. Revista De Historia Econémica
/ Journal of Iberian and Latin American Economic History, 17(S1), 53-75.
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orthodox monetary policies would provide a better response to the demands of both
domestic and foreign markets in line with the public finance, which is then
problematized by the argument that these orthodox policies would not respond to these
external shocks, and that these policies caused the country more trouble in the long-
run (cf. Neuhaus, 1974; Peldez and Suzigan, 1976). The latter view, in addition to both
Dependency and Monetarist views, highlights an export-led growth. According to
them, in times of external shocks, countries were able to accumulate by using their
previously idle capacities (Peldez and Suzigan, 1976). That is, Brazil was
accumulating wealth by its comparative advantage in coffee production, which it

gained under the conditions of exploitation.

In addition to that developmentalist point of view, Prado’s analysis (1970) of the
production and finance for Brazil based on the comparative advantage doctrine is also
essential to be mentioned because its critique has been argued a lot during decades.
Whether the finance is considered as an international network with its domestic links
or not, international trade and a particular exchange rate regime to conduct the
exchange of the goods and services obviously make the relations of the market
intertwined among countries. A country putting efforts to be industrialized has to be
motivated by the ability to export its production in a free trade regime, and this does
not only require the capacity to produce industrial goods, but also the access to all kind
of inputs, logistics and finance of all the process. Being able to coordinate all of those
processes for a free trade regime generate the need for a standardization of means to
access all the components internationally. This standardization allowed some of the
countries, namely the industrialized ones, to have the advantage of not only
introducing the doctrine for certain countries, but also having sort of a determinant

power to set the conditions.

By the same token, a free market through demand and supply indicators of a market,
let it be international or domestic, would never be enough to explain the conditions of
both demanders and suppliers taking part in the circulation. This is because even the
states have exchange relations that influences the conditions of both domestic and
international market, and those relations are not only at national levels but even it is

possible for a state be subject to a relation with individual corporate entities
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internationally. For that matter, the assumption made by Prado (1970) is that
international financial interests pervades key sectors of the Brazilian economy, for
Brazil would be offered financial resources to those sectors in which it was supposed
to have a comparative advantage, such as the coffee production. In this way, as a
country devoting its activities to these foreign incentivized sectors, the country’s
inability to produce for domestic consumption in time will increase the need for
imports and make it more fragile to external shocks. At the same time, this meant
linking public debt, dividend payments to foreigners, and commercial profits to foreign
countries; as well as the debt framework created by this structure was not only included
the central government and the federalized states, but even the simple municipalities

were subject to debts from foreign loans in the Brazilian case ibid: 456-458).

On the other side, any crises hindering commercial and/or financial inflows and
outflows in the world market created the need to supply restricted goods that were
normally imported in countries, which exports primary goods and imports
manufactured goods from the industrialized countries. And this, at those times,
brought up the way to be industrialized by increasing domestic production (ibid: 456-
482). In this respect, the coming period by 1930s had been a new period to consider
that increase in efforts to meet the domestic demand of the Brazilian people. Seeing
how the claims made by Prado can be further interpreted in Brazil after a world war
and a global depression will more contribute to cover the debates. Therefore, in order
to continue for the discussion, the question of how had the industrialization in a

supposedly ‘closed’ trade been financed since the 1930s will be given place.

3.2. The Import Substitution Industrialization Period

Efforts for the establishment of a new way to organize production by means of
substituting imported products in a primary-product exporter country is basically
interpreted as a concept related to the periods when international commerce is
interrupted. This is possibly seen in most countries during and/or after the wars,
economic recessions and depressions. In addition, during these periods when trade
seems relatively closed, it may also manifest itself as an interim period in terms of not

prioritizing financial stability or the conditions ‘desired’ by foreign investors. Strategy
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changes in capital accumulation, however, assumed to be prioritized so that the
affected economies could manage the crises, if not to solve it. For example, it was
possible to observe a series of strategy changes in Brazil after the financial crisis of
1873. In other words, to the extent that the Encilhamento period and the excessive
monetary expansion had been likely to form a developmentalism, some long-standing
strategies in the context of the monetary policy had undergone changes in order to stir

up the export sector. Thus, it exposed some changes to the Brazilian political economy.

3.2.1. The Issue of Coffee vs Industrialization

Although coffee was a product with an increasing demand in the world market and
Brazil was closely associated with that demand, Brazilians, to an important extent, had
not a voice on coffee prices in the imperial period, but European or North American
exporters with information, capital, and credit were setting the prices (Topik, 1991:
61). That is why alterations in these conditions for the national control of coffee was
one of the distinctive features of the First Republic. In this context, the interventions
of the period were interpreted as being against liberal market patterns.® As the liberal
Brazilian state undertook roles such as provision of various federal and regional credit
mechanisms, institutional arrangements, infrastructure investments, the state’s
economic activity in the market had been increasing, though the state expenditure was
also correspondingly tremendous. However, a result of the political economy in the
country was conditioned the access to credit by the state in reference to both the coffee
boom and the coffee crises associated with overproduction. Those conditions were
coffee-based moves despite the agricultural diversification possibilities that were the

increasing production of rubber, beans, corn, rice, and dairy products.*®

18 Three kinds of demands took place in the Congress that were those who claimed to limit the control
of foreign exporters in the market, those who proposed to decrease the production by encouraging the
demand for coffee, and those who still went for more reduction in production expenses. All the same,
the mean for the conciliation of the agricultural sector had mainly been the state and regional credits.
Another measure had been cooperatives for mutual finance, warehouses and marketing to limit the
intermediaries taking role in the market, though fiscal restrictions did not allow all the states to cheer
the concept of cooperatives. The state, further, provided some tax concessions, kept taking part for the
banking and transportation facilities, made valorizations for coffee, set institutes and organizations for
coffee planters, thereby institutionalizing ‘national’ coffee market. (Topik, 1991: 62-91).

19 1t was because of the less political influence of those sectors’ interest representatives (Topik: 70-1).
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With the effect of the World War I, the banking system, in which both state banks and
private banks were located, was decentralized and dispersed to various parts of the
country as national institutions. The efforts to nationalize the banking system also
included various constitutional reforms by means of the Inspetoria Geral de Bancos
(General Inspectorate of Banks). Although this situation did not change the importance
of foreign banks for the country, it increased the share of loans in the GDP.? State
banks provided financial support to mortgage banks by borrowing or deposit funds
provided through Caixas Economica (Saving Banks). The Banco do Brasil was the
monetary authority which monopolized the necessary functions of exchange and
money supply for the Treasury. Although such monetary duties were undertaken by
means of monetary emission and rediscounting, in times of crisis, for instance in the
1930s, credits were also mobilized through social security instruments, and resources

from savings and monetary issuance (Marcondes, 2014: 754-759).

This also revealed the regional expansion of the Banco do Brasil-supported credit
mechanisms, which increased their activity in different regions. Thus, a Sao Paulo-
based literature regarding mortgage market has also emerged.?! Moreover, it is not
reasonable to overlook the private mechanisms because there were a remarkable
amount of private bonds and stocks in Brazil until the 1920s (Musacchio, 2009, cited

in ibid: 758-759).22 For, during the 19™ century, institutional changes let the mortgage

20 The share was reaching over a fifth of GDP in 1929 (Goldsmith, 1986 cited in Marcondes, 2014:
755).

2L Cf. Saes, Flavio Azevedo Marques de. (1986) Crédito e Bancos no Desenvolvimento da Economia
Paulista (1850-1930). Sao Paulo: IPE/USP.; Hanley, Anne G. (2005) Native Capital: Financial
Institutions and Economic Development in Sao Paulo, Brazil, 1850-1920. Stanford: Stanford University
Press.; Marcondes, Renato Leite & Maduro Junior, Paulo Rogério Rodrigues. (2005) Crédito
Hipotecario em Sao Paulo: Evidéncias para um nucleo urbano em expansao (1865-1890). In: XXXIII
Encontro Nacional de Economia (ANPEC). Natal: ANPEC.

22Debentures represented 14 percent of GDP in 1915 (lbid). Reminding the Triner’s claims about the
improvements in the legal terms of creditors’ property rights mentioned before (Triner, 2000: chapter
6), Marcondes also gives place to the guarantees of an institutional environment for creditors and
shareholders that enabled companies from different sectors to issue securities in the market. Even so,
the conditions of the war and depression reduced the priority of protection mechanisms’ of private stock
and bond markets later on.
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market to expand, as a private credit mechanism that did not include the finance
provided by means of shares, but through banks’ credit and bondholders. That is to
say, the banks provided credit to industries, commerce, public services at larger
amounts and better interest and term conditions, while the mortgage market was
concentrated mostly in the hands of particular capitalists that were making credit
available under less favorable conditions, but to a significant group of people.
Therefore, even by only considering the mortgage market, it is possible to evaluate the
credit market as fragmented (ibid: 759-782).

On the other hand, the issuance of mortgage bonds was a particular issue in the coffee
market because, in addition to the before mentioned subsidized immigration to meet
the need for labor, a large-scale access to mortgage bonds to planters took place.?®
Here, the BANESPA case is remarkable to show how the state, once again, had been
involved even in provision of the mortgage loans. As the crisis of 1929 had cut the
credit flows, the mortgage operations continued as long as the state took roles. The
former BCHASP (Banco de Crédito Hipotecario e Agricola do Estado de Sao Paulo
— Mortgage and Agricultural Credit Banks of the State of Sao Paulo) converted into
the BANESPA (Banco do Estado de Sao Paulo — Bank of the State of Sao Paulo), and
became a state bank by rediscounting its securities (Corréa, 2017: 167-169). That is,
since the political economy in the country was shaped around coffee, it is possible to
that an important part of the economic policy was related to the restructuring of
agricultural credit and the policy of coffee valorization as long as the so called
‘paulista’ interests were represented in the political arena.?* By the same token, the
implementation of the valorization schemes by the state was a direct intervention in

the coffee market. Those programs were based on the stockpile of overproduced

23 «“According to one informed estimate, banks provided seventy-five thousand contos [one million réis
corresponded to one conto de réis] in mortgages in Sao Paulo and individuals provided a like amount.
One in four landowners had a mortgage.” (Bresser-Pereira, 1977 cited in Topik: 61). As well as formally
167,636 subsidized immigrants came to Sao Paulo in the years 1885-1889; then 315,555 more in the
coming five years to decrease labor expenses (Ibid: 61-2).

24 paulista is a term used to refer to the group of coffee planter owners is Sao Paulo, which is also
possible to be seen as a name of the period from the Encilhamento to 1930s as the Paulista period, or
Paulista economy.
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harvests to release when the indicators of international market would be appropriate,
as well as they were financed mainly by means of the foreign bankers’ capital under

the state’s intermediary (Halperin-Donghi, 1993: 171).

Those did not mean that the country left all the efforts to be in line with the
international monetary requirements and just served for the interests of coffee
exporters. It was true that the Gold Standard had its limitations in Brazil, but still in
accordance with the economy administrations of different periods, there were some
attempts to prioritize the Gold Standard and the fixed exchange rates. The Caixa de
Conversdo (Conversion Board)?® in the years between 1906 and 1914, and its
resurrection, which is the Caixa de Estabilizacdo (Stabilization Board)?® in the years
between 1926 and 1930, for instance, assumed the role of stabilizing exchange rate.
However, because of the fluctuations in the balance-of-payments, it is not possible to
say that Brazil committed to those international patterns tightly (Marcondes, 2014:
758).

To exemplify, the last president of the period before Vargas, Washington Luis, had
been showing quite a lot sensitivity to please foreign capital through his effort to
guarantee convertibility under the Gold-Exchange Standard. The Gold-Exchange
Standard, however, like the Gold Standard, was not very consistently applicable in the
world economy, and it was seen with convulsions over time.?” Most of Brazilian
society had little to do with Luis’s economic policies, because despite all the effects
of the Great Depression hitting the Brazilian economy, namely the exhausting
reserves, the balance-of-payments crisis, and the dramatic drop in the coffee exports,
his insistence on a hard-money policy, which soon got him into trouble. The coup or

‘revolution’ of 1930 soon discharged Luis, and in accordance with the support of a

%5 Conversion Board was established in 1906, in order to manage the coffee crises and stabilize the
exchange rate in Brazil. The Conversion Board issued bills of gold-paper to guarantee its exchange.

2% The Stabilization Board issued notes to be exchange for gold ingots and coins to build a reserve.

27 See Cohen, B. (1995) “A Brief History of International Monetary Relations” in Frieden & Lake (eds),
International Political Economy, pp.209-228.
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tired section the elite, VVargas came to power. Although the political turmoil in the
country motivated some groups to mobilize such as the Integralists influenced by the
European fascism, and the National Liberation Alliance (Alianca Libertadora
Nacional — ALN) of socialists, communists and various radicals, Vargas suppressed
these groups with his authoritarian dictatorship, i.e. the Estado Novo (Skidmore and
Smith, 2005: 157-163).

3.2.2. The Arguments on the ISI

For Topik, too, the situation cannot only be explained by the political power of the
plant owners, the increasing power of the state by taking role in the economic activity,
the problems in the export economy caused by the Great Depression, and/or
industrialization forced by middle and working classes. It was the matter of the export
economy as a whole. It is true that the increasing importance of coffee in the
international commerce, Brazil’s place in the coffee market, the power of the national
bourgeoisie, and pressures due to the competition had pushed the state to take on some
roles. And, while the bureaucratic side of this defensive agenda was concerned by the
currency related issues and fiscal indicators for the Treasury; market actors were
interested in maximizing profits, so it was also not possible to see foreigners taking a
stand against these interventions as longs as their profits were on the agenda. To put it
differently, the First Republic was obviously liberal, but the situation was dialectical
because “... state interventions were necessary to end distortions in the market place

and allow the free rein of the forces of supply and demand.” (Topik, 1991: 92).

That was to mention that coffee was a crucial product for the whole Brazilian economy
and that ‘particular momentum’ required the state for the sake of that export economy.
As well as policy makers were not independent from the hegemonic class or the forces
of civil society, but also, they did not consist of a bureaucratic caste of a patrimonial
state. Rather, they were under the reasons of the state itself and the needs of their
supporters. Evidently, there were state enterprises as indicators of state capitalism, as
well as the subsidies made to private economy. For Topik (1991: 161-163) economic
liberalism had been the doctrine of the Republic, whereas interventionism was the

output of the crises and rescue operations, instead of a development planning.
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To put it differently, “the Brazilian experience between 1889-1930, then, suggests that
the state economic interventions, rather than being the results of the breakdown of the
export economy, were a product of the export economy itself.” (ibid: 167). That is
why, the state’s relative autonomy from the demands of plant owners has mostly been
explained by the influence of foreign investors without considering the class-based
interests within Brazil. However, the ultimate goal of each actor in this political
economy was to make a profit and minimize risks. The state incentivized private
investment, particularly foreign investment through concessions because it helped the
country to build the infrastructure. Essentially, “economic nationalism was not a
consequence of subordination of the oligarchy and the Depression, as has frequently
been asserted, but rather a product, particularly in banking, coffee, railroads, and basic

industries, of the export economy (Bresser-Pereira, 1977 cited in ibid: 164).

On the other hand, public debt had been the main driver of the export economy, so
much so that while the total public debt was three-quarters of the internal debt in 1889,
in the 1920s, it was doubling the internal debt by increasing more than twice of the
GDP. Parallel to this, almost all of the current surplus was spent on the cost of external
debt. As a result, although the state gained a relative autonomy against exporter coffee
planters with foreign credits and the emerging domestic market, the necessity of the
export sector ensured the continuity of the planters’ influence in the process starting
from the 1930s. Thus, Topik (1991: 165-166) points out that the issues exhibited by
the market actors including the state until the 1930s were capital accumulation
concerned in Brazil. For these events were not a rupture at either a global or national
level, but rather, as the evolution of Brazil’s dependency on structural changes in the

world economy.

At this point, it might be useful to refer to the discussions in the Latin American
literature on development. Against Ricardo’s comparative advantage theory, which
proposes diversification at the expense of specialization, the import substitution
industrialization model had been adopted in the Global South, under the leadership of
the United Nation agencies. Topics discussed under the titles such as protectionism

and state planning spawned mainly two school of thinking in Latin America. As Topal
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covers, one of them was in favor of free trade and liberalism, while the other advocated
economic independence and national economy (cf. Topal, 2009: 114-121). Likewise,
the development concerned schools continued to discuss the views of both group on
two sides. The first, in the name of structuralism, argued that only the revolution could
save Latin American countries against the doctrines of neo-classical economics.
Afterwards, Prebisch, one of the scholars from this side, strikingly analyzed that the
price levels of raw materials and agricultural products, which are assumed to be
exported by Latin American countries in the long-run, would structurally be lower than
the price levels of products exported from industrialized countries (ibid: 114-116).
This situation would force the productive capacity of the country by having to export
more products in the peripheral countries, thereby making this system in favor of the
rich countries. Independently but parallel to the Prebisch’s work, Singer also
conducted a similar study by pointing to a system in which both sides would not benefit
to the same extent. Showing that the price elasticity of demand in periphery and core
countries is different, he claimed that protectionism in core countries would reduce

imports in the long-run by restricting imports (ibid: 115-118).

On the other hand, another branch of the development school is the Dependency
approach. This approach is also divided into two, the neo-Marxist and the reformist.
The first, as can be seen in Topal’s work (2009), unlike the structuralist and reformist
views, emphasizes that it was a failure attaching an importance to national bourgeoisie
because the national bourgeoisie had never been a threat to the landowner class. Rather
both groups could shape their interests in conformity, whereas in case of an opposition
by subordinated classes would definitely lead them to take authoritarian measures.
And finally, the reformist view, claims that import substitution did not reduce foreign
dependency in Latin America, but it increased it because the industrial sector could
not get out of the foreign hands. Additionally, the efforts to finance the development
policies, due to reasons such as the inability of diversification despite the loans that
support exports and the limited incomes in foreign currencies, eventually led to

borrowing from foreigners (ibid: 121).

Looking at the extensions of these discussions regarding the Brazilian case, as a

critique to the views that Brazil was an agricultural nation, ISEB (Instituto Superior
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de Estudos Brasileiros — Higher Institute of Brazilian Studies) saw the years 1950s as
the weakening of the agromercantile oligarchy that was an opposed to the
industrialization of Brazil by maintaining the semi-colonial and semi-feudal relations
of the export economy.?® The administrations of Vargas and Kubitscheck, however,
modernized those relations with the support of the national industrial bourgeoisie and
the middle class including the collaboration with technobureaucrats, urban working
class, and the non-exporter segments of the oligarchy (cf. Bresser-Pereira and Van
Dyke, 1984: 39-42). For Bresser-Pereira and Van Dyke, however, this interpretation,
in spite of the omittances of various components of the Brazilian development, was
the first in underlining modernization, developmentalism and technobureaucracy

within the state apparatus (ibid: 42).

In this regard, Furtado, who was working in the ECLAC/CEPAL (Economic
Commission for Latin America and the Caribbean — Comision Econdmica para
América Latina y el Caribe), also sometimes collaborated with the ISEB, asserted the
structuralist view for the Brazilian development with the emphasis of the expansion of
the world economy as a process including both development and underdevelopment.
Furtado’s analysis, in line with Prebisch’s works, focuses on primary export model
and the underdevelopment of Brazil by suggesting the import substitution
industrialization model and economic planning by the state for the way to develop in
the periphery. Such a development process would require an increase in the physical
productivity of labor. In the export economy, however, an increase in labor
productivity would cause an abrupt transfer to international market by decreasing the
prices. This, in turn, would create distortions in the distribution of national income.
That is why, the state should undertake the role of ensuring savings and investment to
diminish the main characteristic of underdevelopment that is sectoral disequilibrium,

at the same time by developing the domestic market (Furtado, 1977: 107-115).%°

28 |1SEB included various intellectuals from the Communist Party, though all of them were not Marxists
(Bresser-Pereira and Van Dyke: 39-41).

