Sociologias vol.3 no.se Porto Alegre 2007

Brazil's largest private banks: an economic and sagpolitical

profile"”

Ary Cesar Minella

Universidade Federal de Santa CatarinéFederal University of Santa Catarina). Email:
minella@matrix.com.br

ABSTRACT

This study examines elements of the power of firnastitutions, emphasizing control over capital
flow — characterized as financial hegemony — thestitution of economic or financial groups, the
structure of representation of the segment's d@leeests, and its participation in the politicabgess
and in State decision-making mechanisms. Consigidtie economic restructuring undergone by
Brazil in the 1990s, the work draws a profile o€ tten largest private banks based on selected
economic and sociopolitical indicators. Beyond ith&iance as mere financial intermediaries, it
indicates the degree to which those banks beconmmoetc groups and, especially, larger
organizational units, which is shown in connectiomgh the State and in the class's actual
organization and actions in the corporate andipalitealms.
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Introduction

To discuss the theme of this issue’s dossier,imhgortant to consider the role of the financial
system in the process of wealth concentration ezBin recent years. With a relatively high degree
of concentration of financial operations in a faats and private institutions, the financial systeas

made use of several mechanisms to accumulate w&akhmportance of each mechanism has varied

“This work is related to the research projefatiérica Latina: uma visdo sociopolitica das tramsfacdes e das
perspectivas do sistema financeiro — Il etafiaatin America: a sociopolitical view on the clggs and
prospects of the financial system — stage 3), suftport from CNPq (Brazilian National Council ofdearch).
This paper is an updated version of the work preskat the Latin American Political Science Assticia
(ALACIP — Associagao Latino-Americana de Ciéncia Polii€ongress in Campinas, 2006.



in the last fifteen years, in accordance with tteyneconomic and political contexts. In the periofls
high inflation, the so-called inflationary gainsga@ed great importance. High interest rates oditre
operations and large volume of investment in pubbads are essential components, as well as the
great difference between the fees that are chaagddhose that are paid by financial institutiaie (
so-called spread banking). Recent trends point hilaer relative growth of personal and consumer
credit characterized by high interest rates, asd & the increase in earnings due to the chargfing
bank fees. The whole process takes place withinctmext of a restructuring of the work in the
financial sector, mostly since the mid-1990s, whoseén characteristics are the growing instability o
employment relations, changes in social securitytsaurcing, reduction in the number of bank
employees, and increasing problems to the unioanizgtion.

Even though there seems to be no doubt that thedial sector has been one of the greatest
(if not the greatest) beneficiaries from the ecoitosituations and policies of recent years (inabgdi
the current administration), what is curious is thet that this situation has endured and achieved
legitimacy, maintaining a social, economic and tpzdi order that benefits only a particular segment
of the current capitalist society in this countr§g (LA, 2005; GRUN 2004).

At this moment, capitalism is characterized by adpminance of financial accumulation
(CHESNAIS, 2003) based on an unprecedented spa®ulstale that makes possible, by means of
diverse mechanisms and financial innovations, tbeewal of the degree of indebtedness (of
households, companies, governments) and the iasteois execution of all types of operations
around the world. It also seems clear that thisiacdation becomes possible within the context of a
productive restructuring of capitalism, which hagposed higher instability in the world of work,
through the combination of both new and old forniseaploitation, the appropriation of the
employees’ income via consumer credit and finarseavices, and by fiscal appropriation through the
public debt.

In this context, the analysis of the financial eyst its institutions — private and state — and the
complex relationships in which they are insertedaismajor challenge. This work presents a
contribution, minimum for sure, but it tries to hgi to the discussion a few comments and data,

arranged in order to permit a sociopolitical vieflxte question.



Considering these general aspects, it is neceseaanalyze the financial system and its
institutions within the broad context of power thlag¢se financial institutions have in contemporary
capitalism. Since it is not possible to examineaalbects of the question, this study emphasizes the
following aspects: a) the control over the flow adpital; b) the existence of conglomerates and
financial groups; c) the structure and dynamicsla$s representation in the financial sector; and d
participation in the political process and the deei mechanism of the government. Subsequently, the
article works to develop an economic and, more ifipalty, sociopolitical profile of the ten largest
private financial institutions active in Brazilkiag 2005 as the reference year. Therefore, thatyars
intends to provide elements that will permit (a&tdethis is the intention) a better understandintp®
condition of the banks in Brazil and the privildgelace they currently have in the accumulation of

capital and in the political sphere.

