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Raw Materials Report. The editors 

hope to publish new inputs in the 

future, when the outcome of the 
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When Brazil started its privatisation pro­

gramme, the underlying reasons were the 

public debt, mismanagement, misuse of 

political influences and other malaises 

that plagued most state-owned compa­

nies. In the specific case of CVRD the 

fundamentals of its 55-year history do 

not justify the official determination to 

take this action. To use this privatisation 

as a landmark to international investors 

being a proof of Brazil's openness to the 

globalised economy would seem childish 

and reckless. Every maladroit step taken 

by the government in this issue indicated 

that they were strongly compromised to 

transfer a very valuable asset - the crown 

jewel - to members of the Brazilian elite 

in a very authoritarian way, as usual. The 

number of legal suits against this privati­

sation (over 120) was a measurement of 

the government's failure to obtain popu­

lar support and outright approval. 

Overview 
In the privatisation of CVRD - the big­

gest privatisation so far - the Brazilian 

government made a number of mistakes 

that could be avoided, had the govern­

ment planned cautiously this operation 

prior to the official announcement to the 

interested parties and to the society as a 

whole. The former experience gained by 

privatising steel, petrochemical and ferti­

lisers plants do not essentially apply to 

the peculiarities of a giant mining enter­

prise. From March 1990 to March 1997 

the government privatised 52 state­

owned companies, collecting 13 691 

MUSD. For this total, 41 per cent relate 

to the steel sector, 20 per cent to petro­

chemical plants, 20 per cent to the elec­

trical sector, 11 per cent to railways, 3 

per cent to fertilisers, and 5 per cent to 

others. 

Many sectors of the Brazilian society 

have been deeply disappointed with the 

present Cardoso Administration for sev­

eral reasons, to name a few: (1) Banco do 

Brasil had record losses in 1995, 

4 MBRE (million cruzeiros) and 7 

MBRE just in the 1st semester of 1996 1 ; 

(2) The Proer - a program designed to

rescue bankrupt financial institutions -

burnt 20 000 MBRE in the last 3 years;

(3) The Minister of Administration com­

plains that frequent frauds in the federal

government payroll amount to 1 500

MBRE every year; (4) The endless se­

quence of scandals since 1992 involving

corruption in a circle of politicians who

escape very successfully from punish­

ment inside and outside the Congress.2

Brasilia is reluctant to acknowledge the

growing intolerance that society is feel­

ing, anxious for social changes that will

minimise dreadful inequalities. The suc­

cess of "Plano Real" is a positive accom­

plishment, but our citizens do not forget

that it came after six other stabilisation

plans that failed since 1986. Retired

CVRD top executives warn that the com­

pany will rather soon augment its profita­

bility due to: (1) end of amortisation of

Carajas mine debt; and (2) start of pro­

duction of several big and profitable gold

mines. When this occurs, the new con­

trollers and the government itself will

certainly proclaim that this success is ex­

plained by the privatisation process, what

is unfair.

Through the operation of CVRD in the 

last 55 years, Brazil had a pivotal role in 

supplying iron ore to the most important 

industrialised economies in the world. In 

1952, CVRD exported 1.5 Mt per year, a 

quantity that it exports every week today. 

In the early 1980s, when Carajas iron 

project was being commissioned, the 

World Bank financed this project not 

only because of the Brazilian interest in 

such an endeavour, but also due to its 

positive impact on the reliable supply to 

the steel industry world-wide at fair pric­

es, for many decades to come. 

In the aluminium sector, CVRD 

played an important role when the gov­

ernment in 1974 persuaded Alcan to es­

tablish a joint venture - Minera<;ao Rio 

do Norte - with CVRD and other compa­

nies to exploit the rich bauxite deposits in 

the Amazon. Such a project laid the foun­

dations for the further establishment of 
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in some years from now, the new control­

lers of CVRD might face insurmountable 

problems if the Supreme Court recognis­

es the errors of BNDES, the agency in 

charge of the supposedly illegal auction. 

Unfortunately, our history has a long 

record of decisions taken by the Execu­

tive that were always approved by the 

Supreme Court some years later. In our 

culture, the theory of the "fait accompli" 

has shown to be iITevocable. 