29 For further detail, see Furtado, Celso (1993) [1959]. Formac&o Econdémica do Brasil. 40th ed. Sdo
Paulo. Editora Brasiliense.; Furtado, Celso. (1965). Political Obstacles to Economic Growth in
Brazil, International Affairs, Volume 41, Issue 2: 252-266; Furtado, Celso. (1959). The Economic
Growth of Brasil: A Survey from Colonial to Modern Times. translated by Ricardo W. De Aguiar and
Eric Charles Drysdale. Berkeley: University of California Press; Furtado, C. (1977). Economic
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Due to the framework of this study, it is not possible to mention all the numerous
criticisms made against the advocates of the structuralist and dependency view, as both
views, quite for a long time, dominated the studies of the Latin American development
history. However, for the Brazilian case, there has been some popular debates that are
called as ‘structuralists vs monetarists’ in the 1950s-60s in Latin America. For
instance, asserting that Furtado’s indications to the expansionary effects of the state’s
expenditures were plausible and his analysis provide a good framework about the
social history of Brazil, Neuhaus, opposed to the developmentalist arguments in the
context that orthodox policies had not always been implemented consistently. Rather,
the policies were made to the extent that they coincided with the requirements of the
fiscal balance and under the inadequacy of the banking system. For example, when the
price and wage elasticity absorbed some of the depression shock, it was the currency
devaluations that relieved the Brazilian economy while the world prices were falling.
That is why, Furtado’s analysis (1974: 89-93) was, for Neuhaus, a simple income-

expenditure analysis.

Baer (1974: 118-120), similarly, claims that both Furtado’s works and most of the
Dependency-concerned works had been limiting the studies of economic history
because of generalizations. For him, Furtado’s analysis was superficial because it was
based on the assumption that reducing imports at the same time by maintaining the
domestic income and purchasing power would keep the domestic market dynamic,
which, in turn, would cause an increase in the domestic demand of industrial products,
and then an increase in the income. Baer, firstly, claims that most of the coffee aid was
financed by export taxes; secondly, he argues that financially supporting coffee was
not that convenient for industrialization because the credit creation was already limited
in the country, and directing most of the credit for the coffee sector artificially distorted
other relative possibilities to profit in the country (ibid: 120). Love (1996: 171), on the
other hand, argued that “Furtado’s structuralism provided a heterodox but non-Marxist

path to dependency”. His concept was based on the requirement of restructuring

Development of Latin America: Historical Background and Contemporary Problems (2nd ed.,
Cambridge Latin American Studies) (S. Macedo, Trans.). Cambridge: Cambridge University Press.
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primary production for industrialization of the country, which was explicitly
benefitting particular regions. And, for Love, neo-classical thought would possibly
challenge this concept, as income differences among regions in the long-run cause
inequalities in the effects of the growth by leading those regions to become less
selective in terms of labor in the long-run. Therefore, this shows itself in three phases:
at first, increase, then stabilize, and finally decrease (Williamson, 1959 cited in ibid:
167-171).

In short, the main analyses opposed to Furtado, seemingly, could not go beyond
criticizing the period’s Keynesian economic policies-influenced manifestations based
on specific variables. While Furtado, in his former works, saw the downward pressure
on wages due to subsistence economy as a limiting factor for the encouragement of
the domestic market; his later works attributed the non-rising wages to conditions and
capital accumulation that favored capital re-appropriation of surplus in export
products. Also, according to him, another reason he claimed was that the labor
abundance in the country was absorbed by the increase in profitability during periods
of cyclical recovery, and that during the crisis it would create a fall in prices, a
deterioration in the terms of trade and hence a capital outflow. As a price drop would
also affect profits, it was expected to lower income concentration, as well. However,
the cyclical contraction in exports, thanks to exchange rate devaluations, was actually
a mechanism that socialized losses. As a result, the capacity of the economy to resist
the crisis was increasing by preserving the conditions of capital accumulation with the

income concentration.

3.2.3. Dependency and Industry

Likewise, when the crisis of 1929 broke out, the price drop in the coffee industry ended
up with in an overproduction crisis. The level of production and income in the coffee
sector, however, were not affected because of the exchange rate devaluations
implemented at that time, the control in supply of the product, and maintenance of the
employment. In other words, with the protection through the fixed exchange rate and
import control, not only the national non-durable industry was protected against

international competition, but also the imports of raw materials and capital goods
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expanded. Therefore, Brazil’s industrial sector became active. On the other hand,
although the external fluctuations and the trends that triggered the inflation crisis were,
for Furtado, Brazil’s structural problems, the inconvenient import capacity of the
country would be another obstacle for the expansion of the industry. That is, industrial
expansion within a diversified productive structure was expected to characterize
Brazil’s underdevelopment, which would also lead to imbalances in external accounts,
thus inflationary pressures (Furtado, 1959 cited in Bielschowsky, 2014: 55-60).

This brings the subject to an understanding of the Brazilian financial system with
respect to such a developmentalism shaping the import substitution industrialization
period in which the state came to the fore. Suggestions of import substitution
industrialization policies obviously attached an important role to fiscal policy of that
period. Yet, it is hardly plausible to say that the effort to stabilize monetary conditions
had been abandoned. In 1931, for instance, the British foreign capital appointed Sir
Otto Niemeyer, namely a ‘money doctor’, to meet with the Brazilian government to
share some proposals for monetary, fiscal and commercial policies of the country. The
main highlight was the establishment a central bank, monetary reform, stabilization of
the exchange, balancing the budget, and limitation of direct or indirect external credit
by the administrative authorities (de Pavia Abreu and de Souza, 2011: 12-16). Initially,
a central bank typical to their proposal had not been established, but the Banco do
Brasil became even more central through some of its functions. One of them was the
authority of issuance through its rediscount portfolio (Carteira de Redesconto) to cope

with the fluctuations in the currency exchange market.

To exemplify, in 1924, one-fourth of the monetary in circulation was the issues of the
Banco do Brasil, and it was the two-fifth in the 1945. Secondly, it assumed the role of
holding banks’ illiquid assets in order to decrease their large currency reserves by
means of the Caixa de Mobilizacdo Bancaria, meanwhile it had been setting the
required reserve ratios for other banks (Goldsmith, 1986: 166-175). Finally and as
another function increasing its share in the banking system, it was the principal
commercial bank in the country because it provided loans and collected the revenues,
once again through its rediscount office (Cortés and Marcondes: 9-11). As if these

were not enough, the financial institutions’ reluctance to finance activities other than

65



the urban ones created the burden of creating rural credit mechanisms on the Banco do
Brasil, and it established branches in some areas, though most of them did not seem
organized (Sochaczewski, 1993: 26-27).

In the meantime, it is possible to see the banking system expanding similar to the
acceleration of the industries from the 1930s, under the umbrella of establishment of
a national banking system parallel to ‘nationalization’ of the economy. First of all, the
international financial crash of 1929, while narrowing the space of the foreign sector,
eliminated the field of activity in which foreign banks dominated (ibid: 28). The
government’s control over foreign exchange transactions was unpreferable for foreign
banks, causing them to gradually relinquish their positions to local banks. However,
despite the controls of the Banco do Brasil, several banks were not subject to minimum
cash requirements, or when were, they could still operate by building up their small
amounts of nominal capital from deposits acquired through relationships with some

institutions.

Since the difficulty was experienced both under the conditions of chronic inflation,
internal capitalization of private companies, and the requirements of the subsidies for
the import of capital goods for import substitution and infrastructure expanses of the
public sector, the increase in the number of banks between the years 1939 and 1946,
particularly stemming from banks loans that went out of control and was often
considered speculative, strained the whole system (ibid: 24-27). In this regard, there
was the issue of establishing a central bank to maintain stability about the processes of
issuing. The main tasks of the central bank were supposed to be: firstly, to accumulate
reserves to deal with threats related to capital movements, credit or fluctuations in the
commercial activities; secondly, to regulate credit and payment instruments; the third,
to control the credit market and credit instrument at the same time providing liquidity;

and finally, to act as the government’s financial agency (ibid: 28-29).

That is probably why the Superintendéncia da Moeda e do Crédito (Superintendency
of Money and Credit — SUMOC) was established in 1945, which would then often be
reminded with the Instruction 113 that guarantees the very disciplined environment

for the entry of FDI and internationalization of capital during the 1950s (Campos,
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2017). The SUMOC, though not quite independent of the Banco do Brasil, emerged
as a central bank to organize the inflationary situation and money market in general.
In other words, besides carrying out activities, such as rediscount, foreign exchange,
specifying discount rates, determination of interest rates for deposits, it was also
carrying out the activities of the Caixa de Mobilizacdo Bancéaria of the Banco do
Brasil. These activities also required it to manage the general loan portfolio of the
Banco do Brasil like acommercial bank, and the portfolio of agricultural and industrial
loans for the purpose of providing long-term loans like a development bank (Bulhdes,
1989). Still, another problem of the financial intermediation was pointed out that
private savings could not be accessed because of the disorganization of the Brazilian
stock market owing to the highly concentrated distribution of income and thus savings,
the credibility issues on the federal securities, and the inadequate number of companies

in the private equity market.

By the same token, the issuance of capital through the stock market was discouraged
by the reasons that the market was narrow, investment banks were not capable of
underwriting issues, the family structure of the companies persisting the inflationary
bias, and the consequent diversion of savings to the real estate market (Sochaczewski:
29-30). Similarly, Studart (1995), in his book, Investment Finance in Economic
Development, expresses that the underdevelopment of the instruments necessary to
finance the investment, the insensitivity to inflationary pressure, and the lack of long-
term credit from private banks were some of the problems of the period from the
second world war to the military dictatorship. Because, while the long-term financing
of public investments had been affecting the macroeconomic trends, private financial
actors were limited to short-term transactions. This, in turn, restricted the access to
long-term credit in the country as a whole. A development sustained in this way was
based on the public finance of investments using extra-budgetary taxation and/or
monetary expansion. However, since chronic inflation in any case required raising
taxes or issuing bonds, it became inevitable for companies to increase their profit
margins and create a new inflationary pressure in an environment where government

expenditures are restricted and credit creation was difficult (ibid: 94-115).
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In general, interpreting the financial limitations by reason of the solid presence of the
state in the market causing reluctance or hesitation is the easier way. But, reminding
some aspects of the political situation, which seemed the state of being unreconciled
and event building up a path to a military dictatorship, is also necessarily informative.
At the beginning of the Second Republican period, Vargas, slightly more, centered
urban workers by imitating the model of the British Labor Party for the election race,
though General Dutra won the elections (Skidmore and Smith: 163). Probably, this
orientation of Vargas was partly because of the industrialization’s negative impacts on
the working class, but mainly owing to the strengthening of the left, then collaborating
with him (Halperin-Donghi: 258-259). But the consequence was that Dutra’s moves
away from planning and his return to coffee export sector again exposed Brazil to
external vulnerabilities, partly because of the urgent problem of the balance-of-
payments deficits (Studart, 1995: 95).

Vargas, on the other hand, did not give up and then took office again by putting
economic policy at the center with a technocratic cadre. He promised to revive the
inflow of capital and technology to the country by using both the public and private
resources. Another important development at this point was the U.S., which was
closely interested in the Brazilian economy, drew attention to the inadequacy of
infrastructure and energy in the country as a reason hindering the development, and
mentioned its interest to create new investment channels for the Brazilian development
(Skidmore and Smith, 2005: 164-165).%° In a short time, however, inflation and the
overvalued exchange rate continued to exist, while the deterioration of the foreign
trade balance also wobbled the financing promise of the U.S. government. This not
only led to various criticisms to Vargas, but also prompted him to implement an urgent
stabilization program, which meant a reduction in wages, reductions in public
spending, and credit controls. Consequently, the last Vargas era, caught between
austerity and appealing to urban workers, came to an end as political turmoil drove

him to suicide due to the corruption blames (ibid: 163-165).

30 The economic commission under the guidance of the U.S. government was not only committing to
promise credit, but also proposed some institutional planning, such as the establishment of the National
Bank for Economic Development (BNDE). Although the BNDE had no authorization to operate or
create deposits, its role was particular in creation of funds for the public investments (Studart: 105-10).
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3.2.4. The Way to 1964

Kubitsheck after Vargas, on the one hand, tried to achieve his stability goals by
pledging fifty years development in five years. On the other hand, he made generous
expenditures, such as establishing a new capital city with the aim of shifting population
to the interiors of Brazil, and the Plano de Metas (Target Plan), which was mainly
based on accompanying industrial production through developing domestic consumer-
durable market as well as infrastructure and energy facilities (Studart, 1995: 96).%!
Then, the presidency of Quadros took place but lasted in a short time under the
concerns of foreign creditors which created other problems in the country, as the
austerity policies proposed by the IMF were not taken seriously while trying to achieve
economic goals. Still, those austerity policies were seemingly just postponed, as the
period of the populist Quadros presidency took a short time, which then would require
a reconsideration in a relatively new era in Brazil with the period of Goulart taking the
power as the vice-president. Goulart was the labor minister of the Vargas era, who was
dismissed at the expense of implementing the austerity policies. Once again, at a time
when inflation and balance-of-payments problems were at the height, Goulart’s
creation of a stabilization team, including economist Celso Furtado, showed that action
was taken in order to comply with the IMF’s directives ‘advising’ on reducing public
expenditures, curbing wages and controlling credits (Skidmore and Smith, 2005: 168-
170).

In essence, this stabilization program was not much different from the former ones,
but it should be remembered that the classes that made up Goulart’s main political base
would closely affected by wage controls.®? On the other hand, there was no doubt that

the classes representing their interests under the ‘national economy’ rhetoric would

81 Also see Brasil: Programa de Metas del presidente Juscelino Kubitschek. Situacion del plan de
fomento econémico el 31 de diciembre del 1958. Presidencia de la Republica. Servicio de
Documentacion. Rio de Janeiro, 1959.

32Als0 see Brasil: Presidéncia da Republica. Plano Trienal de Desenvolvimento Econdmico e Social
(1963-1965): Sintese. Rio de Janeiro, 1963.
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create another area of defiance by pointing out the abidance by the conditions of the
IMF. Last but not least, urban and rural groups had been organizing more and more,
since they were, in a sense, less oppressed in the Goulart period compared to the
previous periods. The organization of these, muchly leftist, groups not only disturbed
the nationalists, but also the agricultural capital since a rural movement would be a
serious threat to their interests (Halperin-Donghi, 1993: 260-262). As a result,
Brazilian society was widely polarized, and the army stepped in. Brazil. In other
words, conflicts were reconciled by authoritarianism along continuing economic
interventionism with the convulsions of populist alliances in this period. However,
unlike Goulart’s policies in the previous period, initially the military’s very primary
policy was to solve the inflation problem by lowering wages.®® While this was
constituting another problem for already mobilizing sections of society, the junta
politics did not hesitate to act in the most violent way in an environment also

influenced by the Cuban Revolution in the Latin America region.*

With the stabilization move, a new plan put forward to improve the conditions for the
continuity of the accumulation regime —at the expense of working classes, for sure.
Economist Roberto Campos, who was known for arguing that capitalism has not failed
in Brazil, but has not been tried yet, also had an effect on the ‘reformist’ economic
policy, as the planning minister of the junta cabinet. Under the leadership of Campos,
a central bank was eventually established, stock markets and securities were, to an
extent, put into an institutional framework, necessary regulations were implemented

against the working classes, and export conditions were softened. On the other hand,

33 Studart mentions that the previous era’s usury law (ceiling interest), gold clause (as another tool of
market control) and various regulations restricting private banks to compete in the public banks-
dominated financial market led to inefficiency stemming from the government’s populist approach (see
Footnote 2, Studart: 193). However, fixing the wages with an index, in this period, seemingly, created
a situation to the detriment of working people by enabling the government to keep wages below
inflation, instead of solving that inefficiency.

%There are tendencies to liken the Brazilian bureaucratic authoritarianism to fascism. To avoid
deviating from the context of the study, it is plausible to merely mention that there were differences as
well as similarities. Because, in Estado Novo, for example, it was possible to see the state trying to
shape labor unions as an extension of the authoritarian administration, which is, in terms of the
respective political theories, closer to fascism by trying to politicize the masses with the efforts of
making them a part of the regime. In this period, however, it can be seen that the military had openly
been trying to disorganized the masses as an actor of depoliticization (Halperin-Donghi: 311-2).
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financial system arrangements to support stabilization consisted on several basic
concerns. One of them was to carry out various regulations in order to bring the savings
into the financial system; the other was to converting the mechanisms of the financial
system into long-term lending, as private actors had only been involved in short-term
credit transfers; and most dominant another concern was, of course, to create more
financial resources (Studart, 1995: 73-79).

Nevertheless, although the expected growth was not seen until 1966, either because
the ‘economic miracle’ of 1967 was requiring a longer-term to see the effects of the
reforms or more was needed for a rapid growth, yet the tight framework then followed
by the next government took care of this. The framework was clear: suppressing labor
and boosting foreign investment (Skidmore and Smith, 2005: 172-174). In this context,
implementation of these reforms had shown that, over time, financial actors continued
to avoid providing long-term credit, no matter how much the government regulate or
incentivize them, though those regulations or incentives mostly used to create more
profitable opportunities by those private actors. Since the banks’ continuous
‘reluctance’ created the need to constantly finance the transfer of resources from
foreign countries under the conditions that the government trying to increase the
volume of credit, another consequence of the reforms was increased foreign borrowing
(Studart, 1995: 77-82). This meant an excessive accumulation of foreign debt at that
time.3 On top of that, the actors in the domestic financial market with access to
external debt were no longer limited as before. The expanding European market made
it very easy for even national companies to borrow abroad (Aglietta, 1985 cited in ibid:
80). In general, the economic boom was possible by means of the expansionary fiscal

and monetary conditions.3 This is because this liquidity environment was refreshing

35 1n 1965 and 1966 external borrowing was $373 million, while it rose to $4.5 billion in 1973 (Studart:
80).

% The ratio of loans provided by investment banks to total private sector loans increased from 4.8% in
1967 to 12.7% in 1973; the ratio of financial companies’ loans to total private sector loans from 10.4%
to 15.1; the ratio of housing finance to total private sector loans increased from 8.5% to 17.4%, thus
these three loan mechanisms being accounted for almost half of increasing private sector loans. On the
other hand, annual growth rates were around 13%. Inflation, paralleled the boom’s performance, from
38% in 1966 to 15% in 1973. More strikingly, the balance-of-payments improved as exports rose from
$1.6 billion in 1967 to $6.2 in 1973 (Ibid: 81-2).
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the production both from demand and supply sides, as financial instruments were
expanding in various ways from consumer credits and housing finance to increasing

number of investment banks.

3.2.5. The End of the Commodity Boom

By 1973, the aftermath of the boom had been started to give signals that the
macroeconomic trends did not continue on the similar way. As the oil shock and the
end of the Bretton Woods system from the outside, and from the inside, domestic
accumulation not turning into new financing, increasing demand for capital inputs,
domestic markets reaching saturation formed some of the superficial problems to
hamper the desired macroeconomic situation. Again, this was tried to be solved with
a new development plan centering around import substitution. In terms of fiscal
expansion, the plan did not indicate a deviation, but, monetary conditions were
approached with a much more conservative line. Under the leadership of Minister
Delfim Netto, once it became clear that such a mixed plan could not meet the
expectations, in 1980 the policies completely surrendered by the orthodoxy. High
interest ceiling were introduced against the expansion of both consumer and bank
loans, the state’s price control mechanism was abolished, both public expenditures and
investment by public enterprises were curtailed, corporate taxes were reviewed, and
surely wages were readjusted and lowered —as it is the first thing coming to mind in
regard to inflationary pressures (Studart, 1995: 84-98).

These were clearly in a structure that forced the state to sacrifice public profits, i.e. to
privatize earnings, in the way to save the private sector at the expense of socialized
losses. In practice, the discussions taken place to show the inadequacy of import
substitution industrialization are mainly based on incorrect resource allocation due to
the primary production’s loss of importance, creation of a speculative environment,
provision of the monopolization opportunity to the industrial sector, fragilities due to
over-strengthening the state, labor productivity and unemployment issues because of
the need for capital-intensive conditions, income concentration, capital inflow and
economy dependency enhanced by financial subordination, or the inequality that had

been remarkably separating the urban middle classes from the working people in
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general. However, the most important point that should not be forgotten is the structure
of the import substitution system (cf. Saad-Filho, 2010: 3-8).

Although industrialization may have evolved over time from consumer-durables to
even production of capital goods in a relatively large economy of the Global South
like Brazil, the state’s role was not only based on planning, providing fiscal expansion,
and so on. Rather, its structure behind the suppression of labor and regulation of social
conflicts should not be ignored. Because, from the early industrialization period of
Brazil, taking into account all the issues involving labor, capital and state actors, the
direction in which productive resources would be transferred shaped the political life
in its essence. By the same token, those led the state to be central to such a politically
and economically interventionist state of being under the populist, nationalist,
corporatist, or whatever rhetoric. Therefore, the best picture describing the end of the
import substitution seems to consider the outputs of the country’s actors in terms of

the political economy.