Control over the flow of capital and financial hegenony

One of the key factors that cause the power of amkl financial institutions is the control
they exert over a substantial part of the resouacesthe flow of capital in the economy. In certain
circumstances, this control allows them to constihie decision making process of government
policies and strategic decisions of companies, alévg a process that some authors identify as
"financial hegemony" (MINTZ and SCHWARTZ, 1985).n8e they control a significant flow of
capital, the financial institutions, including iitational investors, have the power to dictate samhe
the general lines of the economy in which the rinarfcial corporations work, because they can
improve the development of certain areas in detrtnoé others and also reduce the commitment with
a particular sector, company or country.

The implementation of this hegemony, however, imewshat problematic, because it is
inserted in different economic (and political) sagos and regional contexts. In periods of crisis,
when there is less capital available, this hegempaniver is more evident. Countries and companies
with a high degree of indebtedness and urgentlylingeto renew their credit are more intensely
subjected to the constraints of these financiditut®ns, which include, in the case of countries,

financial organisms such as the International MaryeFund and the World Bank. Therefore, it is



necessary to keep in mind that the possibility mpasing constraints on the decision making
processes of companies and governments is subjedfdérent conditions of the economic cycle, the
companies’ capacity of self-financing, the degredavelopment of the capital market, the possipilit
of alternative credit, the degree of concentratncredit supply, and the general conditions of
indebtedness of companies and governments.

One of the most important aspects to emphasizeeifiigh concentration of resources in the
hands of a few institutions. Today in Brazil, th&sea clear division between some institutions unde
state control — especialjanco do BrasilBank of Brazil) andCaixa Econémica FedergFederal
Economic Bank) — and some foreign and Braziliangig banks (MINELLA and FERREIRA, 2006;
MAKLER and NESS, 2002). This degree of concentratié resources in a few hands creates both
economic power, due to the fact that they contrblge flow of capital, and also political interast
the definition of macroeconomic policies that c#fiea this universe. The final result is that a #ma
number of financial institutions and, consequerithgir supervisors, exert influence on the business

and government world beyond that exerted by otbeiasforces, including business segments.

Economic groups

Another aspect to be taken into account is theteaxi® of economic groups that even though
they constitute a wide and central phenomenon mteroporary capitalism, they still have not
received sufficient attention from the social scesn (GRANOVETTER, 1994; GONCALVES,
1991Y). It seems that since the 1990s the interest instifgect has grown, resulting in several
empirical studies and theoretical discussions pbbll in Latin America. For example: COMé#&t al,
1994; ALCORTA, 1992; PORTUGAL JUNIOR, 1994; STOLQBSH, 1993, 1995; SCHVARZER,
1995; AZPIAZU, and BASUALDO KHAVISSE, 1989; BASUALO, 2002. In Brazil, the resumption
of studies concerning the economic groups pointa tieetter understanding of the economic and

political dynamics in the period (COMIat al, 1994).

' The phenomenon has different names throughout ¢kl viGrupo EconomicdLatin America);Zaibatsy later
keiretsu (Japan);Chaebol (South Korea); Twenty-two families (Pakistan); Indian business deyIndia);
Business GroufEngland) (GRANOVETTER, 1994).



Although there are some conceptual differencesapatational difficulties in the empirical
procedures of analysis, in general terms two asg®eote been emphasized: the first is the importance
of the economic groups, not only as privileged &génthe global sphere of economic operations, but
also due to their direct and indirect influencepotential influence on government policies; and the
second is the role they play in the world of cudtand entertainment, establishing themselves as the
great supporters of the world’s culture at the ehithe Twentieth Century (ORTIZ, 1994, p.147-182).

An economic group can be defined as "a group ofpaonies that are legally independent of
each other but intertwined through contractualti@hs or capital, and whose ownership (of specific
assets and more particularly the capital) belomgéndividuals or institutions that exert effective
control over all of these companies" (GONCALVES919p. 494). Thus, "the economic group
expresses relations of power and force around wthiehindividuals, classes, and social groups in
general move to form networks of solidarity andldée of conflict” that involve shareholders,
managers and employees (PORTUGAL JUNIOR, 19947 p.Therefore, the economic group is like
a locus for the accumulation of capital and a laafusower (GONCALVES, 1991, p. 494).