Final remarks 

CVRD and Petrobras were always the 

most successful of all state-owned corpo­

rations established in Brazil. The most 

prominent foreign company interested in 

the CVRD privatisation was Anglo 

American, from South Africa. It joined 

forces with Votorantim Group and a Jap­

anese pool of leading companies, but 

failed to achieve its goal. It is very likely 

that the gold mines and undeveloped de­

posits have a very strong appeal to the 

South African concern, after the transfer 

of the political power from the white mi­

nority to Mandela, ending the long last­

ing apartheid. Thus, Brazil would or will 

be the ideal relocation for Anglo: world 

class gold deposits, political climate very 

favourable, economic future rather prom­

ising, and environmental legislation very 

flexible and tolerant. 

Some analysts were surprised with the 

absence of American and Canadian com­

panies in this dispute. Only Alcoa en­

tered one of the consortia (Brazil Consor­

tium), and went away the day after. It 

sounded as a wise strategic move for Al­

coa, taking into account that the privati­

sation was very unpopular, and it could 

affect its image in the US and abroad. 

Secondly, it can still negotiate the acqui­

sition of a major chunk in the aluminium 

interests of CVRD after the privatisation, 
in a second round. In general terms, it 

sounds that American and Canadian 

companies avoided to participate in an 

event that raises profound nationalist re­

actions from many segments of the Bra­

zilian society. Instead, they prefer to par-

ticipate in other kinds of privatisation op­

portunities, such as telephone or energy 

companies. In these cases, the reaction is 

much milder and they will not be so ex­

posed to undesirable criticism or hostili­

ty. 

Soon after the privatisation, the major 

shareholders are free to unbundle the 

company in its different business areas: 

steel, manganese, aluminium, gold, cop­

per, pulp & paper, and so on. The only 

restriction applies to the iron ore unit dur­

ing the first five years, so until the year 

2002. All the spokesmen of the winning 

consortium state that CVRD will keep 

the present profile and structure, but eve­

rybody knows that they are really getting 

to know all the details of the management 

of this giant, before they decide what to 

do in the coming months or years. 

In the Brazilian business culture there 

is no easy acceptance of the concept of 

antitrust legislation as a positive one for 

the sound functioning of capitalism. For 

instance, some years ago Ford and 

Volkswagen decided to merge their inter­

ests in Brazil, giving rise to Autolatina. 

This outcome was considered quite nor­

mal by the government and leading Bra­

zilian entrepreneurs. This perception 

should change for the sake of our eco­

nomic system, assuming a more mature 

behaviour. In this respect, at the present 

stage of the privatisation program, in­

cluding the steel sector, some stronger 

measures should be taken to protect the 

smaller companies and the consumers as 

well. CADE - the agency in charge of 

these issues - seems to have a too low 

profile for the corrective actions that will 

be needed. 

Some scenarios could be drawn per­

taining the future of CVRD. Alcoa, Al­

can, Reynolds and Gencor will likely try 

to acquire CVRD's interests in the alu­

minium sector. Gold will be irresistible 

for Anglo American and Gencor, but also 

for BaITick, Placer Dome or Newmont. 

Copper is already tied to Anglo Ameri­

can in Salobo project, and supposedly 

will not be a star due to the burgeoning 
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opportunities found in Chile. Kaolin de­

posits, a very new source of revenues to 

CVRD, will attract the attention of Eng­

lish China Clays and RTZ, both from 

UK. Pulp and paper interests can be 

transferred to Suzano, a traditional com­

pany in this sector and nowadays a part­

ner of CVRD; another possibility would 

be an acquisition by North American or 

Scandinavian corporations. And last, but 

not least, the huge iron ore mines and vir­

tually infinite deposits. Japanese con­

sumers are now more vulnerable than be­

fore the privatisation. So far, the dialogue 

was between their big steel companies 

and the Brazilian government. This 

meant a high level of trust. The relation 

of dependence changed dramatically, 

shifting to business as usual. In 2002 the 

Japanese giants - steelmakers and trad­

ing companies - of the size of Nippon 

Steel and Mitsubishi, could feel the 

temptation to do aggressive moves to buy 

the iron ore business units. Why not? 
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