From the capital side, the situation was domestic capital consisting of family
companies with relatively small capital that produced consumer-durables, while more
advanced production such as capital inputs was undertaken by transnational companies
or certain domestic oligopolies (ibid: 6). From the labor side, the picture looked grim
because the labor had the least share of gains from the ‘economic miracle’, while
having the most share of losses from the ‘lost decade’. Even though the middle and
urban working classes had been reaching some sort of purchasing power (for the sake
of markets to keep the consumer demand alive), it was kind of a small compensation
for the huge accumulation. As for the state, the world recession following these events
once again reduced the revenues from export products, while inflation, balance-of-
payments deficit had still been constituting a problem. As well as borrowing was
problematic since both the internal and external interest rates were high, and the
Brazilian state was already extremely indebted. At the end, it was subject to an IMF-

led economic plan to meet foreign commitments.
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3.3. Transition to Neoliberalism

The Washington Consensus, which is widely accepted as the manifesto of
neoliberalism, refers to a policy framework drawn by the IMF, the World Bank, the
Federal Reserve Board, the executive branch of the U.S., the Inter-American
Development Bank, think tanks related to economic policy, and congressmen
interested in Latin America (Marangos, 2009: 197). In other words, through the
Bretton Woods institutions of the 1980s, these structural adjustment programs,
originally conceived for Latin America but later found in many places, contained some
of the main policy recommendations. These were: fiscal discipline, strict control of
public expenditure, tax reform, privatization of public enterprises, financial
liberalization, trade liberalization, regulation of exchange rate policy, facilitating
foreign direct investment, deregulation and assurance of property rights (Williamson,
1990).

These structural adjustment programs actually showed the feature of an effort to
remove the obstacles facing the financial capital, unlike the previous policy proposals
in exchange for foreign credits underlining development. So as the recommendations
of the Washington Consensus, then, were criticized concerning its effect on sequential
crises of the 1990s, especially in Asia, and the main argument was that those policies
were not effective in economic growth because it was merely focused on inflation,
interest rates, budget management, trade balance, and money supply by ignoring the
indicators of welfare, such as consumption, income, employment, savings, health,
education, housing, inequality, and so on (Stiglitz, 1998). Overall, either this or that
way, the Washington Consensus marked the beginning of neoliberal accumulation
strategies. This was, however, more than the economic strategies of accumulation
because neoliberalism, as the way contemporary capitalism operates, is a hegemonic
political project that puts the state at the center of domination in order to maintain
social life around particular class interests under the discourse of removing the state
from the market (Saad-Filho and Yalman, 2010).

That is why, to the extent that it is possible to define the return to free market idealism

as a new liberalism following the end of the planned development phase, it is common
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to refer to the period starting from the 1970s-80s as neoliberal. However, since the
determination of these framework cannot provide a uniform transition process under
same conditions everywhere, the political transition led the adaptation of each
countries’ political economy. In this case study of Brazil, however, the use of the term
neoliberalism is preferred to express that the economic policies of this phase differed
in comparison to the previous phase, so, it does not mean that the former was illiberal.
For, the neoliberal period is another capitalist period in which the national
development goals were replaced by the centrality of finance in Brazil, Latin America,
and many parts of the world, where domestic capital became transnational and
development priorities changed. Nonetheless, transition to that phase of capitalism did
not happen suddenly with the withdrawal of the military from the politics, or with the

state being subject to directives of the IMF.

3.3.1. The Abertura

Brazilian's transition to neoliberal policies started with the Abertura (opening) under
the junta administration earlier than the 1980s, which, in turn, brought transition to
democracy forward once the social, economic and political conditions were considered
appropriate (Bresser-Pereira and Bruneau, 1984: 187-191). As it has been previously
stated, in Brazil, what happened by 1964 meant the consensus of the elites (including
large and medium sized-capitalists, industrialists, financiers, exporters, merchants,
landowners, top civil servants, and so on) by the junta. At the end of this elite
consensus, excessive capital accumulation became possible and continued through an
absolute labor suppression until the moment when the strict approach of the military
government to its aims was politically broke up, as well as its strategy to grow in this
way was economically exhausted (Saad-Filho, 2010: 12-13). However the long-lasting
military rule and its social reflection, both economically and politically, caused a
political struggle, since the economic situation was also not as bright as before. The
consensus this time was in favor of a transition to democracy notably because both
economic and political foundations seemed ready. Also, unlike the previous more
radical social movements, the political struggle demanding democracy was also more

balanced and secure, led mainly by middle-classes intellectuals and lawyers, at the
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same time demanded by the outside world (Markoff and Baretta, 1990: 422; Halperin-
Donghi, 1993: 363-364).

In this regard, Fernando Henrique Cardoso, questioning the dependent process of
capitalism in Latin America as a sociologist, considers the development goals with
regards to fascist, authoritarian, corporatist, totalitarian and even democratic practices.
Then, he concludes that it is easier to think that industrialization would happen through
authoritarianism, but without social democratization as a whole, a democratic
transition would be a ‘deception’ (Cardoso, 1973, 1979, 1981, 1996 cited in Cammack,
1997: 223).%" To put it differently, the socialization of not only economic losses but
also economic gains was one of the prerequisites for social democracy, meaning that
a political democratization process should be carried out together with social
democracy as a whole. However, the neoliberal economic policy-making basically
aimed to reveal the continuity of globalized economic structures under a market
mechanism that was finally ‘competitive’, free from state intervention, and led by
international capital mobility. In other words, the very emphasis of the economic

administration was to be led by the motive to attract foreign capital.

This, in fact, was not a new motive that had never been observed before, but what
made the difference was that this motive was at the very center of the whole strategy
of capital accumulation. The commitment was to act in line with the interests of global
financial actors for the sake of this strategy in order for capital inflows, thereby
achieving the stability hoped for years and years. In this structure, ‘policy credibility’
is more important than ever to ‘not scare’ foreign capital due to the risk of capital
outflows, and one of the most important instruments has been interest rates as it was
crucial to control inflation and balance-of-payments deficits. Moreover, both
commercial and financial liberalization were another dimensions of this economic
strategies. As if the high interest rates’ tendency to reduce employment, production,

and investment was not risky enough, this multidimensional liberalization created the

37 Later on, Cardoso, as a socialist then became a politician, also believed that liberal democracy or
democratic liberties would constitute improvements for social democratization, and he said “I was never
a neo-liberal” Still, liberal democracy or democratic liberties would have constitute improvements for
the aim of social democratization (Cardoso, 1973, 1979, 1981, 1996 cited in Cammack, 1997: 223).
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requirement that keeping domestic interest rates high would not be adequate for
stability, but the interest rates show be higher above the international levels due to
management of intertwined risks such as exchange rate risks (Saad-Filho, 2010: 14-
15).

In order to follow the implementation of this policy structure together with the
historical transformation of the country, it is necessary to remind how the transition
from the junta administration happened. When General President Geisel at some point
failed to manipulate the country’s strikes, media calls for democratization, inflation
protests, and the whole opposition including even the Catholic church, General
Figueiredo had been the next president to undertake the governing process of re-
democratization in 1979. Meanwhile, another feature of 1979 was the marked rise in
international interest rates, inflation, and thus the end of Brazil’s economic expansion.
This ultimately limited the military’s effectiveness in the Brazilian political arena
because still being able to borrow from the credit market was crucial in order not to
deepen the economic recession. The military therefore had to pursue the

democratization process in order to prevent Brazil being defaulted.

In 1985, the opposition won by a large majority and the junta era was over. However,
President-elect Tancredo Neves passed away before he could take office, therefore
José Sarney took his place (Halperin-Donghi, 1993: 367). Now it was time to do
something to recover the economic situation. The name of the new republic’s first
stabilization program was the Cruzado plan. Cruzado was the name of the new
currency that replaced the cruzeiro with the wage-price freeze policy implemented to
combat inflation (1000 cruzeiro now meant one cruzado). Although the plan initially
seemed to reduce the 227 percent inflation, it obviously failed when it rose again to
337 percent in early 1987. These, in turn, created some controversy about inflation.
According to structuralists, the reasons behind inflation were the relative price changes
of agricultural products because of its effects in the economic growth and the problem
of income redistribution. On the other hand, for the neo-structuralist and/or neo-
developmentalist view, which included some economists inspired by the structuralists
including Bresser-Pereira, the reason were the price increase in the production costs,

wage indexations, and that tendency to devaluate exchange. Based on these reasons,

77



they believed that inflation actually depends on inflation because inflation creates
inflation day by day in a continuous overlapping manner, therefore the inflationary

process is inertial (cf. Bresser-Pereira, 1986: 9-22).38

Similar to inflation, external debt problems were tried to be managed by indebting
more, liberalizing capital accounts, and reforming the domestic financial system
respectively under the Sarney administration (Saad-Filho, 2010: 15-16). Also, a social
atmosphere demanding and conflicting economically occurred. For instance, the
government’s step to design an agrarian reform probably by virtue of the Movimento
dos Trabalhadores Rurais Sem Terra (Landless Rural Worker’s Movement — MST)3°
caused an aggressive struggle from the side of landowners, which would then be a
problem for the election. Likewise, since the Cruzado Plan were keeping the value of
the new currency superficially stable, it was also decreasing the domestic value of
exchange, thus harmed the trade balance, which was also problematic for merchants
(Halperin-Donghi, 1993: 367-368). As a result, the collapse of the Cruzado plan in
general resulted in the little-known young politician Fernando Collor de Mello
becoming president in 1990. More interestingly, the former labor union leader Luiz
In&cio Lula da Silva, who received 47 percent of the votes, was the opposition
candidate against Collor in the 1989 elections. Since the percentage of votes for the
left to some extent reflects the political conflict in the country, the election of Collor
was only the beginning of more turbulent times. Collor, initially aimed for stability
with a couple of short-term so-called vulgar Keynesian policies, but also it was during
his administration that Brazil reduced most of its import restrictions by following the
Uruguay Round of GATT (Saad-Filho, 2010: 16).

38 Also Bresser-Pereira, as the finance minister, later on, proposed another policy, which was defined
by him as “an interim policy, just aiming at dealing with an emergency situation. It should be followed
by some reasonable solution for the foreign debt problem, a strong fiscal adjustment, and a new
stabilization plan”. But since he could not find enough support for the latter ones, he resigned, as he
mentions. See, Bresser-Pereira, L. C. (1990). Brazil’s Inflation and the Cruzado Plan, 1985-1988. In P.
S. Falk (Eds.). Inflation: are we next? Hyperinflation and Solutions in Argentina, Brazil and Israel.
Boulder: Lynne Rienner: 57-74.

3% MST was mobilized more through the democratization moves of the era in line with organized
leadership not only against being landless but also against globalization and more. See Issa, D. (2007).
Praxis of Empowerment: Mistica and Mobilization in Brazil’s Landless Rural Workers’
Movement. Latin American Perspectives, 34(2), 124-138.
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Afterwards, fiscal control was broken and annual inflation was at 1585 percent due to
the necessity to be subject to funds more but no longer access to foreign loans could
take place. Also, interest rates were extremely high, so much so that many
manufacturing companies grown in the import substitution process had started to make
more profits in the financial markets than in the commodity markets. Meanwhile
external pressures inclined for the administration to follow an IMF-led austerity policy
(Pang and Jarnagin, 1987: 13-14). That is why at a point he turned to be extremely
market-oriented to adopt policies parallel to the aforementioned Washington
Consensus including privatization, deregulation and liberalization of trade and
finance. But since an opposed stance was there that the Congress was mostly not that
agreed with these resolutions, thus the only thing the government achieved was the
sale of a state-owned steel mill company. For, Collor did not have time to do more, as
he resigned in 1992 when he was about to be impeached due to corruption and replaced
by the vice-President Itamar Franco (Skidmore and Smith, 1993: 176). Nevertheless,
the annual inflation in 1993 had risen to a rate around 2000 percent, when an urgent

action was extremely needed.

3.3.2. Cardoso and the Real Plan

Although the issue of privatization was slightly shelved during the Franco period,
another stabilization plan came to the fore, which was again expected to be market-
oriented with all of its efforts to control inflation, increase export capacity, and attract
foreign capital inflows. In late 1993, Fernando Henrique Cardoso, as finance minister,
introduced a new anti-inflation program. It was almost the last chance of Brazil,
remembering that the junta era was ended in a debt crisis which eventually collapsed
all of its legitimacy. That is to say, controlling inflation was one of the most
components about political legitimacy of the elite (Saad-Filho, 2010: 16). Cardoso’s
plan later proved so successful to decrease the inflation, even he gained a lot
confidence to run for president in the 1994 elections against Lula in which he received
54 percent of the votes to take office in 1995. Indeed, Cardoso had managed the
problem of hyperinflation with the Real plan, but before understanding this

stabilization it seems useful reminding the Brady plan which was introduced by
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Nicholas Brady, the U.S. Treasury Secretary, to the IMF and the World Bank in 1989.
With the aim of managing the international debt situation of the Third World, the
Brady plan’s goal was to increase the creditworthiness of the debtors by imposing

reforms programs to those countries.

In other words, international creditors were likely to enhance the ‘cooperation among
debtors and creditors’ by means of financial assistance, but in exchange for
implementing ‘strong’ policies that is mainly removing interest rate controls in order
to decrease debt burdens, promote domestic savings, and most importantly, avoid
capital outflows (Clark, 1993: 38-39). Although this plan eased the debt situation to
some extent, the inflation problem had still been existing in Brazil. This is exactly why
the finance minister Cardoso was on the scene. The ‘real’ aim of the Real Plan was
financial liberalization, trade liberalization and cutting government expenditure, thus
it was almost the crowning of commitment to neoliberal policies. As it was to push the
limits of Brazil profiting from the international credit market’s excessive liquidity, but
at the same time by trying to go all lengths to attract foreign capital (Morais et al.,
1999: 9).

Obviously, the program ‘unbelievably’ decreased the inflation as the 1993 annual
inflation of about 2000 percent become 3.7 percent in 1997. However, the 7.1 percent
real interest rate on treasury bills in 1993 was about to be 35 percent; the $6 billion
current account deficit again in 1993 increased to more than $33 billion; the external
debt grew from $145 billion in 1993 to $200 billion in 1997; the domestic debt
constituted 21 percent of the GDP in 1993, and 30 percent of the GDP in 1997; and so
on.“% That is to say, the new Brazilian currency, real, which had been dramatically
appreciated, limited most of the other macroeconomic indicators. For, it indicated the
exchange rate being the main policy instrument, fiscal problems, increasing capital
inflow simultaneous to increasing current account deficits (around $34.5 billion) and
high interest rates. Meanwhile, the real growth rate was initially 5-6 percent then fell
to 3 percent in 1997 and above 1 percent in 1999, but the previous growth also was

not possible owing to increasing performance of the real economy, instead it largely

40 See Morais et al. for the detailed data (pp. 11).
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was due to the increase in real wages and consumption (cf. Dornbusch and Cline, 1997:
376-379; Amann and Baer, 2000: 1805-15).

Moreover, since the public debts were remarkably increasing just like the taxation
levels, there should have been a disconnectedness among fiscal and monetary policy.
The reason behind that was not only the government spending in general, but also the
finance of capital inflow sterilizations. To put the fiscal imbalances in a different way,
due to the high interest rates, both industrialists and banks borrowed from abroad at
lower interest rates as far as they could reach. These borrowings, however, were not
just to cover their expenditures or to finance investment, but also to buy treasury and
central bank bills at a 30 percent annual interest rate. But, this was problematic because
the central bank had been earning around 5 percent from its reserves, while transferring
all the value of difference created by this mechanism to those who hold bills thanks to

having access to foreign finance (Morais et al., 1999: 13)

On the other hand, foreign exchange reserves were crucial for both the stability of the
new currency and for keeping inflation low, as inflation was also high. Yet, the
problem here was that capital inflows were short-term portfolio investments, hence
open to speculation and fragile to crises (Dornbusch and Cline, 1997: 391-393). As a
matter of fact, when the Asian crises broke out in 1997, countries subject to the IMF
scheme began to experience difficulties one after another due to sudden capital inflows
and outflows. When Russia also went through a crisis came after Asia in 1998, it fell
to the IMF, the U.S. government and the World Bank to save Brazil upon panic. $41.5
billion support provided to Brazil, while the government had been implementing the
desired domestic conditions in return. In general, Congress did not hinder this process
mostly, but once domestic crisis such as the rejection of pension reform proposals
occurred, again ‘external concerns’ increased in line with the capital outflows and

already rapidly declining reserves of the country (Amann and Baer, 2000: 1816-1817).

After the Asian crises, the capital flowing into the ‘emerging’ markets has stagnated,
and the financial assets seeming safer, such as the U.S. treasury bills, started to be
preferred. By the beginning of 1999, after Brazil had to dissolve its $40 billion worth
of reserves, the Central bank had to abandon its efforts to appreciate real, allowing it
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to float. Real lost almost half of its value quickly, then with the inflation that came to
the agenda again, interest rates were increased to 45 percent. While it was clear that
the costs of all these were socialized, the Brazilian government decided to implement
a currency board. This, in turn, caused the liquid Brazilian market to be damaged and
the savings to be further endangered because liquidity was the basis of both financial
and pension system. Since currency board would also restrict both the fiscal and
monetary policy instruments, this meant dragging the masses into the fire in order to
prove that Brazil was in harmony with the international financial system, beyond
causing other problems such as poverty, unemployment, and many more (Morais et
al., 1999: 13-14).

Despite all these failures, maybe because of his ‘successes’ in the past, or the despair
of seeing no alternative to neoliberal policies, the 1988 elections again resulted in
Cardoso’s victory over Lula. While the pressure exerted on the administration due to
the loans from the U.S. government, IMF and World Bank continued, the economic
crisis had not ended. That is probably why most of Cardoso’s second term was spent
trying not to default on foreign debt (Skidmore and Smith, 2005: 178-179).
Additionally, the Real plan was not the only subject of the Cardoso period that needs
to be addressed. Since the period before him still carried the worries of the
authoritarian past, he had also put forwards a social democratic project. According to
Cammack (1997: 223-224), this social democratic project had oppositional and
counter-hegemonic features, as originally conceived by the sociologist Cardoso.
However, the mass legitimacy of being able to reduce inflation (by means of neoliberal
policies though) brought him to another point. This, in turn, transformed the forces
that were initially targeted by Cardoso into an area where they represented their
interest through the structures that were tried to be established as liberal and
democratic (ibid: 234-242).

In order to make inferences with respect to this situation, the basic way is to
comprehend which policy served whom under what conditions, that is the political
economy of the country and the social relations. As Boito puts it, the most plausible
way to obverse social relations and state policies is the concept of power bloc, because

it provides both an understanding of the conditions necessary for the bourgeois class
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to reproduce capitalism and the interests of each group within itself. Power bloc, on
the other hand, is under the hegemony of that social group whose interests are
prioritized by the state, and to the extent it is necessary it all takes place at the expense
of other interest groups (Poulantzas, 1968 cited in Boito, 2010: 190). Considering that
the state has been prioritizing the interest of foreign creditors and national financial
actors over other bourgeois interests in the neoliberal era, it is reasonable to say that
the policy aims included the integration of the industrial and agricultural bourgeoisie

under the hegemony of financial capital.

This is the main reason why these policies are crowned with the deregulation of the
labor market and the curtailment of social rights, actually combining the interests of
the domestic bourgeoisie and hegemony (ibid: 191). For, the way to provide the very
ground that every capitalist actor can more or less benefit is to suppress labor. So much
so that this not only worsens the conditions of labor, but even transforms the state
structure of which all the classes take a part. In this context, for example, although
privatizations were assumed to be done to create public finances, the neoliberal
prescription demanding the reduction of public expenditures at the end of the day
happened with the aim of increasing capital while shrinking the state. That is, it still
protects the interest of a particular class. Moreover, even the mainstream literature has
questioned the contribution of privatizations both with regards to their quality and
quantity regarding the Brazilian state (cf. Baer and Villela, 1992; Pinheiro and
Giambiagi, 1997; Goncalves, 1999; Silva, 2002). Indeed, the general conventional
claim has been that the state, instead of downsizing, weakened itself during the
privatizations. However, when considered in terms of labor again, it would be more

difficult to directly suppress labor with the existence of a weak state.