It is necessary to acknowledge that there is a vdadge of economic groups, characterized by
different types of ownership. Some groups are ollett by individuals, a family or a group of
families directly or indirectly related. In otherlses, the ownership may be held indirectly by
successive share dealings or through holding coiepaficcording to Granovetter (1994), agreements
and combined share dealings can result in an egtyeroomplex structure, involving several
companies, articulated through networks of combhbeatds of directors.

The relationship between government policies armh@wmic groups involves many aspects,
such as regulation and deregulation, antitrustcfgslj nationalization, industrial and technological
policies, means of financing the State, and regwiaand control of the workforce (GONCALVES,
1991, p. 494). Thus, the relationship between ttmemic groups and the State deserves plenty of
attention, not only to better understand the pmoklef power and public policies, but also for the
analysis of the forms, characteristics and beha¥iergroups assume. Therefore, in accordance with
Granovetter (1994) and Goncalves (1991), the is$tiee organization and configuration of economic

groups depends of economic factors and the interabetween political and socio-cultural factors. A



the same time, it is necessary to acknowledge oepthese groups have over market and society,
their potential to establish values, to become ldigad instrument and to control substantial floafs
capital that provide them with conditions to vetcidions of public regulation, reduce the power of
the state and affect the economy of many coun{ff&@RTUGAL JUNIOR, 1994, p. 55-56). An
evaluation of the extent to which the banks opeggith Brazil participate or even form the core fud t

economic groups is essential to a better understgrad the subject of this work.

Structure and dynamics of class representation

In the analysis of the financial institutions’ pawsome aspects of its class organization must
be considered, such as the existence of bank asisosi and other financial institutions in develdpe
capitalist countries and also in Latin America, vehigs most important formal representation, in the
case of the banks, is the Latin American BankingeFation (FELABAN —Federacdo Latino-
Americana de BancpsAnother indication of the internationalizatiomopess of Latin America’s
financial system is the significant presence ofeiigm institutions in the direction of class
representation organizations in many countrieslyiing Brazil), especially the large international
groups from the United States and Europe. Citib@ikigroup), Banco Bilbao Vizcaya Argentaria
(BBVA) and Banco Santander Central Hispani¢BSCH) are the most representative examples. In
2000 each bank was simultaneously present in classciaisms of the financial sector in seven
countries. Citibank, in particular, was presentInassociations, five of which in Brazil.

The present data reinforces the hypothesis of trendtion of what has been termed
transassociative networketerpreted as networks that are formed fromsthmiltaneous participation
of the same company or economic group — in thig,cas institution, a conglomerate or a financial
group — in several class associations, in diffemnintries. Thus, it would be possible to discuss a
transassociative network within the financial systnd the possibility of coordinated actions among
these groups to search for common strategies édodink associations of Latin America. The meaning
of these networks may be interpreted in many wayst points to and reinforces asymmetries of

corporate power within the international financgbktem; b) it expands the possibility of coordidate

2 Earlier versions of this work presented the foiluyvdata referring to the years 2000 and 2006.



positions and actions in Latin America; c) it ce=at privileged channel to the flow of information,
especially to the large international financiattiogions. In addition, foreign banks make useafal
class associations to internalize their interestd gain representation in negotiations with the
government and other business segments (MINELLA32@005). In Brazil, the structure of class
representation has many associations, which aateuhe interests of the many segments of the
financial system, most of them formally centralized the National Confederation of Financial
Institutions (CNF -Confederacdo Nacional das Instituicbes Financeirasthe case of the banks, the
most prominent is the Brazilian Federation of BarfkEBRABAN — Federacdo Brasileira de
Banco$ (MIRANDA 2004). The Brazilian Association of BasaKABBC - Associacdo Brasileira de
Banco$ represents the small and medium banks. Therdss @n association of foreign banks
operating in the country, the Brazilian Associatimininternational Banks (ABBI Associacdo de
Bancos Brasileiros Internationdis Among other entities, it is worth mention: Theathdnal
Association of Financial Market Institutions (ANDMM- Associacdo Nacional das Instituicbes do
Mercado Financeirp and The National Association of Investment Bak®BID - Associagdo

Nacional dos Bancos de InvestimgritdINELLA 2005).

