
The Goulart Paradox
— FDI in Brazil —

The discrepancy between Brazil’s current inward long-term FDI attraction reality and the actual 
ability of the country to adequately respond to that demand, surprisingly, may have its main causes 
not in recent macroeconomic measures announced by the government, but in the failure of the 
country to overcome the FDI regulatory framework established during the Goulart administration 
and subsequently developed by the military regime.

Despite the recent measures announced by Dilma’s administration - taxation applied to FDI, to car 
imports and restriction on the rights of foreigners to acquire land -, which undoubtedly bring a 
heavy intervention trend to the Brazilian economy, in practice, we still testify heavy interest from 
long-term foreign investors, specially from US and European growing companies.

In lieu of this paradox, we decided to further investigate one step deeper.

Recent Experience and a Look into Brazilian Institutional Environment

Recent experience with foreign companies entering the Brazilian market, and also with sub-
sovereign discussions with state governments, surprisingly, shows that the majority of the 
problems faced by the long-term foreign investor in Brazil are actually related to the FDI regulatory 
framework, which goes back to the Goulart Era, even before the establishment of the Brazilian 
Central Bank.

The Law and Decree that regulates FDI framework in Brazil are dated 1962 and 1965 respectively, 
way before the upsurge concept of globalization, electronic trading and clearing systems, a 
Brazilian floating currency and inflation targeting, and even before internet.

During the 60’s and 70’s, Latin America was dominated by military regimes, Brazil had a fixed 
currency rate, heavy control on currency exchange with Central Bank’s CNC regulatory framework 
on foreign exchange, and a country practically isolated from international trade and currency 
exchange. And, of course, nobody spoke english.

The global scenario has changed dramatically, but Brazilian FDI legal regulatory framework is still 
dated 1962 and, thus, has become obsolete. Cold war is over, we have passed through oil crisis, 
the Golden 90’s, Dubai emerged out of the desert and, recently, we have seen sovereign 
governments deposed by sovereign creditors. Back in 1960’s, it took an armed conflict to take over 
a government of an European country. Today, it takes a heavy debt. As predicted by Howard 
Wachtel in the 80’s, the dynamic inflow/outlfow of foreign capital are indeed shaping much of the 
course of the sovereign economies landscape.

In Brazil, we have testified major advances in the country’s macro economic policies in the past 
three decades. Back in the 80’s, the country was closed to imports, it exhaled a non-competitive 
industry, hyperinflation was present and the government came up with a new currency every time it 
hit the rock bottom - which was very often.

Despite the clear inability of military and post-military governments to implement sound civilized 
monetary and fiscal policies, which made Brazil’s foreign debt skyrocket like the other 
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panamericano neighbors, the all-time rescuer IMF was always the one blamed by Brazil’s populist 
political leaderships for the country’s economic instability.

During the 90’s, the country opened its economy with Collor administration and lived the successful 
control of hyperinflation and implementation of a somehow stable currency with Plano Real during 
Itamar Franco’s administration. The unique experience lead by one of the country’s most prominent 
economists, Persio Arida, and PUC-RJ team of professors,   put Brazil on track to become a 
civilized economy.

From then on it was a matter of keeping the macroeconomic policies sober. And the country indeed 
continued with former president Cardoso advance in the implementation of Plano Real, with 
Armino Fraga’s excellent conduction of the Central Bank; and, finally, Lula administration with 
central banker Henrique Meirelles upgrading the obsolete foreign exchange regulatory framework 
(CNC) to a less obsolete one (RMCCI), however, this time, building a unprecedented currency 
reserve volume that provides less currency exchange risk and a fair path for new steps in the 
present decade.

Dilma’s administration is continuing the trail of this recent history and the challenges of the global 
economic and financial crisis will naturally impact Central Bank and GoB decisions.

The Goulart Paradox

In this context, we are now observing Brazil under a new perspective by acknowledging the fact 
that there is a substantial gap between the sophistication level that the Brazilian economy and 
Central Bank already reached and the 1962 FDI regulatory framework, which still governs the 
relationship between the BRIC country and foreign investors.

The Goulart Paradox is important for policymakers to start analyzing and understanding where 
Brazil actually stand and may serve as an instrument to help build public policies aimed to create a 
more efficient business environment and modern FDI attraction programs. This is far from being a 
finished paper, but a reflection to be further developed.
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