Therefore, even though privatizations were made to show that the state was acting in
accordance with the neoliberal directives, contrary to what the mainstream expected,
it was never reasonable to eliminate or reduce the presence of the state under such
labor repression. Last but not least, as another commitment to hegemony, the
liberalization of trade and the entire market has suffered small, medium and even large
capital depending on their activities. Regarding the relationship between the exporter

sectors and the exchange rate policies that has often been expressed before, new
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conditions created huge differences in imposition of industrial, manufacturing and
agrarian interests compared to the protectionist period. This meant that policy practices
previously favoring those sections of the bourgeoisie now turned out to serve only for
the banking branch of capital and international capital. No wonder, both the costs of
those differences and the risks posed by capital flows, such as sudden changes in
commodity prices and exchange rates, generally has been sorted by means of

‘monetary stability’ in spite of its impositions on classes, especially the working

classes (Boito, 2010: 192).

3.3.3. Continuities from Cardoso to Lula

Now the discussion will continue with what changed in the 21% century Brazil when
the Cardoso era was over and labor leader Lula finally elected in 2002. In order to
avoid repetition, as most of the 21% century discussions will take place in the next
section, this part is to provide an outline. Firstly, it would not be wrong to roughly say
that although the 2002 elections were a significant achievement of the left in Brazil,
nothing much has changed. Just like Cardoso, who is said to be an ex-Marxist
sociologist, Lula, the former union leader, did not or ‘could not’ deviate from
neoliberal policies. The economic stagnation before and during the elections and social
tensions in the country limited support for Presidential candidate José Serra, Cardoso’s
successor in the party. This put Lula, the candidate of the Partido dos Trabalhadores
(Workers’ Party — PT), to the fore. However, apart from the historical issues on the
radicalism of the worker’s party, it was seen as to a significant extent against
neoliberalism because the PT was directly associated with the left, and even directly

related to some organized movements.*!

In the last days of Cardoso, the internal public debt was almost equal to half of the
GDP while it was about to come to maturity in less than a year. Under these
circumstances, there were those who demanded an interest hike to roll over the

government debt, as well as those who advocated re-planning to find other ways to

41 For more about the formation of the PT, see Saad-Filho, 2007: 8-18.
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reduce the dominance of financial capital. Yet, once the increases in interest rates
could not deal with all the situation of panic, the real depreciated, most foreign banks
started to recall their short-term credit lines, and Brazilian bonds and foreign debt
certificated were downgraded in international markets (Saad-Filho, 2007: 18-19).
Investors’ concerns that the left-wing candidate would break out of the previous policy
framework were not that baseless at the beginning. Because, in the document titled
“another brazil is possible” prepared by the PT in 2001, the party openly made a call.
While this namely “the necessary rupture” call openly questioned the promises made
to the IMF, land reform, increasing access to public services, and even reconsidering

privatizations and the property structure was highlighted (Campello, 2015: 92-93).

However then another move came from Lula towards the middle of the year, as the
stock market nearly crashed, the real depreciated even more, and the risk premium of
Brazil’s government securities rose to the highest levels in the world. Perhaps partly
because market pressure must have gripped Lula, he replied to everyone via the Carta
ao Povo Brasileiro (Letter to the Brazilian People). While emphasizing that he would
guarantee the maintenance of the fiscal discipline and efforts to keep inflation low in
the letter, he also stated that no arbitrary decisions would be taken under the PT
administration, and that the country would adhere to all the contracts to which it is
subject (ibid: 94). That is, he would adhere to the tutelage of international finance.
Although the letter created excitement domestically, it did not make much impact
internationally at first. As a matter of fact, the capital outflow, the depreciation of the
real, and the lowering of the bonds’ ratings continued despite the interest rate rise,
until the IMF announced a $30 billion loan support. The backing of the IMF and the

U.S. government then advertised and the situation had started to calm down.

As in the words of Martinez and Santiso (2003: 374), “[B]usiness could go on, the
IMF play keeping Brazil alive as a ‘buy’ opportunity. Confidence was further boosted
when all the main presidential candidates pledged to honor the agreement.”. On the
other hand, Lula’s acceptance of IMF tutelage was not merely an economic policy
surrender. Because the Lula coalition called the alliance of losers, encompassed many
social segments, from unionized urban and rural workers to unorganized and informal

workers; from civil servants to professional middle class; from manufacturing
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industrialists to the right-wing oligarchs of some regions (Saad-Filho: 20-2). This
required responses to the demands of all that expanding political support. The
remarkable point here, however, is that this alliance of losers were seemingly losers of
neoliberal policies. This put Lula in an already inconsistent framework to lead the
country because the common ground of those ‘losers’ was very limited and short-

dated.

The Lula administration taking office with these vulnerabilities, determined its
economic policy with orthodox goals such as low inflation, fiscal surplus, flexible
exchange rates and an independent central bank. Because it was the Fiscal
Responsibility Law enacted by Cardoso in 2002, which would allow Lula to get rid of
the so called vulnerabilities both with his moderate statements about the concerns of
the financial circles as well as the provision of the conditions for the reproduction of
neoliberal strategies. During the first term of the administration, as demonstrated in
Amann and Baer (2008), large portfolio investments continued mainly due to the high
interest rated determined by the Central Bank, meanwhile primary budget surpluses
also increased. At the same time, there were large trade surpluses, particularly due to
certain high-priced commodities in the international market. Real appreciated against
dollar, the risks for repayment of the IMF debt was eliminated, and foreign exchange
inflows became easier as reserves also increased from $37.8 billion in 2002 to $85.8
billion in 2006. Due to low foreign direct investment and restricted public investment,
however, investment could not exceed 20 percent of GDP. As a matter of fact, growth

was starting to be upwards only in 2004 (ibid: 34-5).

On the other hand, while the administration gave importance to some sort of welfare
and subsidy programs, privatizations were not ‘reconsidered’, and little progress was
made on the land reform issue. That is, the fragmented left due to the
‘misrepresentation’ in the administration pushed the government to backing of the
national and regional capitalists, even though it was known that they would be behind
it only to the extent that their interests were exercised. Those, together with the
mensal&o scandal based on the accusations on the PT for buying votes in the Congress,
led Lulato turn to poor urbanites (Morais and Saad-Fiho, 2011: 32-33). In this regard,
the social assistance program Bolsa Familia has been one of the most strength of the
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president in a time when income concentration was increasing. As Saad-Filho
mentions, this social policy practice through conditional cash transfers has reached
millions of extremely poor families in Brazil since 2003 (Saad-Filho, 2015: 1227-
1228). Nevertheless, without ignoring its poverty alleviation feature, it must be said
that this program, which implemented without reforms and transformations in property
structures to improve redistribution, has been a reproduction mechanism to mitigate
harms of accumulation strategies for poverty management rather than dealing with the
rooted problems of neoliberalism (cf. Amann and Baer: 37-39; Saad-Filho: 1237-
1240).

In 2006, despite the scandal erupted and some sections of the elite instrumentalizing
the situation to hold Lula down, support from the poor urban would have increased for
him. Lula again won the elections by a good margin. Some changes in the
administration were pointed out because although it was possible to reach moderate
outputs from stabilization regarding inflation, exchange rate, budget balance, etc., the
lack of growth and employment made those concerned. With the new approach of
‘national economic development’, unlike the previous term, it became possible to see
some heterodox economists within the administration (Morais and Saad-Filho: 34).
Clearly, Lula’s strategies had now proven what was required to the global finance, for
example by paying off the IMF debt before it was due, and thereafter it was the time
to get back to the troubles of development but without touching the central bank.
Therefore, without interfering with monetary policy and exchange rates, this heterodox
group called neo-developmentalist, aimed to increase aggregate demand, regulate
income redistribution, expand consumer credit to the impoverished base, along with
the protection of international reserves, and they were successful to an extent (ibid:
35).

Also, the state was involved in this developmentalist attempt under the Programa de
Aceleracdo do Crescimento (Growth Acceleration Program — PAC) mostly by
increasing public investments and activities of state banks such as subsidized credits,
housing finance, consumption credits, and development finance (Campello: 108- 109).
In conjunction with the highly liquid global market, this has been one of the

remarkable periods of Brazil’s economic expansion. Accordingly, investment

87



increased to 19 percent of the GDP in 2008 from 15.9 percent in 2005 through the
PAC; so much so that even during the 2008 global financial crisis, the rapid growth
sustained through the government’s countercyclical policies (Morais and Saad-Filho:
36). These policies covered many issues, from keeping public spending high to
increasing credit, from expanding social provision to stabilizing the exchange rate to
protect the export sector, and so on. That is why, both fiscal deficit and internal public
debt increased, but also the economy grew along with the boom in commodity prices

as fast as never before (Barbosa and Souza, 2010 cited in ibid: 37).

One of the most emphasized feature of this period was the state intervention in a
nationalist manner, meanwhile Morais and Saad-Filho (2011: 35) also mentions the
accelerated transnationalization of Brazilian capital. In this regard, Ayres and his
colleagues claims that the increasing economic activity of the Brazilian state such as
development bank BNDES, the state-controlled oil company Petrobras, and many
others were the very instruments of those countercyclical policies regarding the 2008
crisis. That is why, the government dragging the country into a fiscal precarity then
faced domestic public debt, decreased capacity to raise income, and lower GDP (Ayres
etal., 2019: 22). Nonetheless, it should not be forgotten that foreign direct investment
and net capital inflows, rather than the period before the so-called countercyclical
policies, exhibited more increase along with economic growth during this period

attached to a ‘fiscal precarity’.*?

Then, at this point, it would be useful to underline two conditions . Firstly, this was a
period in which a significant part of the domestic capital and the working classes
increasingly accessed to credits and services, but it was the state’s effort to maintain
aggregate demand by spreading public resources to guarantee the conditions of capital
accumulation during the crisis. Secondly, as long as the aggregate demand was
maintained, capital could accumulate in conjunction with free trade and finance,
therefore accumulation could also tend towards transnationalization rather than
nationalization. Overall, it should be said that this another period of expansion was

relatively successful compared to the others both politically and economically, despite

42 See World Bank, Data Bank (1970-2020). Foreign direct investment, net inflows Retrieved from
https://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD (accessed on 02.07.22).
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the fact that both deficits and debt would be socialized at some point. This showed that
in Brazil even a deviated left-wing government can implement neoliberal policies
more successful than any self-assured right-wing government. Hence, Lula fulfilled
his commitment to neoliberal accumulation of capital while did not miss occasions
that would please disadvantaged classes as well, whether because of his pragmatism
or his loyalty to his past. However, all this never diminished the repressive effects of
neoliberal policies on labor. For, labor has now been indebted and even more

dependent on this accumulation regime.

So much so that neither Dilma Rousseff, who ran as Lula’s successor in the 2010
elections, nor rival candidate José Serra made even a slightest claim to back off from
these policies, besides they did not come across a mobilized labor requiring them to
do so. Although Serra went as nasty as he could during the election campaigns to oust
her, Rousseff became Brazil’s first woman president in 2011. She was perhaps the
most left-wing president ever because she was a former revolutionist, however she
lacked most of Lula’s opportunistic behavior. As she was pretty determined to
maintain, and even to consolidate, the neo-developmentalist policies of the previous
period, she could not settle with particular segments of society. In addition to this
disagreement, the continuation of the global financial crisis, the deterioration of stable
value of the real, the straining of the fiscal conditions, global uncertainties, and many
other factors began to limit investment for economic indicators (Ricz, 2017: 100-101).
Thus, the PT’s alliance with domestic segments was also shaken. The Rousseff
administration, then, had to leave neo-developmentalist policies behind by focusing
on fiscal austerity and inflation targeted due to the pressures created on her. But once
the PT lost the support of the internal bourgeoisie, it was therefore a perfect
opportunity to undermine the credibility of the administration as the demand of the
international and financial bourgeoisie was already to leave the state-led

developmentalist policies aside to merely implement neoliberal economic policy.

In other words, the consensus was broken, and although the PT was quite degenerate
in terms of its political base, as of those days it had little support outside of the poor
and working segments. Still, Rousseff was re-elected in the 2014 elections, albeit by a

narrow margin. The effects of the global crisis, the inadequacy of development
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policies, the current account deficit, and deindustrialization continued to deteriorate
the economic situation (Saad-Filho and Boito, 2016: 221-222). The games against
Rousseff increased day by day under the leadership of the rival party and turned into
mainly right-wing mass actions to be united around corruption, but, no doubt, it was
in no way about this corruption case of Lava Jato, but to dismiss the Rousseff
administration due to her tendencies to violate the very backbone of the neoliberal
policy framework in Brazil, i.e. the Fiscal Responsibility Law, by understating the
fiscal deficit. Eventually, the process worked and Rousseff was dismissed to be
replaced by vice-president, Michel Temer, who was then accused by Rousseff to
orchestrate almost a coup against her. After Temer acted as president for the rest of
the Roussef’s presidency, Brazil probably has made a historical mistake by the electing
President Jair Bolsonaro. However, since does not seem possible to discuss the
originality of the many disasters of far-right president Bolsonaro and his era being
accompanied by a series of crises that are global pandemics, global recession, climate

crises in general, it would be good to end this section here.
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CHAPTER 4

FINANCIALIZATION IN BRAZIL?

As discussed in the second chapter, it can be said that international financial expansion
is tried to be analyzed in the Global South with three main analytical approaches. The
first of these is the Dependency view, which starts with the discussions on the post-
colonial period, but feeds on the understanding of underdevelopment that focuses on
the relationship between the core and the periphery. The actors in the analyses are
states, international capital, labor and domestic capital. Underdevelopment, on the
other hand, is explained by the peripheral production relations and the resulting
commercial and financial constraints regarding the cost of finance and technology.
This, in turn, can again be explained by the unequal relations and concentration aspect
of capitalism and summarized with the arguments that social relations based on
interests are maintained for the benefit of the elite or elite fractions at the expense of
other classes. Dependent and peripheral financialization approach, in a similar vein, is
focused on explaining the international relations of capitalism historically also by
applying a series of views introduced by the Regulation School in an eclectic way

within this framework.

Post-Keynesian views, on the other hand, analyze the macro as well as micro policy-
making processes in economies together with the behavior of foreign markets in order
to understand the money and power relations that arise in the context of liquidity. In
this framework, it reveals macroeconomic elements that limit countries due to the
causalities of money and power positions in the processes of policymaking. Finally,
the Marxist approach examines how labor and capital are positioned in global
capitalism based on exploitative and imperial relations. In this context, Marxists
analyses are mostly inclined to see financialization as a continuum of contemporary

global capitalism. For it has been demonstrated in most analyses that these are
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processes contributing to discipline labor, and in relation to redistribution that further
accumulates capital. This reflects the reproduction of hegemonic capitalism, its
markets and structures institutionalized around the interests of certain fractions of

capital.

In a nutshell, let financialization be a cyclical process from within neoliberalism —or
more precisely within capitalism—, or be an unprecedented new aspect of the
capitalism; neither the dependency of actors in capitalism nor the subordination within
the system would probably not manifest itself as a new monster to the extent what are
discussed seems to hegemony, hierarchy of money and power, the core and periphery
of capitalism. However, given the contradictions of capitalism and hence its crisis
tendencies, there would be new phenomena arising from the way to manage each crisis
within these contradictions, rather than to solve, as it is the systemic necessity. That is
to say, there is almost no doubt that financialization, in terms of imputed features of it
in the literature, is something that has occurred and been continuing with crises. In
order to understand it by way of looking at the countries of the Global South
historically, it is required to interpret the social formations that would show novelties

and specificities in social context.

This possibly will not be an approach to try to explain financialization perfectly
conceptual. But the purpose here is more about contributing to make time and space-
based inferences on Brazil to the extent that it can be fed with already existing
conceptual ground. Thus, the rest of this study will be shaped around the questions that
why and how financialization has started to be discussed in Brazil as a country from
the Global South. Initially, in order to provide a basis to the understanding of the
Brazilian literature, some implications on capital groups under the umbrella of
internationalization and financialization will be addresses parallel to the previous
chapter on an historical overview. Then, the Brazil-grounded literature on the financial
expansion process and dependent/subordinate financialization arguments will be

reviewed.
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4.1. Internationalization and Financialization in Brazil

4.1.1. Capital Groups until Internationalization

In colonial-era Brazil, the land ownership structure has its roots in large export-based
productions by slave labor on plants called fazendas. This structure included
commercial, colonial and slave-holding businesses at its time (Lacerda et al., 2001:
12). On the other hand, the long-lasted issue of slavery on the way to integrating into
the capitalist system is quite crucial for Brazil. For, in Brazil’s agriculture-based export
economy (especially in coffee plantations), the mechanism to finance production was
directly related to the commercialization of the product. While coffee merchants and
comissarios (commissioners) as a group of economic actors were those who assumed
the supply of trading profits and financing, mostly depending on the commercial
centers such as Rio de Janeiro; and, this was the most important feature that
distinguished them from an ordinary merchant, since both the financial activities of
the product and its sale depended on them (ibid: 32).

On the other hand, credit money came mainly from British and Dutch houses during
this period when Portugal had not been patronizing its colony well. Yet, in the coffee
economy, this structure, in which the slave is the guaranteeing element of financing,
is inherent in coffee production. Because coffee production in convenient plants is a
long-term effort, so that it was the labor taking part in the production both as
productive force and as a commitment mean of repayment. This is significant because
it is an example of how finance becomes a form of organization but also how a

productive activity becomes subordinate by finance since commercialization.

After the independence, the pressures on the abolition of slavery on the grounds of
both international integration and modernization, as mentioned in the first part of the
third chapter, even led to the establishment of an agricultural republic. It was partly
because of the highly strengthened army due to the regional wars in Latin America but
also the planters consolidated their political power a lot due to the war conditions away
from the center. For slave labor was as important to coffee producers as the abolition

of slavery was to capitalist mode of production in which free labor is a condition. This
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is a process that has cyclical aspects, along with a change in strategy. The transition
from slavery to free labor had not been easy both materially and morally, and as again
can be seen in the third chapter, the problems of Brazilian capitalism are often linked
to this transition in the literature concerned with the period up to the import

substitution industrialization period.

It should not be forgotten that despite the domestic finance houses that emerged
towards the end of the 18™ century, agricultural, industrial and commercial loans were
dependent on the British houses for a long time. In addition to these loans, there was
managerial guidance on behalf on the British, which were generally based on free trade
doctrines sandwiched between heavy sterling debt, convertibility issue and gold-
standard implementation to sustain the fragile export economy. On the one hand, there
was already wages supposedly as a new cost in production, on the other hand, inflation,
a high import coefficient, a high current account deficit. Those were at a time when
monetary expansion could be preferred to convertibility, while exporter capital
demands in conflicts with the Treasury debts in foreign currency were on the agenda.
Yet, the Encilhamento bubble, in which excessive credit booms and banking
proliferation —in parallel with the exporter capital’s demands for cheap credit

abundance—perhaps triggered by the panic of the 1873 crisis, showed itself.

This bubble was a period marked as the rise of financiers together with its
developmentalist aspects. Because the issue here was not actually a conflict between
merchants, industrialists and growers due to the ongoing conflict of centralist and
decentralist approached related to the establishment of the republic, as explained in
more detail in the third chapter. Rather, it was a collectivity of interests directly related
to its developmental and expanding aspects of finance, the conditions for the transition
from slavery to free labor, thus a conflict between capital fractions and working
classes. Otherwise, it would have been meaningless if the political balance could not
be established, despite the resources flowing into agriculture and privileged sectors
(e.g. convertible banknotes and subsidized immigration to lower agricultural

production costs) at the expense of a huge public debt burden.
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By the same token, to the extent that the world market began to recover from the crisis,
a return to orthodoxy came with it, but this manifested itself as a necessity of
international market, for sure. As a matter of fact, even when the Encilhamento bubble
burst, in spite of the portrait that there were heavy government debt, low saving rates,
and weakening financial structure, this developmentalism was not completely
abandoned under some conditions organized by the state. So much so that although
access to credit began to be conditioned, banks began to spread to different regions,
and the state stood behind the mortgage market through Caixas Economicas (saving
banks). These saving banks, definitely, continued this task at social costs. However,
there were divergences within the financial system as well. For instance, while
commercial banks were providing loans to the industrial, commercial and public sector
at better interest rates; the mortgage market was serving to agricultural capital at worse
interest rates because it was financed by loans and bonds, instead of stocks. And, the
main reason for this is concentration according to the literature discussed in the third

chapter.