Participation in the political process and the degion mechanism of the government

To analyze the relationship between the state laadinancial system is a major challenge to
the understanding of the dynamics of contemporapjtalism. In Brazil, the connections and interests
that result from the public debt are a key aspéttis relationship. In addition, the importancetiof
decisions and actions of the Central Bank of Bri@zithe economic policy has turned it into a styate
institution for the continuation of the financiakdemony, thus, essential to the interests of the
financial sector in the country. The fact that ¢hare governors and directors of the Central Bank
associated with the universe of private banks thar aspect of this relationship. At the same time
the new role that the legislative power assumeet &fie political democratization was acknowledged

by the financial system, and the financing of eleaitcampaigns is only one of the indicators that t



financial sector is interested in the political gges. The author is aware that this is a very specific
delimitation, but one that is essential to undedtthe dimensions of the relationship between the
state and the financial system, and so, this wodke® use of the indicators mentioned in the

assessment of the sociopolitical profile of thelsegest private banks in the country.

Economic and sociopolitical profile of the ten largst private banks operating in Brazil

The restructuring of the banking system that tolalcg in Brazil, mostly since the mid-1990s,
has been widely reviewed, especially in the econditerature. Among the characteristics of this
restructuring, this work would like to emphasike following (MINELLA and FERREIRA, 2006): a)
during this period the process of bank centralimationcentration was increased and the financial
operations were concentrated within a small nunalbestate and private institutions (ROCHA, 2001,
VIDOTTO, 2002; CARVALHO et. al, 2002; PAULA and MARQUES, 2004; JACOB, 2003;
CINTRA, 2006); data from the Central Bank demonssahat in 2005 thirteen banks — three were
federal and ten were private banks — controlle@®%. of all credit and leasing operations of the
entire national financial system; b) the financigbenness, which increased the presence of
international financial institutions and conglontesin the country (FREITAS and PRATES, 2001,
VIDOTTO, 2002; CINTRA, 2006; CINTRAet. al, 2001; PASSOS, 2001; SICSU, 2006); c) the
process of privatization of state-owned banks (VIDO, 2002; PAULA and MARQUES, 2004;
FERREIRA and ALVIM, 2001; SALVIANO Jr., 2004); and) the restructuring of bank work
(JINKINGS, 2002; JUNCKES, 2004; Druost al, 2002; LARANJEIRA and FERREIRA, 2000;
GRISCI, 2002; RODRIGUES, 2004).

In view of this restructuring, the author focusesaset of indicators that place the largest
private financial institutions in a broader contetteconomic and, more specifically, sociopolitical
relations. The ten largest private banks have lssdected by the volume of credit operations in
December 2005, in accordance with data from thetr@eBank of Brazil (2006)Bradescq Itau,

ABN Amro, Unibanco, Santander, HSBC, Citibank, Safra, Votorantim and BankBoston

% An interesting analysis of the Brazilian reconfigiion of the financial sector and its relationshijth the
political scene, considering the sociology of fioeanwas developed by Grin (2004).



Together, these banks controlled, in 2005, 48.65%eototal volume of credit operations and 32.55%
of the bonds and securities of the whole finangyatem (see Table 1). There are four national f@iva
banks, one that is classified as associated witkigio capital (Unibanco), and the others are large
foreign financial institutions, that is, among tten largest private banks in the country, five are
foreigners.

In this context of analysis, taking the recent geras reference, the author has prepared a
profile of the largest private banks in the countcgnsidering the following characteristics and
indicators: 1) the formation of an economic or fioi@l group is characterized by the control of akba
and other financial institutions — defining a fic&l conglomerate — together with companies
operating outside the financial sector; 2) shamdidgs in companies of other sectors, which are not
controlled by the group; 3) control over the puldlebt, considering the volume of assets in bonds an
securities as an indicator; 4) participation in pinecess of privatization of government-owned banks
5) involvement with the representation of classhe financial sector — the indicator used herdaés t
presence of banks in the board of directors ofsckssociations in Brazil and Latin America; 6)
strategic positions within the decision mechanidimthe government, with professionals transiting
between private financial institutions and the clien of the Central Bank of Brazil, particularlyse
the mid-1990s; 7) participation in the politicabpess, providing financing for electoral campaigns;
and 8) connections with ideological-political orgations, such as the Liberal Institutes.

Other relevant indicators have been consideredddition to the ones mentioned above, but,
due to the delimitation of this work, they will nio¢ included in the analysis: a) the participatibthe
banks in the foreign debt, as creditors to the guwent and private companies established in the
country; and b) the connections with the media tedpresence in the cultural sphere, especially by
means of specific foundations. The survey couldaudtieve the same extension with all indicators,
thus, some comments have an analytic character.athe&eved results are discussed below and

summarized in Table 1.



Table 1- Ten largest private banks in credit operabns (2005) — economic and sociopolitical profile Bata summary — 2000-2005

Credit Bonds and Financial Ranking Privatization Class Class Central Financing | Political-
Banks operations | Securities Group position (total of banks)| representation: representation: Bank of electoral | ideological
Dec 2005 Dec 2005 and/or of the BRAZIL OTHER board of campaigns | organizations
(% of (% of non-financial group 2006 (Latin American) directors Liberal
the total: the total: companies (2004) (total of entities) COUNTRIES (total of Institutes(g)
48,65 32,55 (c) (e) 2006 members) and/or Institute
€) (b) (total of countries) ® for Economic
(e) Policy Studies
12.83 3.69 Yes 2 Yes (5) Yes (3) Yes Yes
BRADESCO
8.20 4.03 Yes 4 Yes (4) Yes (3) Yes (1) Yes (6) Yes Yes
ITAU (ITAUSA)
6.43 3.30 20 Yes (1) Yes (4) Yes (2) Yes (2 Yes
ABN AMRO
6.06 3.00 Yes 17 Yes (4) Yes (7) Yes Yes
UNIBANCO
4.43 6.41 Yes 23 Yes (1) Yes (1) Yes (6) Yes
SANTANDER
3.14 2.55 28 Yes (3) Yes (1)
HSBC
2.90 3.11 Yes 57 Yes (2)
SAFRA
2.09 3.91 Yes 15 (d) Yes (1) Yes Yes
VOTORANTIM
1.39 0.73 77 Yes (3) Yes (1) Yes
BANKBOSTON
1.18 1.82 Yes 73 Yes (4) Yes (9) Yes
CITIBANK

The author updated this table from MINELLA, A. EERREIRA, A. C.Bancos no Brasil: muito mais que operacodes de crédito (poucas)ma flo Século XXBanks in
Brazil: much more than credit operations (few) at the efithe 20th Century). Post-Graduation Programdlitifal Sociology. Text presented at an Internairfhar, April
2006.

Note: (a) and (b) prepared with data from the GarBank of Brazil (2006); (a) includes leasing ggiems; (b) includes derivative financial instrurter(c) according to
Valor Grandes Grupqsa.4, n.4, p. 40-42, Dec. 2005, (ranked by codatdid gross revenue); (d) the Votorantim groupndititake part in the privatization of government-
owned banks, though it acquired other state-owoetpanies; (e) according to the author’s reseaftigpfernors and directors of the Central Bank feryor subsequently
associated with private banks; (g) Gros, 2003a3B00



Economic groups and other share dealings

In line with the focus of this study, the authdedrto find to what extent the banks form or
integrate the economic or financial groups thatteaasformed into a locus of economic and political
power, as indicated in the previously mentionestditure. It is suggested that this broader persgect
allows for a better assessment of the financiditinens and their power in the current phase of
capitalism in the country. A study on the origirfsbank capital in Brazil found out that the large
Brazilian banks "were part of groups that includkens of companies, not only in the financial
sector, but also in other fields of activity." Acdmng to that study, "these companies did not lggkon
the banks, at least not directly, but the contfathe shares was held by families of bankers, tf no
they had shares or relations of interest with thiekk" (COSTA, 2002, p. 21).

The four largest private national banks (Brades$tem, Safra and Votorantim) and the bank
classified as associated with foreign capital (@nitp) are integrated into economic groups that
control and/or participate in the share capital noin-financial companies from diverse fields,
especially Bradesco, Itau and Votorantim, rankedramthe fifteen largest private groups in the
country (according to VALOR GRANDES GRUPQOS, 2005).

In 2000, Bradesco created Bradespar to accommortatganies operating outside the
financial sector, and kept substantial share dgslin other companies, such as Usiminas, Petrobras,
Perdigdo and Gerdau (VALOR, May 23, 2005, p. Clgcdkding to Costa (2002, p. 21), Bradesco
invested considerable values from the technicarves of its insurance branch and private welfare i
minority shares of other companies, mostly indaktlooking for a seat in the board of directorkisT
strategy guaranteed participation in 41 non-finahcdmpanies, valued at about $ 1.5 bilfion

In the period under review, the holding companwdta (part of the Itau group) controlled
companies operating in such diverse fields as wdoditure, paper, computers, chemical and
petrochemical, some of which are among the larigetbteir respective areas. Safra Bank is part of an
international network of companies controlled bg Bafra family, or companies in which the family

holds shares, including banking, telecommunicatiqgresper and pulp production, and livestock.