On the other hand, considering the presidents from the period of the Café com Leite
(Coffee with Milk) Republic to 1930, another striking thing is that most of them were
presidents elected from Sao Paulo (coffee) and Minas Gerais (milk)*3; which raises the
question that to what extent other segments of the agricultural economy, such as the
Amazon economy, could benefit from this period regarding their comparatively
weaker political power. As well as, for the concentration in the production of coffee
(being the ‘comparatively advantaged’ sector) and later on a few different products
would show international character of the export sector based on primary production.
The excessive mortgage bonds in the market and the state’s direct intervention in the
coffee market by implementing valorization schemes also reflect the extent to which
the capital accumulation in the Brazilian economy had been relying on coffee in this

regard.

43 See Skidmore and Smith, (2005): 154.
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Nevertheless, the policies supporting coffee did not necessarily mean that the issues
of the Gold Standard and exchange rate convertibility were put aside. But Luis, the
last president before Vargas came to power in 1930, may be an example in this respect,
because he placed too much emphasis on the practice of orthodoxy. For, certainly
along with the devastating effects of the Great Depression, it did not take long for him
to be defeated with the coup. The period of import substitution industrialization, which
was envisaged to be relatively closed under economic nationalism particularly from
1930 onwards, was not absolutely the result of the coffee and milk oligarchy, but the
result of the relationship between the economies of industry (manufacturing), banking,

coffee and railways with the export economy.

Although the state gained a relative autonomy against coffee planters, the coup is also
apt to be explained by the export economy and the conjuncture in the world economy,
both economically and politically (Topik, 1987). As a matter of fact, the conflicts of
capital fractions predicted that economic and political power of the traditional
agricultural capital would be overcome by industrialization led by the state, at least
rhetorically. However, that was probably not the case, as until the coup in 1964, as
populism, nationalism, corporatism, and etatism apparently failed to reconcile some
specific conflicts such as those between agricultural capital and urban capital, those
between manufacturing capital and finance capital, and surely, those between capital

and labor (particularly urban labor and urban middle classes) (Saad-Filho, 2010: 7).

As a result, commodity boom became possible with this military coup-led
reconciliation despite its many contradictions. But those contradictions still kept
existing in intra-class relations due to the property structure and the environment of
competition. As, Evans (1979) asserts, the alliance of that three leg tripod consisting
of transnational companies, large-scale local capital groups and the state summarizes
well the exclusionary industrialization seemingly ‘successful’, in spite of the all the
social contradictions. Obviously, the substitution of imports was important as can be
seen in the planning programs of the period, but the Brazilian economy was never
closed to the outside. Because capital inputs required for both foreign borrowing to
finance excessive state expenditure, FDI and the capital goods necessary for the

growth of domestic industry had always come from outside. As for those produced
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internally, non-durables by small family firms whose ownership structure rarely
change, and durable and capital goods were produced by foreign transnational capital

and domestic oligopolistic producers (ibid: 7).

Therefore, the state, which was constantly caught in the middle of the conflicts among
the priorities of interests, failed to determine the requirements of capital accumulation
beyond the short- and medium-termism. On the other hand, fluctuations became
inevitable as transnational corporations took over some of the profitable sectors, access
to finance and technology for most of the manufacturing sector was dependent on
foreigners, the unregulated stock market and the inefficient federal securities was
making difficult to access to private savings, the exhausted public finance, current

account deficit, and inflation. Stabilization programs, then, came into play.

Nevertheless, there were several other important factors. The first was that the
economic boom was mainly the product of expansionary monetary and fiscal policy
because it expanded liquidity, thereby increasing access to credit and expanding
financial instruments. The second, the actors in the domestic financial market had
access to external borrowing, too, because the growth of the European market enabled
even national companies to get loans from abroad (Aglietta, 1985). But, the third factor
was concentrated income, as domestically access to private savings was difficult and
family business structures were implied to create inflationary pressures rather than
turning this concentrated accumulation into the market (Sochaczewski, 1993).
Therefore, given the crisis conditions and social contradictions explained in the third
chapter, in order to cover the period of transition to neoliberalism in terms of

financialization, it may be useful to focus a little more on corporate structures in Brazil.

4.1.2. Internationalization and Concentration

Fontes and Garcia (2013) interpret the internationalization of Brazilian capital
beginning in the 1960s as a new imperial capitalism in Brazil. According to them, a
cooperation carried out by the corporate-military power mainly through Petrobras and
construction companies at the time it started, by means of the driving force of credits

and the state’s policies has been the starting point of that 20 large Brazilian
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transnational corporations invested around $56 billion in 2007, and in 2010, held $209
billion foreign assets with approximately $130 billion revenues (ibid: 209-210). The
state, on the other hand, did not hesitate to be a force behind the investments of
domestic corporations abroad, despite the insufficient domestic investment during the
developmentalist discourse. For Fontes and Garcia (2013: 211), there was a climate
that tended to attribute this to the fact that transnationals had been retaining the
profitable investments within the country and that there was no alternative for

domestic corporations to compete internationally.

Nonetheless, one of the most striking issues here was the internationalization of the
Brazilian National Social and Development Bank (BNDES), which supposedly played
a central role in development, by turning into a financial holding company through
holding shares of firms during the Lula period, at the same time by playing a major
role in the concentration of capital to create ‘national champions’ abroad (ibid: 211-
213). In fact, This process contained many conflicts and contradictions, also led to
transformations within the bourgeois fractions. Yet, these transformations are too deep
to be explained only by the variability of economic powers and the subordination of
certain fractions because this expansionary project had been including every single
element of society (ibid: 216). For, while this neo-developmentalist hegemony played
the role of foreign capital in many other Southern countries through the South-South
collaborations, the ownership of these companies was not exempt from foreign capital
participation, although the credit provider was the Brazilian state, as it is according to

the authors, too.

Moreover, for sure, increasing profits in banking and finance were not only specific to
BNDES under the Lula Administration. According to Minella, who points out that
finance in Brazil has expanded excessively since 1987, financial institutions and
institutional investors, by participating in the processes of capital flows at a significant
level, had the opportunity to influence the access of certain sectors to finance at the
expense of others without access (1996, 2007: 102). Although this financial hegemony
is not independent of economic and political conjunctures, either at regional, national
and global levels, its strength is felt better during periods of reduced capital flows. On

the other hand, while it is known that the concentration generally seems to be in state-
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controlled institutions, some national private banks and some foreign banks, the
political power brought by this gives a remarkable influence to those groups on policy-

making processes (ibid: 103).44

Additionally, although it is difficult to fully characterize the relationship between the
state and the financial system, public debt and the pivotal role of the Central Bank are
indicators that reflect the policy implementations necessary to maintain hegemony.
Another important factor in this regard is the grupo corporate structure, as these groups
are considered partners of capital accumulation and power (Gongalves, 1991). That is,
such an organizational structure is not only economical but also plays a role in social
reproduction processes through media and cultural industries. On the other hand, they
are legally independent from each other, but together in terms of property structure
which can be as individual, family-owned, multi-family owned as well as under
shareholders or holdings (ibid: 494). This, in turn, gives them the power to manage
their shareholders, managers, workers and their forms of organization and conflicts
(Minella, 2007: 104).

Obviously this group structure is the reason behind the concentration in national
industries mainly because of their early involvement in entrepreneurial activities in
profitable areas by being alertness to opportunities as well as their relations to the
developmentalists governments (cf. Leff, 1978). But also, as the groups operate in
different markets under financial controls, resource flows often take place within the
framework of the group structure, too, because they have also banks and other types
of financial institutions. And, those banks generally have a shareholding relationship
with the banks or banking families through interests-based or familial-based
relationships established in a very social background (Costa, 2002 cited in Minella,
2007: 110).

As of 2005, Minella points out that the country’s four largest national private banks

and another bank mainly associated with foreign capital are under the umbrella of non-

4 They are also transnationally and nationally organized around representative associations. See
Minella, 2007: 106-107.
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financial groups, while three of them are also among the country’s fifteen largest
private groups (ibid: 111). For instance, Banco Bradesco, as the third largest bank in
Brazil and Latin America, controls the largest electricity and mining companies in the
country by establishing Bradespar Holding company to become a shareholder in many
companies, including the public company Petrobras, and began to intertwine through
shareholder relationships with more than 40 non-financial corporations (ibid). Other
major banks operated in various industries such as Itau in furniture, paper and
cellulose, information technologies, chemicals and petrochemicals; Safra in
telecommunications, paper, livestock; Votorantim in metallurgy, steel, paper and
cellulose, chemicals, construction, electricity, food and many more (ibid). Even banks
with foreign capital included in various groups ranging from primary industries to

manufacturing and even to the service sector.

However, what is also remarkable here is that most of those industries have started to
emerge in the era of import substitution industrialization and some of them were under
the state enterprises. That is, although it is a two-way process in Brazil that both the
financial profit owners take over the industries and the industrial profit owners
integrated to the financial sectors, it is useful to be skeptical of the idea that this
intertwining began with the neoliberal transition. Rather, it seems reasonable to think
that these fractions of capital were the driving force in the neoliberal transition, hence
the financialization. In this context, the transformation of developmentalism under
nationalist rhetoric between the years 1930-1964 into corporate-military cooperation
with the 1964 coup points out some peculiarities in Brazil, because, for instance, while
the transition to neoliberalism with certain military coups in many other Latin
American countries, this transition namely started with democratization process in

Brazil.

Neoliberal and democratic transition came into existence under a consensus, however
there is also the question that to what extent it was possible to portray a reconciled
Brazil not only because of the inter-class contradictions, but also intra-class ones. For,
a wide range of intellectuals argue that the dominance of exporter landowner groups
in Brazil has always been a problem in industrialization, so rural power maintains its

strong character over the state, despite the increasing activities of industrial capital for

100



a long time (cf. Cardoso, 1972; Schneider, 1992; Evans, 1992). And that is addressed
as mainly because of the embedded character of the state’s autonomy developed in the
1930s, in addition, the bureaucratic structure being personalized by the presidents and
being open to a clientelist relationships harmed the institutional and developmental
consistency (Evans, 1992: 167-168). On the other hand, the problem of organization
in the industry has been shown as another issue, and the problems of bureaucratic
functioning, the power of transnational companies within the country, and the
problematic representation structure provided by the state have mostly been indicated
as the reason (cf. Diniz and Boschi, 1979; Evans, 1992; Schneider, 2004).

In addition to the implications that these industrial organizations are not institutionally
pluralistic, perhaps the period that best illustrates intra-class conflict in the neoliberal
era occurred during the Lula administration. Because both the transition to finance-
first neoliberalism and its required policies were able to continue with a minimum
political consensus under the conditions that the interests of the international capital
cycle were principally taken into account. In this context, it is useful to underline a
few issues before moving on to the financial expansion discussions in the literature on
Brazil. First of all, privatizations have played a role in the finance-industry conflicts
in some aspects. The first of these is the privatization of the state’s social services, as
this creates opportunities for service sectors to benefit from being the new providers
of those services, while large capital groups also obtained the opportunities to benefit

more from the public budget.

Secondly, due to the privatization law, the public enterprises sold to large-scale
companies, as it is mentioned in the third chapter. In addition to this disadvantaged
situation for medium- and small- sized capital, although most of those public
enterprises were profitable, for those facing profitability problems, the state provided
financial assistance under sale contracts (Boito, 2007: 61). Third, the state has not
completely withdrawn from the infrastructure services, but public-private partnerships
were another area that large companies have been monopolizing; and the state’s whole
role here is seemingly guaranteeing the monopolies’ profits through the public budget.
Another important issue has been trade liberalization and financial deregulation with

respect to the contradictions within capitalist class. However, these had not only
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excluded some companies in terms of their size as in privatizations, but has completely
taken care of the interests of national and international financial capital by ignoring

the interests of even the industrial capital.

In Boito’s words, this has favored financial capital functions as usurer and predatory
capital in most developing countries, as in Brazil, since the financial capital has rarely
looked for activities other than profiting at high interest rates (ibid: 64). No doubt, the
characteristics of the period were in favor of financial capital, however it was the state
that formed the basis of these conditions. So much so that the state’s policies
contributing to this structure have been wide enough, including all the efforts such as
international integration of the national financial market, the effort to stabilize the
national currency in the free exchange rate regime, the free movement of government
bonds and stock markets in the financial market, the transformation of public debt into
a versatile return by liquid financial capital holding the public securities with high
interest yields, high interests costs for both consumers and industrialists, high-yielding
debts of other capitalists to the financial capitalists, financial compliance that

guarantees the payment of interest on public debt bonds, and so on.

This has not only challenged the industrial capital in their debt rollovers and profit-
making processes, but has also encouraged them to invest some of their capital into
investing in finance (ibid: 64-65). Nonetheless, the hegemony of this power bloc,
which Boito addresses by indicating the large national and financial capital, would
have expressed the contradictions at some point, as the reproaches of the industrial
capital against free trade regime created interesting political alliances (ibid: 65). For
instance, in 1996, Federacdo das Industrias do Estado de Sao Paulo (The Federation
of Industries of the State of Sdo Paulo — FIESP), despite being an organization of the
industrialists, supported the national strike of Central Unica dos Trabalhadores
(Unified Workers’ Central — CUT)*, reflecting that those outside the power bloc could
form alliances (ibid). Then, this alliance led the Cardoso administration to take minor

4% The CUT consisted of a labor aristocracy including qualified workers from the industries of
automotive, oil, banking (Boito, 2007: 65).
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appeasement measures without changing its policies in the face of pressure and within

the framework of the World Trade Organization’s rules.

Lula, on the other hand, was able to achieve certain successes by not ignoring the
interests of national capital in this axis started by the Cardoso, because, as stated in the
third chapter, the ‘alliance of losers’ supporting Lula also included these broad sections
of society. Yet, another fact was Lula’s promise that he would follow the IMF
prescription, as his electoral campaign had been tumultuous both politically and
economically. This two-way return to both the IMF and the national non-financial
capital, however, maybe did not fully reflect his strategy during his campaign, but the
deterioration of the economic situation in the beginning of the 2000s was effecting the
situation. From the other side, the reason for the economic situation was principally
the internationalization of the economy, the global framework followed for the free
movement of capital, and the policies implemented for those. Lula, however, possibly
had been considering that these policies have the capacity to meet the demands of the

national non-financial capital to the extent that the market liquidity is favorable.

For these reasons, the debt-paying capacity and the amount of reserves of the Brazilian
state were dependent on the inability to risk the conditions suitable for the entry of
capital and foreign direct investments into the country. It is still undeniable that this
non-financial national capital also took a secondary place in the power bloc during the
Lula period, since Lula implemented neo-developmentalist policies to encourage
export-oriented production within the limits allowed by the large financial capital.
Nonetheless, another aspect of encouraging this export-oriented production was again
in favor of large financial capital due to its effect on reducing the imbalance in external
accounts with foreign currency inflows into the country, as opposed to giving
importance to production for the domestic market. As well as these policies were still
carried out in a financial framework where production and investment were operated
with high interest rates and return to the financial companies as another profits. And
finally, Boito (2007: 68) claims that the ‘true opening’ policies displayed by Lula in
the South-South cooperation with the G-20 countries and the Mercosur prove the

targeted position for Brazilian large industrial capital hegemonic layers. In the light of
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these arguments, it is more convenient now to review how the literature interprets the

effects of financial expansion in Brazil.

4.2. Analyses on the Brazil’s Financialization

In the conventional analyses, the ‘asymmetrical’ economic effects of the financial
expansion processes and solutions to problems, such as over-indebtedness, financial
fragilities, external shocks, risks of unregulated capital flows, in the ‘developing
countries’ are generally addressed through the underdevelopment of financial systems,
lack of competition, low quality or non-pluralism of the institutions, and inaccuracies
in macroeconomic policy-making.*® Meanwhile, its political economic and/or political
effects are tried to be problematized by the corporate governance issues, inequalities,
clientelism or crony capitalism, and again political institutional problems.*” However,
due to the impossibility of coming across a mainstream understanding that draws
attention to the subordinate or dependent aspect of financialization and/or
neoliberalism, other than the differences in the levels of countries’ market
development and capitalist integration, or in the macroeconomic policy frameworks,
it seems most plausible to not include all of those analyses within the scope of this
study, as the space is also limited. For, those analyses are mostly constructive for those
studies interested in efforts to fix finance-led capitalism in Brazil*® or elsewhere, but

are away from problematizing the reproduced contradictions in capitalism .

On the other hand, the number of studies dealing with the contradictions of capitalism

in the last four decades has been increasing day-by-day, and both empirically and

4 E.g. Obstfeld, 1996; Mackinnon and Pill, 1998; Eichengreen and Hausmann, 1999; Bevilagua and
Garcia, 2002; Calvo and Reinhart, 2002; Tanner and Ramos, 2002; Goldstein and Turner, 2004; Chong
and Silanes, 2005; the World Bank, 2009; Stiglitz, 2010; Matheson, 2015, Passos and Modenesi, 2021.

47 E.g. Rabelo and Coutinho, 2001; OECD, 2003; the World Bank, 2004; Rogers et al., 2008; Limoeiro,
2020; Aquino and Batley, 2021; also, Amann and Baer, 2008; Schneider, 2009, 2021; Morgan et al.,
2021.

48 E.g. Caprio Jr. et al., 1998; the IMF and the World Bank, 2003; the World Bank, 2004; The IMF and
the World Bank, 2013; Bilijanovska and Sandri, 2018.

104



theoretically, regarding either Brazil and/or other countries of Global South. Despite
the diversity of the titles proposed for those concepts, it will be tried to understand
how the literature follows the Brazil’s place in historical capitalism,
internationalization and financialization, by considering the analyses that have similar
concerns in their essence. As mentioned earlier, reviews on such analyses together
with the previous section including arguments of business organizations is believed to
be reflective of the impact of financialization in Brazil, as those studies combine
empirical analyses of the literature that are already fed by existing theories to discuss

neoliberal policies within capitalism.

In this context, Barbosa-Filho (2005), who discusses the relationship between the
economic growth of emerging market economies and international liquidity with an
empirical study covering the years 1966-2000 in Brazil, asserts that, given the structure
of Brazil’s import trends with high income elasticity, making a choice among domestic
and foreign finance is pointless. Because Brazil’s growth has always been dependent
on international financial conditions from the 1960s onwards. For example, significant
capital inflows led to an average annual growth in GDP of around 8 percent in the
1970s. However, the debt crises of the 1980s were heavily affected by the rise in
international interest rates and liquidity, and in Brazil the annual growth averages first
decreased to 3 percent, then to 1.2 percent in the early 1990s, and with the crises in the
second half of the 1990s the rate was around 0.5 percent (ibid: 314). That is why, for
Barbosa-Filho (2005: 330), when it is not possible to control fluctuations due to the
external finance through monetary management and solution framework of the world
financial authorities, excessive reserve accumulation and thus financial bubbles would
only be eliminated by export promotion, capital controls and floating exchange rates

regime to an extent.

During the import substitution industrialization, too, Brazil, which is implied to be a
good example of peripheral Fordism, continued its accumulation strategies through the
monetary channels, while overvalued currency regimes were also applied together
with efforts to reduce inflation; that is, the growth of industries has been internalized
by foreign dependency (Becker et al., 2010). The main thing that changed with
neoliberal period was more likely to be the effort to transform the accumulation,
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starting with the liberalization of capital accounts and focused on interest-bearing
capital, into an export-oriented policy, but this time with an externalized
industrialization (ibid: 234). However, the crises of the second half of the 1990s
introduced several new pressures and hence solutions to those pressures, such as
devaluation of the real to deal with dollarization which also creates another burden on
the state, as the state’s securities were dollar-indexed. Also, as Becker et al. (2010:
236) demonstrates, the burden of compensating costs of devaluation on banking sector
has always made the state a ‘safety net’ of the financial capital by almost doubling the
public debts from 1994 to 2002. This caused the reallocation of money to financial
capital, since the interests rates of the securities were one of the highest in the world
market (Goncalves, 2006 cited in ibid: 236).

Nonetheless, Correa and Vidal (2012) argue that Latin America is a region of increased
bank competition in addition to speculation and financial changes since the first half
of the 1990s, recalling the large inflows of capital including institutional investments
into the region. This has resulted in greater outflows from countries in earnings,
interest, commissions and dividends because of the privatization of public enterprises
and the energy and mining sort of enterprises that FDI participated through institutions
such as investment banks (ibid: 544). At the same time, deregulation within the
framework of structural adjustment programs as a result of the bargaining on public
debt with the IMF and the World Bank was applied under the name of financial reform
to manage fluctuations and crises in markets due to the capital flows, rather than the
use of tools such as increasing exports and capital controls. As for conditions of
competition, which still depended on international credit conditions, foreign exchange
flows and the management of these processes, made central banks nucleal in terms of
the key role of inflation targeting and monetary management domestically. Brazil, in
this respect, as a region experiencing intense bank privatizations and institutional
transformations such as local interbank mergers and acquisitions, also included the
state in this competitive pressure, since two of the largest banks in the country are

publicly owned by assets (ibid: 544).