“ Brazilian law does not authorize loans to compaitievhich a bank owns more than 10% of the capitals,
there is an advantage in the strategy of sharéndsabelow this value, which would keep the compargfient
of the bank (COSTA, 2002, p. 21).



Votorantim Bank is part of the Votorantim Groupgoof the largest industrial groups in the country,
involved with metallurgy, siderurgy, paper, pulfiemical, petrochemical, building and decoration
materials, electric energy, processed foods anduiness (VALOR GRANDES GRUPOS, 2005, p.
252-255). Unibanco is controlled by Unibanco Hotginwhich in turn is controlled by the Moreira
Salles family through its E. Johnston holding compaThe Moreira Salles Group consists of a
complex network of companies and associated corapamith a diversified participation of foreign
capital. A more detailed analysis of this groupéstigipation in the non-financial sector shoulccka
the holding companies, especially the E. JohristAmong the examples of this participation, this
work points out Blockbuster Inc., the largest chairvideo rental stores in Brazil, connecting the
Moreira Salles Group to the Viacom Group, one efworld’s largest entertainment companies; and
the group’s investments in the mining sector thiodige Brazilian Company of Metallurgy and
Mining (CBMM — Companhia Brasileira de Metalurgia e Mineragéthe world's largest producer of
Niobium (Moreira Salles Group controls 55% of tleenpany), with subsidiary companies in Europe
(Niobium Products Company GmbH), North America @ehce Metals Company Inc., Pittsburg)
and Asia (CBMM Asia Co. Ltd., Tokyo), in addition the participation of subsidiary companies of
Unocal Corporation and the Union of Petrochemicduktries S.A. (Unipar Ynido das Industrias
PetroquimicasS.A.) (ARAUJO, 2003, p. 24).

Concluding, at least in five cases (Bradesco, hatprantim, Safra and Unibanco-Moreira
Salles), in varying degrees, there is, directlynalirectly, a diversified network of share intesettat
involve control and participation in non-financiedmpanies. The five foreign banks (ABN Amro,
Santander, HSBC, BankBoston and Citibank) are antbegworld’s largest financial institutions,
operating in many countries, some of them integratto financial groups with branches of control or
share dealings in companies of different fieldsinathe case of Citigroup, which controls Citibank,

and Santander, which includes shareholders froersiévsectors of the Spanish economy.

® Unibanco is part of a shareholding network (daerring to early 2002). The Moreira Salles family
(Fernando, Jodo, Pedro and Walter Jr., in equityitrols E. Johnston Rixipacdes Ltda which controls
85.52% of E. JohnstoRepresentacdes e Participacd8sA., which in turn controls 66.72% of Unibanco
Holding, a company associated with foreign cafidixa Box SGPSrom Portugal, with 10%Commerzbank
Aktiengesellschaftfrom Germany, with 8.98%; and Theai-Ichi Kangyo Bank, from Japan, with 6.16% —
totaling 25.14%). This holding company controls.f88%6) Unibanco (See UNIBANCO, 2002, p.105).



Control over the public debt

The indicator to the amount of assets the banlextdio the market of public bonds is the
volume of assets in bonds and securities, composxtly of federal public bonds. In 2005, the 10
private banks selected for this survey controll@ds3% of this volume, while at same time two
federal institutions Banco do Brasiland Caixa Econdmica Federalwere responsible for 35.92%
This situation indicates that the public debt ina@ntrated in the power of a few large banks (state
private) and that it has become an important soafggrofit for these institutions. Besides, it is a

useful factor for the banks to constrain the styiatdecisions of economic policy (FERREIRA, 2005).

Privatization and the large private banks

The process of privatization of government-ownedkisawas particularly beneficial for two
large national private banks and two foreign baftadesco acquired five banks: the State Bank of
Bahia (Baneb -Banco do Estado da Babhjain 1999, Credireal of Minas Gerais, in 1997, and
federalized banks formerly owned by the stated) sscthe State Bank of Amazonas (Béganco do
Estado do Amazongsn 2002, the State Bank of Maranhao (BENMBanco do Estado do Maranhgo
in 2004, and the State Bank of Ceara (BEBanco do Estado do Cegran 2005. Itau acquired four
institutions: the State Bank of Rio de Janeiro @arBanco do Estado do Rio de Janéfron 1997,
the State Bank of Minas Gerais (BemgBanco do Estado de Minas Gergig 1998, the State Bank
of Parana (BanestadoBanco do Estado do Parapan 2000, and the State Bank of Goias (Beg —
Banco do Estado de Gojaghe following year, this one a federal instibutisince 1999. Foreign
institutions acquired the State Bank of Pernamb@andepe -Banco do Estado de Pernambico
bought by ABN Amro in 1998, and the State Bank ab Paulo (BanespaBanco do Estado de Séo