While the demand for foreign currency-based financial services has also been

increasing, competition has raised the fragility with processes such as the dollarization
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of economies (ibid: 545). As a result, the external liabilities together with various
liabilities arising not only from private debts but also from the public debts under
dollarization, have led to an environment in which government bonds offer attractive
returns. This ensured that financial policies based on pro-finance profitability,
including austerity policies and the increase in indirect tax obligations to masses, could
sustain such a financial rent transfer that the central bank autonomy plays a leading
role (ibid: 546). Therefore, it should be underlined that the finance-driven priorities of
the neoliberal policy reforms are highly dependent on exchange rates in the policy
framework of the state. Meanwhile, social consequences were legitimized through the
instrumentalization of debt crises of the 1980s and inflation, despite the long-term
dependency of the money channel of the Brazilian accumulation (Becker et al., 2010:
236).

Another aspect of the Brazilian economy, unlike developed economies, is the
transition of capital accumulation from the productive area to an area based on finance,
mainly because of the domestic public debt (Bruno et al., 2011). Because, in developed
economies, the capital markets works with rentier activities under a re-valuation
mechanism, and financialization is observed at low interest rates through private
borrowing. In the Brazilian economy, however, while financialization, public debt,
rentier-patrimonial accumulation have been sustaining, public finance was
subordinated to global financial markets. In this way, the autonomy of economic
policy-making was reduced and the expectations or rationalities of financial capital
was prioritized; economic growth and job creation policies have been secondary (ibid:
739-742). On the other hand, there is three characteristics that the Brazilian economy
experiences much more similar to developed economies to be interpreted within
financialization, which are: firstly, the concentration of income in favor of financial
profits and against wages; reduction of productive-based capital accumulation;
increased political influence of the rentier class and capitalists on the state apparatus

and making economic policy available to the interests of these classes (ibid: 746).

This mode of accumulation does not indicate and economic portray in which there is
no economic growth and recessions are frequent, however, sustainable higher growth

rates are also not very compatible with such a model; because the dynamics of the
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domestic market constantly sets a policy tool to show sensitivity to the foreign market,
resulting in a short-term concerned behavior (ibid: 741). Such an attitude deters
industrial investments, for sure. By the same token, between the years 1991-2003, this
model manifested itself as a period in which the profits of industrial companies are
combined with non-operating profits (ibid: 735). The high real interest rates that
emerged during the commercial and financial liberalization process, the spread of low-
risky financial products with high liquidity and profitability, no doubt, positioned not
only the finance sector but also other corporations in this direction.

In a similar vein, it is one of the claims in the literature that non-financial corporations
have switched to a new financing model in which they focuses on the creation of
shareholder wealth. That is why, from 1995 to 2008, the dividend distribution of
companies, their earning interest income from equity, the repurchase of shares
depending on the profitability of the shares and the income sources obtained from other
financial instruments increased the capital profitability of companies (Miranda et al.,
2015). However, this self-funded financing model has defined to be a slowing growing
structure, endangering the country’s economic growth, as it is concentrated on the
distribution of wealth to shareholders. Moreover, while this structure has been tried to
maintained, those companies which had constant access to financial markets and
became increasingly keen on financial profits, also tried to make more and more profit
by further borrowing. In other words, it should come as no surprise that these
companies, which have a fragile, speculative and Ponzi type of equity structure, tend
to increase the economic fragility of nations and even the world economy as a whole
(ibid: 26).

In a sense, contrarily, according to Paula and Meyer (2019: 21), considering the
balance sheets of large Brazilian companies in the 1995-2007 period they examined,
although financial incomes have an important place in the returns of the companies,
there is no clear evidence that dividends are paid at the expense of productive
investments. Thus, the authors consider that the financialization of firms has not been
fully consolidated in Brazil and is still underway. That is to say, Brazilian
financialization continues rapidly, but the main feature of it has been seen as the

creation of financial assets by combining liquidity and high returns mostly through
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households, firms, financial institutions, and pension funds (ibid). Also, according to
Villavicencio’s (2021: 182) comparison of the cases of Brazil, Mexico and Argentina,
although the debt securities of all three countries increased; it was related to the
financing needs of non-financial corporations in Mexico, it was an increase in
international debt securities in Argentina, but it was due to both factors in Brazil.
Nevertheless, non-financial corporations are said to be less financialized in Argentine,
while in Brazil and Mexico this trend is at the forefront globally (ibid: 198).

By the same token, Kaltenbrunner (2017: 56) indicates that, in Brazil, corporate debt
has increased by about 15 percent from 2007 to 2014, with total debt over $1 trillion
at the end of 2015. Most of this increase was, for Kaltenbrunner, due to external or
inter-company debts, as there was a decrease in bank’s loan shares and borrowing over
corporate debt securities, while external financing and market financing did not
accompany such a decreasing trend. As a result, banking finance to NFCs with loans
mostly replaced with debt securities from the banking sector side, and a large part of
such debts belong to a few large Brazilian companies. On the external debt side,
despite the limited data, it is though that the debt of around 80 billion dollars has been
provided to NFCs by international banks (ibid: 58). Moreover, such an increase in
foreign financing is not only for non-financial companies, but also for financial
institutions. When looking at the ratio of local and cross-border lending of foreign
banks, Kaltenbrunner (2017: 60) states that the cross-border credit flow is much higher
than the credit flow of foreign banks through domestic institutional channels; and this
IS quite important because cross-border loans are denominated in foreign currency

(primarily in dollars).

On the other hand, international debt securities such as Euro-bonds and Dollar-bonds
are of increasing importance in the context of Brazil, as another indication that reflects
borrowing through instruments of foreign currency-indexed (ibid: 60). Meanwhile, on
the asset side, the author points out the short term cash flows regarding the balance
sheets of listed corporations from 1995 to 2010. While it is possible to see modest
increases in the share of cash assets in total assets, there was a decreasing trend in
stocks and shares (ibid: 62). However, the most sought-after asset, as mentioned

before, has been public debt securities. With the Brazilian Central Bank data
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confirming this claim in Kaltenbrunner’s article (2017), it becomes possible to point
out that the increase in the financial income and borrowing capacity of NFCs has been
increasing for a long time, despite the stagnant stocks. As a matter of fact, it is
reasonable to mention that both assets and liabilities are quite taking place in
international financial markets and in foreign currencies. For, the public debt

securities are also bounded by the foreign currency conditions.

Although the financial instruments going beyond the high borrowing and banking
debts ween in this way are the elements reflecting financialization, it should be
underlined that Brazil’s shifting its transactions to foreign currency, unlike the most
countries of the Global North, is perhaps the biggest variegation in terms of
financialization. The basis of this phenomenon should be sought in Brazil’s
dependence on foreign capital since its internationalization process. For,
financialization and internationalization are two sides of the same coin. On the other
hand, domestic short-term financing is incompatible with the long-term borrowing
conditions of NFCs and financial institutions within the country, not only because of
the interest rate differentials and hedging opportunities, but also because of the short-
termism regarding the country’s economic policy making. Such dualities are the main
things creating vulnerabilities in the Global South. That is why, the idea that these
should be evaluated under the umbrella of an international currency hierarchy is also
commonly accepted in the literature (Kaltenbrunner and Painceira, 2018; Oreiro et al.,
2021; Villavicencio, 2021).

For Kaltenbrunner and Painceira (2018), this hierarchy is important in two ways; the
first is the aspect related to the accumulation of international reserves and the
financialization of banks and households. What is implied here is basically securing
the country’s position in such a monetary hierarchy against problems created by capital
flows and global liquidity on asset prices and exchange rates (ibid: 20). While Brazil’s
amount of international reserves was $31.7 billion in 2000, it started to increase rapidly
as of 2006 and it reached the level of $350 billion before 2012 to be continued around
those levels until 2020 (Central Statistics Office of the Republic of Botswana, 2022)%°.

49 Central Statistics Office of the Republic of Botswana (2022). Brazil Foreign Exchange Reserves
01/06/2000 to 01/06/2022 [Statistics]. CEIC. https://www.ceicdata.com/
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This is not only prevented such large of amounts of savings to be absorbed by the
domestic economy, but also caused significant changes in the domestic banking
system (Kaltenbrunner and Painceira, 2018: 28-32). Because, the Brazilian Central
Bank also resorted to monetary sterilizations so that the monetary expansion resulting
from the foreign exchange demand, and hence inflation could be managed. In other
words, the Central Bank offered debt securities to domestic banks with high interest

costs to the public through repo agreements.

For instance, the authors draw attention to the outstanding repo stocks which increased
from $58 billion to $858 billion from 2004 to 2014, by stating that such conditions
were created for banking sector to benefit from this excessively liquid and low-cost
instrument. This and many more instrument have allowed banks in Brazil to manage
their assets with short-term securities and expand their credit operations as much as
possible. However, banks seemingly turned to short-term finance with these easy-to-
cash assets, as those were able to stay away from maturity problems because banking
customers were now also households, instead of large manufacturing companies. The
other aspect of the monetary hierarchy was noted by the authors as external fragility
and increased financial operations of NFCs. Since the main reason for the secondary
position of the Global South countries in this hierarchy is that they are vulnerable to
sudden capital flows and fluctuations in the exchange rate, NFCs can use derivatives
transactions, speculations, and hedging positions in general terms that both the
financial sector and NFCs obtain with maturity and interest rate differentials arising

between foreign and domestic currencies.

Nonetheless, Oreiro and his colleagues also interprets Brazil as an example of
peripheral financialization, regarding the policy framework that has started to applied
since the Washington Consensus, and foreign debt-focused growth models (Oreiro et
al., 2021). However, their main emphasis in on the overvaluation of real exchange
rates and accordingly high interest rates. They state that this foreign savings-oriented
growth model, which is a trap for them, reduces the autonomy in the policy-making
processes, as well as creates the problem of premature deindustrialization. Given the
neo-developmentalist policies of the Lula administration, this analysis problematizes

the period of high growth from 2003-04 to 2010 with moderate inflation by underlining
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a few points. First of all, it is emphasized that the real exchange rate appreciated more
than 30 percent from 2003 to 2005, is related to the Central Bank’s repo transactions
in order to maintain the policy framework as of 2006. Because, in addition to the
above-mentioned reserve increase, sterilizations and the ratio of repo increased from
around 1.7 percent of GDP in 2005 to more than 10 percent in 2008 (ibid: 13). In other
words, the free exchange rate regime was tried to be controlled by selling government
securities and accumulating reserves, not too much associated with the situation of the

real economy.

Another important point was the minimum wage policy. In addition to the
aforementioned household’s increased indebtedness, the minimum wage, which
increased by 8.4 percent between 2006-2008, is claimed by the authors to be the
implicit aim of increasing the effective demand for consumption, instead of improving
income distribution (ibid: 17). On the other hand, when employment started to fall
from 2004 to 2008, more strikingly, there had been no direct effect of exchange rate
appreciation on the manufacturing sector in terms of flowing investments to the
financial sector (ibid: 13). Still, this situation seems quite suitable to be perceived with
the intertwining of the real-financial sector relationship. Only the bankruptcy of
Lehman Brothers temporarily reversed Brazil’s not so bad situation, that is, until the
currency depreciating in 2008. This must also be the reason why it is possible to see
$350 billion in reserves increasing by an average of 22 percent per year from 2009 to

2011, because there should have been ‘lessons’ learned from the Asian crisis.

However, for Oreiro et al. (2021: 14) it still seems unreasonable for authors to say that
such implicit interventions in the foreign exchange market are completely sterilized,
because the Brazilian Central Bank must have bought foreign currency for more
reserve accumulation by increasing its money stock. This is, the continuation of the
over-valued exchange rate regime amid the impacts of a global financial crisis had
begun to show signs of stagnation compared to the previous growth period, which
showed almost no explicit problems for the manufacturing sector. According to the
authors, this tends to be a symptom of the Dutch Disease, as the share of manufacturing
in total value added has begun to decline; and the reason for this stagnation is not due

to the decline in aggregate, given the average annual growth of 5.6 percent in the
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commercial sectors. On the contrary, the decrease in the competitiveness of industrial
firms due to the exchange rate and the difficulty of accessing effective demand were
seen by the authors as more expressive of this stagnation (ibid: 17). Thus, a stagnation
trend analyzed with the ongoing developments of the domestic demand, the trend of
deindustrialization should be brought to mind, as the deterioration in terms-of-trade
will make it difficult to maintain the value of the exchange rate, tend to reduce wages,

and undermine the ‘stability’.

In any case, whenever things start to go bad, it is always known the conditions of which
social group get worse first and more. As a matter of fact, Martinez and Borsari (2021)
examine the empirical evidence on the effects of this financial integration on working
classes by making an analysis on Brazil and Colombia which are among the most
flexible countries in the Global South in terms of labor conditions. Differences in
wealth distribution increased by the financial transformation are not only from
peripheral to core countries; but also from working classes to particular capital
fractions. Because, the reserve accumulation and sterilizations applied by the central
banks in order to take the financial accumulation under the collateral effect, increased
the public debt to such an extent that is was difficult. For instance, in Brazil, the
domestic debt of the federal government increased from 19 percent to 38 percent in
2019 from 2001 (ibid: 13).

On the other hand, it was previously emphasized that the massive customers of
domestic banks have stated to be working classes, since the domestic banks shifted to
commercial activities as a result of the effects of Brazilian companies deepening
interactions with global financial cycles due to the financial liberalization and
aforementioned central bank practices on the banking system. In this context, Martinez
and Borsari (2021: 13) also demonstrate that, household indebtedness in the Brazilian
banking system increased from 18.4 percent of 12-month available income to 46.2
percent in 2020. While this made it difficult to access new loans, as well as goods and
services; it also resulted in significant increases in the risk of default and the ratio of
debt service payments to income. For, the household interest debt payments in Brazil
corresponded to 15.5 percent of disposable income in 2005, then increased to 20.3

percent in 2020 (ibid: 13). Nevertheless, the decline in average real wages during
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exchange rate devaluation periods also undermines the ability to access to both
financial and physical markets. That is to say, once there is a constraint in liquidity, a
rupture on efforts in the name of managing effective demand from the part of working

classes becomes almost inevitable.

Moreover, any fluctuations in the exchange rate that could not be ended and turned
into crises, the purchasing power of these segments is expected to decrease further in
import-dependent countries such as Brazil (ibid: 14-15). Then, considering the tool of
management for those crises, i.e. fiscal discipling, it is possible to see that the effort to
discipline labor has become systematic. It is obvious that the legal dimension of this
flexibility created by reforms in labor and social security laws in each country as
another aspect of legalized and legitimized austerity patterns of crisis-management.
The main purpose was to control public debt, even with ‘symbolic’ factors such as
international credit rating agencies; but, once exposed to ‘flexible’ exploitation, the
motive of disciplining labor becomes deepened step by step, and difficult to return.
Likewise, in Brazil, the burdensome effects of the 1988 Constitution in Brazil later

changed to the detriment of workers and pensioners by the worker president Lula.

Another issue that should be included in this regard is undoubtedly ‘the
collateralization of social policy by financial markets’ introduced by Lavinas (2020).
As mentioned in the previous section, commercializing social services has been one
of the most important changes coming with financialization, including all kinds of cash
transfers, pensions and social payments becoming collateral and new revenues flowing
into the financial sector (ibid: 312). That is neoliberalism with a new dimension to its
oppressive aspect by transforming social rights into assets. Brazil, as Lavinas (2020:
318) indicates, in this regard, is an example with high income inequality and poverty
(Gini coefficient above 0.6 during the 1990s), where two-thirds of social spending was
in the form of cash transfers; later through loans, the Bolsa Familia programs, social
assistance for some of the disadvantaged poor segments. Meanwhile, the total amount
of these programs was only 1.5 percent of the GDP reaching about a quarter of the
population (ibid: 318). Moreover, the fact that payments are made through bank
accounts is another remarkable condition, for Lavinas, since such a practice would also

pave the way for the purchase of more financial products.
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On the other hand, for the author, some credit services have been offered at relatively
low-interest rates, initiated by the PT in 2003, which is based on deductions from
salaries, public pension plans, and/or survivors’ pensions. Despite this, the country’s
economic conditions have made it questionable how low even low interest rates can
be, creating a new profit opportunity for banks with public finance, making households
indebted over wages, pension funds, and even survivors’ pensions. Lavinas states that
in 2016, interest rates vary between 27 and 49 percent annually, emphasizing that
debtors’ costs have also been increased with default insurance. Further, by 2014 the
ratio of total debt to income exceeded 60 percent on average (about three times more
than minimum wages), compared to 73 percent for the poorest; as a matter of fact,
between 2015 and 2017 more than a quarter of the population was in default due to

their basic expenses (ibid: 319).

In the light of these, it seems quite reasonable to consider financialization in Brazil as
a tool for neoliberalism in which social reproduction is carried out by the state itself
within the capital accumulation strategies of the dominant classes. That is, while
Brazil’s public debt is older than the country’s independence, the internationalization
of capital is not an aspect of financialization either. Possibly the process of
financialization is a consequence rather than a cause, because, as historical readings
show, stabilization programs have been seen many times in Brazilian history with their
difference aims. Financialization started with the abertura; however, the first step that
guaranteed the inclusion of the Southern Brazil in this global process seems to be the
Cardoso’s Real Plan, which aimed at monetary stability. In order to illustrate, the Real
Plan has increased the portfolio investments, loans, and other foreign investments from
less than $5 billion between 1980-1993 to more than $20 billion between 1994-1998,
as well as raised the annual average of FDI entries to Brazil more than eight times;
hence increasing the total financial capital inflows to the country from $6.5 billion to
$34.4 billion between the same years (Bin, 2016: 113).

The second step of the process is the focus of inflation targeting, which started with
the collapse of the Real Plan after the Asian and Russian crises. This again brought the

financial capital flows, which fell to an average of $15 billion in 1999-2005, then
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approached to $105 billion between 2006-2014, as the crises managed under the
guidance of the Bretton Woods institutions (ibid: 113). On the other hand, the state
policies shifted funds from welfare to public debt interest payments aligned finance
with the interests of the financial class fraction, with prominent aspects of monetarism
and deregulation, masking privatizations within portfolio investments, and only under
the circumstances of internationally sustained liquidity. Therefore, the drive to
maintain monetary stability by initially capturing the exchange rate has over time
concentrated capital in the finance and financial sector, increasing not only the profits
of the ten concentrated largest banks by 1039 percent from 1994 to 2003, bur also
socializing the entire cost of government bonds that constituted 40 percent of the
banks’ investment portfolios (Reis and Oliveira, 2021: 8-10). And, despite
privatizations and increased indirect taxes, public debt increased as a state policy for
the efforts based on domination with the strategy of exploiting labor by more

oppression in order to survive against global domination (ibid: 8).

It should not be forgotten that, fictitious capital has continued the contradictions of
neoliberalism with the expansion based on a strong ideology in order for the
expropriation of the productive classes by propertied classes (Bin, 2016: 107). The
incredible profits, not limited to the activities of finance capital, reveals that the state
maintains much of the fictitious capital and financial expansion of the economy, as it
is the largest issuer of debt (Harvey, 2010 cited in ibid: 107). By the same token,
recalling the dialectical relationship of the state with financialization, Alami (2019)
highlights the imposition of taxes on foreign currency derivatives by making some
politically distressing regulations against speculation in the Brazilian currency
between 2011 and 2013.

However, this and any of the regulations that are supposed to balance over-expansion
of finance should not seem like on opportunity to emphasize that financialization can

be managed with certain aims, but this and all the regulations basically reflects that

“... state power (not the state apparatus as such) should be seen as a form-
determined condensation of the balance of forces in political and politically
relevant struggle. This formulation combines the themes of a necessarily
specific form, material condensation, and balance of forces. Exploring this
theme involves two interrelated aspects of the state system. We need first to

116



examine the state form as a complex institutional ensemble with a specific
pattern of ‘strategic selectivity’ that reflects and modifies the balance of class
forces; and, second, to consider the constitution of these class forces and their
strategies themselves, including their capacity to reflect on and respond to the
strategic selectivities inscribed within the state apparatus as a whole.” (Jessop,
1999: 51).
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CHAPTER 5

CONCLUSION

Financialization, as discussed in this study, seems to be about understanding social
relations and the state, which can be understood by looking at history. This is because,
in order to make inferences on how financialization analyses of the Global South are
integrated into the Global North-introduced accumulation strategies and their
instruments, it is useful to adopt a theoretical approach to the historical dynamics that
constitute the state and society. This will serve to see not only the relationships of
dependency or subordination, but also to what extent the new conceptualizations
would be explanatory. Hence this makes it necessary to question such
conceptualizations in the way to understand the last forty years in terms of periodizing
certain continuities of capitalism. This is why this study first began by trying to
understand how finance has been historically problematized. In order to find out in
which directions financialization, as a conceptualization attempt, diverges from and
converges on these problematizations, it was one of the important points of the thesis
to present a broad theoretical framework by centering the concerns about financial

expansion.