Paulog), which was under control of the federal governtraerd was purchased in 2000 by the Spanish

® Data from the Central Bank of Brazil for the y@805 include derivative financial instruments iisthalue,
what hinders a more precise analysis. In 2000tghdargest private banks (at that time, Sudanveais in the
list, instead of Votorantim) controlled 44.7% otttotal bonds and securities of the banking systeseems
that the private banks have reduced their participan this value in favor of the federal bankdjile at the
same time they increased their participation inibleme of credit operations.

" Banerj was cleared in 1996, and its bad assete w@rialized, while a distributor of the group ledthe
solvency of the bank, which was acquired by Itati987 (VIDOTTO, 2002, p. 241).



bank Santander (which had already bought Merididdahk in 1997, a federal bank previously

acquired by Bozano-Simonsen Bank).

Class Organization

Participation in the structure of class repres@main the Brazilian financial system is a
marked characteristic in eight of the ten largestks. In 2006, eight of them, including four foreig
banks, were in the board of directors of FEBRABARazilian Federation of Banks). Besides, six of
the ten selected banks were also present in cksexiations of other Latin American countries. In
addition to Brazil, Citibank was operating in niather countries, Santander in six, BankBoston in

three, ABN Amro in two, and Itau and HSBC in anotbeuntry.

Central Bank and private banks

The relationship between the financial sector drel €entral Bank of Brazil has been the
subject of many analyses in literature. One aspé&c¢he question is the fact that members of the
bank’s board of directors (governor and directmmne directly from private financial institutions
and, on the other hand, members of the board |IEavdral Bank for private banks or to start their
own financial companies (NEIVA, 1995; FERREIRA, 20(. 96-100; CARVALHO, 2005). The
nomination of some of the governors of the CerlBahk is emblematic. In 1985, President Sarney
appointed a banker who was the chairman of theilgnazAssociation of Commercial Banks (ABBC,
presently known as Brazilian Association of Bank¥)e of the governors of the Central Bank during
the government of Fernando Henrique Cardoso caom the international financial universe, a
characteristic also maintained by the current agmation. Analyses on the professional origins of
the directors of the Central Bank throughout th80k9found out that a significant number of these
professionals had careers in private institutiond enixed careers, which combined activities in
private companies with bureaucratic and academieeca (OLIVIERI, 2001; NOVELLI 2001;
MORAIS , 2005).

As for the ten largest private banks, it can bécedtthat two of them are more prominent in

this private-state relationship, taking into coesadion the last decade of the twentieth centudytha



beginning of the twenty-first century. At least shembers of the board of directors of the Central
Bank were related to the Itau group, and no leas geven were associated with Unibanco. Governor
of the Central Bank since 2003, Henrigue de Canpeiselles was once associated with BankBoston
and, more recently, there are two directors oftsgtution related to ABN Amrd
In June 1996, the Monetary Policy Committee (Copo@omité de Politica Monetarjavas

created to define the guidelines of monetary poéing interest rate. Composed of the governor and
some directors of the Central Bank (a total of eiglembers), Copom’s importance has increased
since June 1999, when the government implemen®dtamatic of "inflation-targeting framework."
The decisions of the Committee affect the finansydtem, the economy in general and the public
debt in particular, since most of it is indexed twe SELIC Gistema Especial de Liquidacdo e

Custodiai.e., Special System of Clearance and Custody) sat by the Committee.

The ten largest banks and the political process: thfinancing of electoral campaigns

Financial institutions have been prominent in tinaricing of electoral campaigns, especially
for the federal executive. As it is widely knowhgtfunds officially declared by political parties d
not necessarily represent the total cost of thepadgn, but they make possible to identify at least
some of their sources of funding. Banks and conggaassociated to financial groups were among the
major sponsors of the campaigns for Congress anéPtesidency in 1994, 1998 and 2002. In the list
of the ten largest banks, at least five providedheyofor electoral campaigns: Bradesco, lItau,

Unibanco, Santander, Votorantim and ABN Amro.