For, whether financialization is defined as a financial expansion, the financialization
of capital or the domination of finance capital over other capital, or the maintenance
of capital accumulation under the domination of finance; it is clear that these are not
new problematizations as well as discussions limited to financialization analyses. On
the other hand, the idea of examining these concerns separately in the Global South
compared to the Global North is expected to be constructive in order to determine the
explanatory power of a theoretical approach. However, the assertion that
financialization has subordinate and dependent consequences in the Global South

based on principally empirical analyses leads to skepticism about relevant
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conceptualizations, once it repeats the very fact that almost every aspect of capitalism

creates hegemonic inter-layer variegations.

Rather, these analyses should consider how finance is articulated in the recomposition
of such dependent and subordinate relations, which requires understanding how these
relations are organized around certain strategies at the international, national and social
levels. This is the most stimulating reason why this study deals with Brazil historically.
As the importance of finance in terms of accumulation strategies and foreign
dependency formed and maintained throughout history in Brazil shows, most
characteristics of financialization can be observed not in line with periods, but with
strategies. Although some changes can be underlined by the characteristics of
financialization associated with the last forty years, the framework established by
financialization weakens in case these changes are considered together with certain

strategies and the way these strategies are maintained.

Raising these concerns, in this study, was related to the intention of completing certain
aspects of financialization analyses, instead of denying their contribution to the
literature. For, it seems quite reasonable to discuss financialization under
neoliberalism, which is expressed in the name of the current mode of capitalist
reproduction, as this study also shows. However, pushing the possibility of
financialization being an instrumentalization into the background of neoliberal

reconstitution of domination erodes the theoretical understanding.

Neoliberalism, or capitalism in its clearest form, has always needed a variety of tools
in establishing and reproducing various necessary social conditions under power blocs.
This expresses the very hegemonic consensus that guarantees certain gains at the
expense of certain losses. The consensus prevailing in the neoliberal period has
definitely benefited from financial expansion and the ‘stability’ associated with
finance-led accumulation in order to establish and resettle some imbalance in terms of
the continuity of the economic and political structure it includes. However, as the
example of Brazil also shows, the main contradiction in neoliberalism itself is that it
entrusts the finance-led accumulation regime to the state under the guise of limiting

state intervention.
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Accordingly, with history, it is possible to see that it is not easy to form a consensus
within the framework of carrying out accumulation strategies in Brazil. Therefore, the
state’s changing policies in favor of either the financial sector or the manufacturing
sector should bring to mind the existence of the usual intra-class contradictions rather
than a break. These contradictions would certainly form and transform the
accumulation strategies throughout history. However, it should not be forgotten that
the most basic strategy in the essence of capitalism is the strategy of continuous
expansion. Such an expansion always has to be in favor of certain segments so that

accumulation could be sustained.

Likewise, historically access to external financing has always been crucial in Brazil,
therefore financial variegations have shown themselves at the international and social
level in every period, as well. This socially and historically has been the reflection of
the interests of the agriculture and manufacturing industry against the interests of
commercial and financial capital at the policy level. However, together with
internationalization and concentration, which are the complementary strategies of
further expansion in the 1950s-60s, it has been possible to explain how certain capital
groups, either financial or industrial, became the pillars of capital accumulation in this
era. This is because of the very reason that the capital group dominating the capital
circuits leads the accumulation, while that group can be determined in terms of its

property structure and scale.

In other words, once capital is concentrated as such, the intertwined lines of the
industrial or financial capital become another issue of problematization. As well as
considering this problematization together with the problem of financial domination,
it will be meaningful again, as the mentioned capital group can manifest itself as both
financialized and finance capital, even with terminological selectivities. Because,
mostly, it is this group that consists of both bank capital and industrial capital —that
seems to make the highest profits and to shift its investments from the real sector to
the financial sector in financialization studies—, which also directly interacts with

international financial markets.
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That is why, with the aspects mentioned in the financialization studies, the policies
followed by states under the restrictions of the global liquidity conditions created by
peripheral, dependent and subordinate financialization should also be evaluated
considering the interests of that capital group. In the study, it is discussed that these
groups are especially transnational companies and internationalized manufacturing
capital, which are the winners of the import substitution-led accumulation in Brazil.
However, another dimension of this debate is the historical commodity boom that is
another form of expressing the winnings of that group, which reflects a process starting
with the corporate-military cooperation established through the military coup in the
1960s and ending with the debt crisis in the 1970s.

To put it differently, such a regime of accumulation was also dependent on
international liquidity conditions, namely the borrowing capacity of the state.
Nonetheless, the exit from the crisis in Brazil resulted in the reduction of public
expenditures within the framework of the continuity of the disproportionate earnings
of that group, and brought the process that is the subject of the financialization studies.
The aspects such as the increase in short-term borrowing of the state, capital, and labor,
as demonstrated by the analyses, show that the engine of accumulation is plenty of
debt. Nevertheless, households appear to be the only brand new group known to have
started borrowing at such high levels compared to previous periods. This is precisely

the importance of approaching the subject from a political economy perspective.

Thus, this period attributed to borrowing on one side and financial profits on the other
can be seen in this transition in the Global South, since the states have been at the
center of both indebtedness and financial expansion in the Global South, at least to the
extent that the example of Brazil demonstrates. That is, what is sustained by the
neoliberal transition as well as what policies are included is, therefore, a quite relevant
issue in understanding the last forty years beyond financialization. Likewise, many
issues such as privatizations, reduction of social expenditures, public-private
partnerships, securitization of public debt, and dollar and euro orientation of
economies can be addressed in the context of financialization in line with the

neoliberal policy framework.
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For instance, while privatizations were arranged in a way that concentrated capital
would further benefit and their profitability was guaranteed by the state, it was also
possible for the state to revive the groups suffering from the domination of the
financial and financialized sector with public-private partnerships. On the other hand,
the most basic building block of the continuation of this cycle has been borrowing. So
much so that the ‘prosperity’ felt through indebtedness sometimes even enabled the
governments to keep their powers. This not only pushed the working segments of
society further under the domination, but also dragged small-medium-sized
companies, which are known to have an important role in job creation, into an endless
debt cycle. Nonetheless, it has been observed that the financial capital, which is known
to have access to borrowing at low interest rates in international financial markets, also
profits from public debt securitizations of the state at higher interest rates in the
domestic market. Since this and numerous other examples of such mechanisms are in
the way that neoliberalism economically reproduced in the last forty-year period, it is
important to establish the relationship of the basis of these policies with fiscal

discipline, inflation targeting, over-valued exchange rate and high interest rates.

This is the very reason why each of these policy instruments is meaningful not only in
terms of acting in harmony with international financial markets in order to maintain
the borrowing capacity or avoid crises, but also in terms of representing interests in
hegemonic layers. To an extent managing the risks posed by hot money flows for the
countries of the Global South with financial liberalization would also be possible with
compliance with this policy framework. Yet, this is a systematic structure. As the
historical example of Brazil shows, the social dynamics are in no way less determinant
in shaping and following accumulation strategies than the global conditions.
Therefore, the Global South-based financialization analyses shaped around the
framework of international relations of subordination and dependency are partly right.
However, understanding of such relations should not be limited to this level neither
empirically nor theoretically. In this regard, it is believed that this study rather
demonstrates that these relations significantly reflect financialization as an instrument
of reproduction in the neoliberal era, with all the historicity of both inter- and intra-

class relations.
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A. TURKISH SUMMARY / TURKCE OZET

Finansallagsma, en genel haliyle, ¢agdas kapitalizmin son kirk yilin1 kapsayan finansal
bir genislemeyi ifade etmek i¢in kullanilir. Finansallasma ¢aligsmalari ise, genel olarak
finansmana erigimin yayginlagsmasi ve kitlesellesmesi, sirket yonetiminde finansal
faaliyetlerin tiretken faaliyetlere kiyasla onceliklendirilmesi ve sermaye birikiminde
finansin baskin hale gelen rolini isaret eden farkli bakis agilariyla karsilagmanin
miimkiin oldugu ve iginde barindirdigi artan sayida tartismayla ufuk agici bir literatdr(
olusturur. Diger yandan, son kirk yili anlamak adina ortaya ¢ikan finansa iliskin
kaygilar, iginde bulunulan donemin oOzellikleri geregi olduk¢a dikkat cekicidir.
Bununla birlikte, finansallagsmayla birlikte doneme atfedilen farkliliklar ya da
degisimleri yorumlamaya yonelik kavramsal bir yaklasim, c¢agdas kapitalizmin
tarihsel gelisiminin kavranmasini gerektirir. Zira degisimlerin bir 6nceki donemden
kopusa isaret etmesi beklenen yonleri, kapitalizmin dogasinda var olan kosullara

iliskin stireklilikleri de ortaya koyabilir.

Bu sureklilikler ise donemsel gorinen yeni kavramsal cergeveler olusturma
girisimlerinin ne Ol¢lide agiklayici olacagi konusunda fikir verecektir. Ayrica,
kapitalizmin siiregelen formuna iligkin tartigmalar finansallasma ¢alismalart ile siirl
kalmamakla birlikte, finansallasma c¢alismalarini sekillendiren kavramsal tartismalar
cercevesinde, finansal genislemenin kiiresellesme ve neoliberalizm ile iligkisi de
sorgulanmaktadir. Zira Kapitalist yeniden iretim, kapitalizmin varligmi ve
stirekliligini ifade eden temel genisleme stratejisini, yani sermaye birikim stratejilerini
icerir. Bu nedenle finansallasma ¢alismalarinin finansal araglarin genislemesine dayali
analizleri, finansallasmanin sermaye birikimiyle iliskilendirilebilecek bir ara¢
olabilecegi ihtimalini de goz ardi etmemelidir. Clnk( tarihsel olarak daha geriye
bakildiginda da, literatirdeki finansal genislemeye iliskin stratejilerin, sanayi
sermayesi ile finansal sermaye aras1 ayrimin muglaklasmasinin ve finansin birikimde
merkezi rol oynamasina iliskin tartismalarin bu doéneme 6zgii finansallasma

caligmalariyla sinirl olmadigini gérmek miimkiindiir.

139



Bu nedenle, sanayi sermayesinin finansal sermaye ile etkilesiminin tam da genisleme
stratejisi agisindan ne ifade ettigini anlamak gerekir. Bu sekilde, sermaye devrelerine
hakim olan gruplarin organizasyon yapisi dikkatleri (izerine gekecektir ki, boyle bir
yapinin olusumu bir dizi tarihsel toplumsal iliskiye isaret eder. Bu iliskiler esas olarak,
sermaye birikim stratejilerinin yonelimini takip etmek igin tespiti son derece énemli
olan siniflar arasi ve sinif igi iliskilerin, genel kapsamiyla devlet ve toplum arasindaki
iliskilerin, bir Uriindi olarak ortaya ¢ikar. Bu baglamda, nihai olan genisleme stratejisi,
diger stratejilerin varligimi inkar etmediginden veya finansallasma ve kiiresellesme
gibi alt stratejileri de gozlemlemek mimkin olacagindan; hem hakim gruplarin
organizasyon yapilari hem de gelistirilen stratejiler, bir giic blogu araciligiyla

hegemonyaya eklemlenmeyi yansitacaktir.

Yani, son kirk yila iliskin 6zellikler, bahsedilen faktorler a¢isindan daha fazla teorik
arastirma gerektirdiginden, belirli bir doneme iligkin finansallagmanin agiklayici
ve/veya betimleyici yonleri konusunda siipheci bir tavir almak mantikli olacaktir.
Bununla birlikte, finansallasma g¢alismalarinin kdkeni Kiiresel Kuzey, hatta acikca
ABD'dir. Ve goriinilise gore, bu, kavramin yaklagimlarini Kiiresel Giiney'e uyarlama
thtiyacim1 dogurmustur. Dolayisiyla Kiiresel Kuzey ve Giiney arasindaki ayrimlarla
birlikte, s6z konusu tarihsel toplumsal olusumlarin finansallasma kavraminin
uygulanabilirliginin sorgulanmasinda 6nemli olacagmi da unutmamak gerekir. Bu
sekilde, bu kavramsal girigsimleri anlamak da yine tekil veya karsilagtirmali {ilke

analizleri ile daha anlamli olabilecektir.

Bu nedenler 1s181inda, bu ¢alisma, Brezilya 6rnegi lzerinden Kuresel Guney’e iliskin
finansallasma kavramlarin1 gézden gecirmek adina ¢agdas Brezilya kapitalizminde
finans1 tarihsellestirmeyi amaclamaktadir. Tarihsel bir perspektiften hareketle,
Brezilya'da sermaye birikiminin nasil finanse edildigi gz oniinde bulundurularak,
finansallagma ile endiistriyel ve finansal sermayenin tarihsel iliskileri arasinda bir
ayrim yapmanin ne dlgiide miimkiin oldugu arastirilmaktadir. Ote yandan, somiirge
iliskilerinin post-kolonyal doneme nasil tasindigi ve son kirk yilla nasil

iliskilendirilecegi konusunda gerekli tarihsel baglantilar1 bu sekilde kurabilmek icin

140



Brezilya'da devletin toplumsal iliskilerdeki roliinii, yani stratejilerini anlamanin

gerekliligi de incelenmesi gereken bir diger noktadir.

Bunlara ek olarak, yine 1980’lerden bugiine dek siiregelen donemi dikkate alarak
yapilan tartigmalarin bir diger yonii ise neoliberalizmdir. Bu baglamda, neoliberal
stratejilerdeki rolii sebebiyle, yine, devleti anlama ihtiyaci daha da pekismektedir.
Clnku neoliberal hegemonya devlet miidahaleciligine kars1 ¢gitkma sdylemleri ardinda
devlet giiciiniin sistematik kullanimi igerir. Bu da yine finansallagsmayi, devletin
Kiiresel Giiney’deki stratejilerini tartisan bir bakis acisinda degerlendirmeyi onemli
kilmaktadir. Keza neoliberalizm baglaminda finansallagmay1 goriintir kilan devlet
stratejilerinin olduk¢a temel ama c¢eligkili bir unsuru vardir. Bu, piyasanin
kuralsizlagtirilmasi1 iddialarinin aksine, kamu kaynaklarini toplumun belirli bir
kesimine devlet tarafindan kanalize edilmesi kosullarinda finansal sermaye ¢ikarlarini

gbzetmektir.

Bu sirecler, kamu-6zel ortakliklari, ozellestirmeler, kamu borcunun menkul
kiymetlestirilmesi gibi mekanizmalar olusturarak, ve tabii ki, para politikas1 lizerinden
degerli doviz kuru rejimi, yabanci sermaye igin ¢ekici faiz oranlar1 , enflasyon
hedeflemesi gibi politika araglariyla Kiiresel Giiney iilkelerinin devlet finansmani
mekanizmalarinda da goriilebilir. Bu da devlet politikalar1 agisindan yine egemen
sermaye grubunu 6n plana ¢ikarmaktadir. Bu sermaye grubunun ise uluslararasilagmis
sermaye oldugu unutulmamalidir. Brezilya o6rnegi, bu bakimdan, ithal ikameci
kalkinma doneminden neoliberal doneme gegiste baslica uluslararasilasmis ve
ulusotesi sermaye gruplarinin, diger kesimlere kiyasla, orantisiz kazanclar elde ettigi

bir drnek olarak da kendini gosterir.

Ancak bu gecisin ayn1 zamanda belli kosullar1 yeniden iiretmek igin bir kriz yonetim
stratejisi oldugu unutulmamalidir. Ciinkii Brezilya’da neoliberal uzlasi devlet
giidimlii kalkinma temelli Keynezyen uzlasinin 1970’lerde bor¢ krizleri ile
sonlanmasinin akabinde ortaya ¢ikmistir. Dolayisiyla, finansallasma analizlerinde de,
neoliberal yeniden {iretimle iliskilendirilebilecek araglarin yalnizca ekonomik
tercihler, politikalar ve krizlerin yonetilme big¢imleri agisindan degil; toplumsal

yeniden Uretimdeki aragsallastirmalar agisindan da anlasilmasi gerekir. Kuskusuz,
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Kiiresel Giiney’in finansallagsma analizlerinin merkezinde yer alan yabanci sermaye
akimlarina bagimlilik vurgusu, bu siiregleri etkileyen konulardan biridir. Ancak, yine
hatirlatmak gerekir ki, bu tarz bir bagimliligin ardinda yine tarihselligi ile goze

carpacak toplumsal dinamikler vardir.

Brezilya, bu agidan da, bagimlilik tartismalarinin kapsamli olarak ele alindigi bir
cografyada yer almasinin da geregince, finansallasma analizlerine buradan bakmak
icin uygun bir tarihsel arastirma saglamaktadir. 1980°lere kadar dis borg ve cari agiklar
pahasma mali agiklarin artmasi ve finansman kaynaklarmin siirekli olarak devlet
tarafindan genisletilmeye c¢alisilmasi da, neoliberalizm 6ncesi Brezilya’da birikimin
en temel Ozelliklerinden biriydi. Ancak gelisen uluslararasi finans piyasalarinin
uluslararast krediye erisim olanaklarim1 artirmasi, bir noktada, Brezilya’da
uluslararasilasmaya baslayan sermaye gruplarinin krediye erisimini i¢ piyasa
bakimindan dogrudan devlet politikalarina bagl olmaktan ¢ikarmaya baslamisti. Bu
gruplarin  Orgiitlenmesi bunun gibi faktorlerle faaliyet alanlarin1 genisletme

olanaklarini daha da pekistiriyordu.

Ayrica, Brezilya literatiiriinde, siklikla rastlanan bir diger tartisma ise devleti,
kalkinmaciliktaki varligi iizerinden smf fraksiyonlarina karsi konumlandiran
yorumlardir. Ornegin, 19. Yiizyil’m biiyiik bir béliimiinii merkeziyetci tiiccarlar ve
ozerklik yanlis1 toprak sahibi siifin ¢ikarlarina karsi catigmalarla tanimlamak
yayginken; daha sonra 20. Yiizyil’in hemen hemen yarisina kadar siiren donemi,
hazine harcamalarinin gereklilikleri ile toprak sahibi ihracat¢ilarin ¢atisan ¢ikarlar
iizerine tartigsmalar igerisinde gormek miimkiin oldu. Bunlarin temel nedeni ise siirekli
olarak yuksek olan devlet borcu olarak yorumlanmaktadir. Fakat meselenin 6z,
iilkedeki dis finansman ihtiyaci ve dolayisiyla yabanci sermayenin varliginin

gerektirdigi politikalar1 uygulamakla da oldukga ilgili bulunabilir.

Yine, bu devletin kalkinmay1 yipratici 6zellikler gosterdigine dair yaklasimlarin
sekillenmesinde, gecmiste kolonyal donemden post-kolonyal doneme aktarilan
iligkiler ¢ergevesinde devletlerarasi piyasa iliskileri yoluyla siiren finansmana erigim
konusundaki doniisiimler belirleyici olmustur. Daha sonra, post-kolonyal dénemin

devaminda da, uluslararasilasmis ve ulusotesi sermayenin i¢ pazarlardaki varlig: ile,
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devlet, kendini 6nceki donemin finansman kosullarini belirleyen ana unsur olmaktan
cikip uluslararasi finans piyasalarmin kosullarin garanti altina alma stratejilerini

yiirlitme konumunda bulmustur.

Bagka bir deyisle, Kiiresel Giiney baglamimnda sermaye birikim stratejilerine
bakildiginda finansin her zaman devletin roliinii sekillendiren ve doniistiiren bir Gnemi
oldugu goriilebilir. Bunun, ayn1 zamanda, yabanci sermayeyi cezbetme giidiisiiniin
ardindaki tarihsel bagimlilik iliskisine karsin, ‘gelismekte olan’ tilkelerdeki reel
sektorlere finans sektoriinlin finansman ve biliylime saglayacagi varsayimi etrafinda
var olma yénii de vardir. Ote yandan, Brezilya'da birikim stratejileri cercevesinde
uzlas1 olusturmanin kolay olmadigini tarihle birlikte gérmek miimkiindiir. Dolayisiyla
devletin ya finans sektori ya da reel sektort lehine politika gelistirmesi, digerini
ikincillestirmedigi gibi, bir kirllmadan ziyade olagan sinif i¢i ¢eliskilerin varligini ve

yonetilme gerekliligini akla getirmelidir.

Brezilya literatiiriinde yiizyil1 askin siireler boyunca c¢esitli terminolojilerce tartigilan
konularin, neoliberal dénemde artik parasalciliga karsi kalkinmacilik gibi net bir
ayrimi ifade etmegi goriilebilir. Clnku neoliberal politika cercevesi dahilindeki
kalkinma politikalar1 gegmise kiyasla finans ekseninde degisen kisitlamalara tabidir.
Ornegin Lula, stregelen sinif ici geliskilere ragmen, 2000'li yillarin yaklagik on yil
kadar suren 6nemli bir boliimiinde kalkinmacilik ve parasalciligin belirli uzlagilar ile
bir arada yiiriitiilebilecegini gosterdi. Yine de boyle bir politika g¢ergevesinin
izlenmesindeki temel nokta, parasalciligin da kalkinmacilikla i¢ ige gegtigi bir sekilde
ve her birinin uluslararasi piyasa kosullarina, ve dolayisiyla likiditeye bagh olarak
surdurulmesi olarak ifade edilmistir. Ve boyle bir kalkinmaciligin niteligi de siklikla
tartismalara konu olacak bi¢cimdedir. S0z edilen sermaye uzlasilarin sergiledigi
birikimin motorunu ise devlet dahil toplumu olusturan hemen hemen her kesimin

bor¢lanmasi olarak gorilmektedir.

Bununla birlikte, hanehalklari, onceki donemlere kiyasla hi¢ olmadigi ylksek
seviyelerde bor¢lanmaya basladig: bilinen tek grup olarak goriinmektedir. Bu yiizden
belki de en az finansal olmayan sirketler kadar bu gruplarin dahil oldugu borg

dongusunt de anlamak, finansallagsmaya dikkat ¢ekerken daha carpici sonuglar
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sunabilir. Ote yandan, 6zellestirme, sosyal harcamalarin azaltilmasi, kamu-Gzel
ortakliklar1, kamu menkul kiymetlestirmeleri yoluyla kamu kaynaklarinin yoneldigi

kesimlerin ¢alisan kesimlerden iyice uzaklastigin1 unutmamak gerekir.

Bu gergevenin siirdiiriilmesini kolaylastiran finansal genislemenin, kiiresel kosullara
oldugunu kadar {lke icindeki smif dinamikleri ve wuluslararas1 piyasalara
entegrasyonun dogasi ile sekillendigini Brezilya 6rnegi ile gérmek miimkiindiir.
Finansallasmaya bu perspektiften bakildiginda, insanlarin borca erisiminin artmasi
bir¢cok yonden yatistiricidir, ancak dongiiniin baginda bu agir borg¢tan kimin kar ettigini
anlama durtlsi finansallasma analizlerinin ger¢evesinden asla eksik olmamalidir Ki bu
her zaman icin bir siyasal iktisat perspektifini gerektirecektir. Kiiresel Giiney’e iliskin
analitik yaklagimlar genellikle finansallasmay1 ampirik c¢aligmalar {izerinden

cikarimlar yaparak kavramsallagtirmalar yapmaya yatkin goriinmektedirler.

Bu kavramsallastirma  girisimlerinden ilki olan Bagmmlilik gorisii, devletler,
uluslararasi sermaye, emek ve yerli sermaye ekseninde bir merkez cevre iliskisine
odaklanarak finansal azgelismislige atifta bulunur. Ve bu azgelismisligin sebebini
cevresel Uretim iligkilerinin tarattigi finansa erisim maliyeti ve kisitlamalarla
aciklanmaya c¢alisilir. Buna karsin, post-Keynezyen goriislerde s6z konusu eksen
uluslararas1 likidite baglaminda ortaya ¢ikan para ve giic hiyerarsileridir. Bu
hiyerarsiler nezdinde ortaya koyulan makroekonomik nedensellikler politika yapim
siireglerini dis piyasalarin davranislari ile birlikte analiz etmeye gayret eder. Diger
yandan, Marxist yaklasim, emek ve sermayenin somiiriicii ve emperyalist iligskilere
dayali konumuna bakarak finansallasmanin kapitalizmle iliskisini kurmay1
onemserler. Bunun ardindaki motivasyon ise hegemonyanin emegi disipline etme
cabalarinin dogrudan sermaye birikimi ve yeniden dagitim mekanizmalariyla ilgili
oldugu diisiincesidir. Yani, ne finansal olarak kurdugu bagimlilik iliskileri i¢cindeki
tabi olma hali, ne hegemonik tahakkiim, ne de para ve gii¢ hiyerarsileri bakimindan

finansallagma kapitalizmden ayrisabilecek sekilde ele almabilir.

Bu baglamda, bu ¢aligma Kiiresel Giiney'deki finansallagsmay1 teorik gerceve altinda
ele alabilme konusunda siiphecidir. Bu siipheciligin karsilagtirmali analizler ve tek

iilke analizleri ile bir dl¢lide giderilebilecegi siklikla dile getirilmektedir. Bununla
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birlikte, karsilagtirmali analizler i¢in sadece iilkelerin degil, ayn1 zamanda iilkeler
icindeki kapitalizmin dongusel yoOnlerinin de anlagilmasi1 faydali olacaktir.
1980’lerden mevcut donemi kapsayan donemsellestirmeler, finansallagsmay1
kapitalizmin 6zunde gorulen sirekli geliskilerden ve doniisiimlerde arindirmadigi gibi,
ampirik analizlerin agirligi ile teorik anlayisi daraltma siiphesi yaratmaktadir. Zira
toplumsal iiretim iligkileri ve bunlarin orgiitlenme bicimleri temelinde yapilmayan
analizlerin finansallasmanin bir arag¢ olarak Kiiresel Giiney’de ne derece ¢ok yonlii

kullanildig: gizleyebilir.

Yine bu baglamda, son kirk yila iliskin Kuresel Gliney analizleri, énceki dénemin
devlet giidiimlii kalkinmacilig1r neoliberal dénemle ampirik olarak karsilagtirarak
cikarimlar yapma egiliminde olmanin aksine, birikim stratejileri arasinda baglanti
kurarak finansallagsmanin eksik yonlerini tamamlayabilirler. Bu tiir bir yaklasimin ise,
piyasa serbestligi kisvesi altinda devletin roliiniin azaltilmasi sylemlerinin aksine, bu
iki donemsellestirme ve gegis siirecinde devletin toplumsal roltini merkeze alarak
yapiyor olmasi olduk¢a onemlidir. Bu nedenle, ampirik analizlerin tespitlerinin
ardindaki devlet-toplum iliskileri, her zaman tarihsel bir politik ekonomi perspektifi
gerektirecektir. Ayni sekilde Brezilya iizerine yapilan bu ¢caligmadan yapilabilecek en
onemli c¢ikarimlardan biri, finansallasmanin ekonomik bir kavramdan ziyade
neoliberal baskici politika gergevesini tamamlayan dizi politik ve ekonomik araca

hizmet ettigi olacaktir.

Keza, neoliberal projenin hem ideolojik, hem siyasi hem de ekonomik yonlerini
yeniden miilkiyet yapisi, Brezilya'da uzlasma siireglerini higbir zaman sorunsuz hale
getirmedi. Neoliberal doneme iligkin uzlasi ise askeri-sirket isbirligi ve cunta yonetimi
altinda getirdigi uluslararasilasma ve yogunlasma sonucunda ortaya ¢ikmustir.
Bdylece, finans sermayesi ile filizlenen imalat burjuvazisi arasindaki ¢atismalarin
kendi aralarinda mi1 yoksa onlara kars1 bagka siiflarin mevcudiyeti arasinda mi1 oldugu
sorusunun yanit1 Brezilya’da sermaye gruplarinin miilkiyet yapilar1 tarafindan ortaya
konmustur. Bu catigmalara ve celiskilerin sonlanmasi ile degil, hem finans odakli
birikimin hem de kalkinmaciligin donemin iktidar iligkileri yoluyla birlikte

uygulanabilecegini yansitan bir baska ¢ikarimi ifade eder.
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Yine neoliberal donemde devletin uyguladigi ekonomik politikalarma eslik eden
ozellestirmeler, Brezilya'nin finansallagmasi s6z konusu oldugunda, yogunlagsma ve
uluslararasilasma baglaminda da ele alinmasi gereken konular olmustur. Zira ithal
ikameci sanayilesme doneminin kazananlar1 ¢ogunlukla Ulkelerde bulunan
oligopollesmis holding yapilar1 ve ulusétesi sirketler olurken, 6zellestirme de biiyiik
Olgiide bu gruplarin lehine sonuglanmigtir. Bu yogunlagmis kurumsal yapimin hem
finansal hem de finansal olmayan g¢esitli sirketlerden olustugunu unutmamak gerekir.
Zira Brezilya, hem imalat sektoriinde holding yapilarinin banka sermayesi olarak da
faaliyet gostermesiyle hem de bankalar gibi finansal sirketlerin reel sektoriin karli
aktivitelerine dahil olmalariyla, finansallagma argiimanlarinda ©ne sirllen reel
sektoriin geri plana atildigi varsayimmi zayiflatir. Nitekim sz edilen sermaye

thrlerinin ne derece i¢ ice Brezilya 6rneginde goriilebilmektedir.

Ote yandan hem kamu hem de 6zel bankalarin hanehalklarinm krediye erisimini
genigleten ticari yonii, yalmzca bu sirketlerin miisteri kitlelerini genisletmesiyle
aciklanamayacak kadar derinden devletin sosyal politika araglarini 6zel sirketler
Uzerinden surdirmesiyle iliskilidir. Bu da konunun en az ekonomik boyutu kadar
siyasal boyutunun dikkat ¢ekici oldugunu ortaya koymaktadir. Nitekim bor¢lu emek,
en temel bakis agisiyla, borglarini 6demek ya da ¢evirmek adina giinden gline daha
esnek kosullar altinda bile calismaya razi olacaktir. Buna karsin, bu hizmetleri
saglayan 0zel sirketlerin karlarina devlet eliyle katk1 saglanmis olacaktir. Ancak, yine
hatirlatmak gerekir ki, nispeten kiiglik-orta 6lcekli ve yogunlagsmanin daha az oldugu
sektOrlerde faaliyet gosteren sirketler de yine bu borglanma ddngisiinde yerlerini
almiglardir. Dahasi, bu sirketlerin ekonomilerde istihdam yaratma yonii de yine borg

cevrimi kapasitelerine bagl olarak strdirulebilecektir.

Biitiin bunlar, finansin ya da finansallasmanin kurdugu bagimlilik iliskilerinin higbir
kosulda kiiresel zeminle sinirli kalmadigini gostermektedir. Oyle ki, finansallasmanin
bir yeniden liretim araci olarak toplumsal hayatin her alanina da niifuz ettigi gercegi,
finansin kurdugu bagimlilik iligkilerinin kiiresel ve wulusal zeminlerde de
surdurulmesini garanti eden etkendir. Bu ipuglari, hem iilkedeki yabanci para
birimlerinin etkisi, hem kredi ihtiyaci, kamu borcu, hem de gili¢ blogunun ¢ikarlarini

politika diizeyinde uygulama adina aksiyon alan bir para otoritesinin varliginin
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celiskilerini bir kez daha ortaya koymaktadir. Brezilya'nin bagimsizligindan bu yana,
devlet her zaman uluslararasi bor¢lanma kapasitesi dahilinde politikalar izlemistir. Bu
bakimdan finansallagma ile iliskilendirilen kiiresel likidite kosullarina baglilik ve buna
bagl olarak finansa Kiiresel Giiney’de tabi nitelikler kazandiran kosullar pek ¢ok
acidan, bu calisma ile ortaya konmaya calisilan tarihsel baglardan da agikca

goriilebilecegi lizere, yeni ve esi benzeri goriilmemis kosullari ortaya koymamaktadir.

Ancak yeni ve bilinmeyen tarafi toplumsal iligkiler ¢cer¢evesinde degerlendirildiginde
kendini gostermektedir. Zira, kapitalizme igkin emegin sermayenin boyundurugu
altina alma giidiisiiniin oldukga tanidik olmasina karsin, kapitalizmin herhangi bir
evresinde finansa erisimin bu kadar Kkitlesellestigi bir dénem gérmek miimkiin
degildir. Nitekim, Brezilya 6rneginden yola ¢ikarak son donemin farklilagsan bir diger
yonu ise, sanayi politikalarinin, 6nceki kalkinmaciliklardan farkli olarak, kamu
borcunu kontrol altmna alarak sermaye akiglarini mahkum bicimde, yani devletin
onceki finansal iliski bigimlerinden farkli olarak, i¢sel ve digsal olarak mali alanin
egemenligi altinda siirdiirmesidir. Bu durum ise piyasanin anlik hareketlerine dayali
politika olusturma stireclerini planlamadan uzak ve kisa vadeci hale getirmistir. Bu
nedenle, finansallagsma ¢alismalarinda da yer aldig1 6lgiide, sanayisizlesme sorunlari
ayni zamanda uzun vadeli risklerden kaginma temelli anlik stratejilerin neticesi

olmustur.

Bunlar, yine 1980’lerde Brezilya gibi Ulkeler icin tasvir edilen ihracata yonelik
kalkinma stratejilerine dahil olmak yerine; enflasyon hedeflemesi, degerli kur
politikas1 uygulamalar1 ve yliksek faiz oranlar ile olusturulan ekonomik kosullara
paralel olarak kisa vadeci ve davraniglari 6ngoriilemez sermaye akislarina mahkum
ekonomiler yaratmistir. Finansallasmanin neoliberalizmle iliskilendirilebilmesi adina
bu unsurlarm her birinin ardindaki siyasal nedenleri tespit edilmelidir. Bu bakimdan,
calismanin da gosterdigi lizere, finansallagsma neoliberal dénemi olduk¢a tamamlayan
bir aragtir. Bu aracin dahil oldugu birikim stratejisinin yerel, ulusal ve kiiresel diizeyde
yarattig1 tabi kilma veya bagimli olma halinin kapitalizmin ta kendisine ait oldugu
akilda tutulmalidir ki, kapitalizmin tarihsel olarak yeniden iiretildigi kosullarin

tarafindan ampirik ¢ikarimlara indirgenmesi dnlenebilsin.
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Bunlarin 1s18inda, bu c¢alisma ile hedeflenen tarih tartismasi, Brezilya’da finansal
genisleme donemlerinin son kirk yilla sinirli olmadigini ortaya koymaktadir. Ancak
bu donemlerin finansal genisleme, ya da kavramin tartigilan tiim yonleriyle
finansallagma, bakimindan elbette nitelik ve niceliksel degiskenlik gosterebilmektedir.
Ornegin, kolonyal dénemde sermaye devrelerinde dominant oldugu varsayilan toprak
sahibi sermayenin finansa erisimini federal devletin politikalariyla sinirli tutulmas,
iiretim alaninda kole emegi tizerinden kurulan finansman iligkisini géstermektedir. Bu
sadece emek ve finans arasindaki deger algis1 lizerinden anlam ifade etmemekle
birlikte, ayn1 zamanda iiretken faaliyetlerin menkul kiymetlestirilmesi bakimindan da
iyi ve erken bir tarihsel 6rnektir. Nitekim, finansin {iretken alanla kurdugu iligkinin
amac1 ve neticesi ne olursa olsun, emegin heniiz meta dongiisiinde lretilmemis
degerinin i¢ine girdigi ticari dongu, daha erken dénemden itibaren endustriyel sermaye

ile finansal sermaye arasindaki baglantiya dair 6nemli ipuglar1 sunmaktadir.

Diger yandan, ayn1 dénemde, kredi parasmin uzun yillar boyunca ingiliz ve Hollandal1
sermayeden temini, Brezilya’nin i¢ ve dis pazarlarda ekonomik faaliyetlerine dair
hakim doktrin uygulamalarini yine baslica finansman iizerinden dayattig1 gerceginin
goriilmesini saglar. Bu da tipki ¢agdas donemin finansallagmaya zemin hazirlayan
politika ¢ergevelerinin uluslararasi finans kuruluslarinin meshur plan ve programlari
altinda sunulmasi halini animsatmaktadir. Benzer sekilde, o donemlerde bugiinlerdeki
kadar siklasmamus finansal krizlerin ve kriz risklerinin 1873 krizi sonras1 yarattigi
geniglemeci Encilhamento donemi, Brezilya’da sayisiz bankanin gesitli yerli ve
yabanci sermaye gruplar1 tarafindan tiiredigi, kamu borcunun 6nceki ddnemin
konvertibilite takintisinin aksine hi¢ olmadigi kadar cesurca artirildig: bir donemdi.
Bu donemi ve akabinde 6ne ¢ikan tarim sermayesi hegemonyasini birlikte gormek,
kolelikten Ozgiir emege gecis kosullarinda krediye erisimi hi¢ olmadigr kadar

onemseyen bu sermaye kesiminin ¢ikarlarini oldukga yansitir.

Ote yandan bu gegis asamasinda kurulan cumhuriyet, devletin kahve iiretimine
dogrudan ipotek tahvilleri ve degerleme politikalar1 ile miidahil olmas1 bakimindan da
geride birakilan altin standardi uygulamalari bakimimdan da dénemin devlet piyasa

iligkisini uluslararasi gelismeler ile birlikte anlamaya yardimci olur. Zira bu dénem
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tam olarak bir bagska finansal kriz ile baslayan Biliylikk Buhran siralarina denk

gelmektedir.

Ote yandan Biiyiik Buhran’in yikici etkileri ile ortaya ¢ikan ekonomik milliyetcilik
doneminde devlet kahve sermayesinin baskin konumu karsisinda gorece 6zerk hale
gelerek, diger Kiiresel Giiney iilkelerine de biiyiik 6l¢iide paralel bir bicimde, sermaye
fraksiyonlarinin catigmalarinin devlet Onciiliiglinde sanayilesme ile asilabilecegi
inanc1 ¢ercevesinde yol izlemistir. Bu baglamda 1964 darbesi ile kurulan uzlasi
siklikla popiilizm, milliyetgilik, korporatizm ve devletgilik gibi ¢esitli kavramlar
ekseninde tartigilsa da, en temel haliyle kirsal ve kentli sermaye, imalat ve finans
(yerine gore ticaret) sermayesi, ve kentli emek ve orta siniflar aras1 denge arayisini
yansitmaktadir. Bu denge arayisinin basarili sonuglanip sonuglanmadig: tartismalari
bir yana birakildiginda, bu donemde miimkiin olan meta patlamasinin hangi gruplara
ne kazandirdigin1 anlamak 6nemlidir. Zira bu gruplar finansallagsma ile ifade edilen
donemde de sermaye devrelerine hakim gruplar olarak tam da koloni déneminden
post-kolonyal doneme taginan emperyalist iliskilerin siirdiiriilme bi¢imi olan ulusétesi
sirketler ve o siralarda uluslarasilasan ve oligopollesen yerel sirketler, yani grupo

adindaki holding sirket yapilari, olarak kendilerini gdstermislerdir.

Kisaca, bu ve bunun gibi tarihsel orneklerin, en azindan Brezilya baglaminda
goriilebilecegi tlizere, Kiiresel Giiney’e iliskin finansallasma analizlerinin Kiiresel
Kuzey temelli birikim stratejilerine ve araglarma hangi teorik cercevede oturtularak
son kirk yili anlamanin daha miimkiin olabilecegi sorusuna cevap vermede
onemlidirler. Bu 6nemin sebebi ise elbette toplumsal iligkilerin uluslararasi piyasalara
eklemlenmedeki belirleyiciligi ve daha da dnemlisi toplumsal iligkilere dair en 6nemli
ipuglarin1 veren devlet mekanizmalarinin ilgili stratejileri uygulama bigimleridir. Bu
sekilde, finansallasma 6zelligi gosteren donemler kapitalizmin 6ziindeki temel strateji
olan genisleme stratejisinin hangi tamamlayici ya da alt stratejilerle stirdiiriildiigiinii
anlamaya olanak saglayarak sorulan sorularin teorik bir tutarlilik igerisinde

cevaplanmasina olanak saglar.
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