8 According to preliminary data, the following prefgonals left the Central Bank (BCBanco Central do
Brasil) for Itat: Pérsio Arida, BC governor from 11/01/95 to 138H/Gustavo Loyola, BC governor from
13/11/92 to 29/03/93 and 13/06/95 to 20/08/97; &erBracher, BC governor from 28/08/85 to 11/02/Bareza
Grossi, deputy governor of Supervision from 30/03 14/03/03; Sérgio Werlang, BC director underegoor
Arminio Fraga; Sergio de Freitas, BC director Mahgimil 1985. Professionals formerly or subsequently
associated withUnibanco: Pedro Malan, BC governor from 09/09/93 to 31/#2/8rminio Fraga Neto, BC
governor from 04/03/99 to 01/01/03 (also internadicadviser to JP Morgan Chase); Daniel GleizerdB€ctor
from 04/03/99 to 21/01/02; Francisco Gros, BC gowertowards the end of Fernando Collor adminigirati
Armin Lore, BC director from 1988 to 90; Alexandsehwartsman, chief economist of Unibanco, was ajpedi
BC director in 2003 and then moved on to ABN Anirothe second half of the 1990s, Demdsthenes Ridto
was the chief economist of Unibanco, and laterBRedeputy governor for International Affairs. Pedvialan
became chairman of the Board of Directors of Undmam May 2004. Professionals associated wABIN
Amro: Mario Carvalho Mesquita, the chief economist &M Amro for Latin America, became the BC deputy
governor for Special Studies in June 2006; the abogntioned Schwartsman left the BC to replace Misin
the private bank. Professionals formerly associat#d BankBoston Henrique Meirelles, BC governor since
2003 (FERREIRA, 2005, p. 99; OLIVIERI, 2001; UNIBAND, 2004).



The banks and the political-ideological organizatios

In addition to the union, associative and partistincture, the businessmen and the financial
bourgeoisie also articulate their interests throdglerse organizations. The Liberal Institutes, for
example, were civil entities created by a grouprifepreneurs in the early 1980s to diffuse nerdibe
principles, especially as a basis for public pekciGROS, 2003b, p. 275). Sponsored by large
national and foreign economic groups operatinghie ¢ountry, the institutes are part of a global
network that includes "intellectuals, academicditip@ns, research institutes, and media and #ber
publications, mostly in Britain and the United 8&t(GROS, 2003b, p. 275-276). Connected to an
international network of think tanks, the instititerere more active during the 1990s (see GROS
2003b and GROS 2003a for the 1980s, in particularBrazil, six of the ten banks selected for this
work were in some way associated with the Libenstitutes. More recently, the Casa das Garcas
Institute for Economic Policy Studies (IEPE/CDGnstituto de Estudos de Politica Econémica Casa
das Garcay in Rio de Janeiro, has assembled an importaotipgrof researchers, including
economists and businessmen connected with thecfadasystem, to develop and propose liberal-
oriented policies.
Final considerations

Considering the variables discussed and the rdwsddata, it is possible to notice that, as a
rule, the ten largest private banks represent mmote than financial intermediaries that control a
significant volume of credit (expensive and redydedomparison with parameters of other capitalist
countries) and a large part of the bonds and dexsjrivhich is where the government bonds are, i.e.
the public debt. Within the borders of the collgctiata, at least seven banks expand their inteteats
wide range of non-financial companies. The asseassofdhis intricate network of control and share
dealings becomes a requirement and a major challemghe understanding of the economic and
political dynamics of the country.

All of the major banks are involved in the directiof the class representation associations of
the financial sector, eight of them within FEBRABANhere is a significant participation of

international banks or financial groups in the dlii@n of class associations both in Brazil andtimeo



Latin American countries. Operating simultaneousighin these organizations, they produce an
enormous potential for, among other things, coaidid actions and information exchange. In almost
half of the cases studied, the involvement with guditical process and government policies is
manifested in the privatization of government-owbedks, the financing of electoral campaigns, and
in operations within political-ideological organims that articulate public policies and neolilbera
oriented policies. Less, but not less importang thterest is reflected in the search for thetsgia
control of the Central Bank.

The analysis presented in this work, which restddhe universe of the financial system to the
ten largest private banks, considered certain chematics and indicators that allow for a better
understanding of the power the financial instiméohave in this country, as a locus for the
accumulation and concentration of wealth, and a®@opolitical presence and power in a society

marked by deep economic, social and political iaditjas.
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