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RECENT DEVELOPMENTS IN BRAZILIAN
AUTOVEHICLE AND COMPONENTS TRADE:
BUILDING THE SPACE OF PRODUCTION IN

MERCOSUL

Sérgio QUEIROZ and Ruy Quadros CARVALHO

The Brazilian automobile industry is
undergoing significant structural changes. The aim
of this paper is to discuss one central aspect of
these changes: the external repositioning of both
segments, car assembly and auto parts production
as part of the constitution of Mercosul as an
integrated manufacturing space.

The main argument is that the new patterns of
foreign trade and investment show a strong trend
towards greater internationalisation in the Brazilian
auto industry.

There has been substantial growth in trade
flows, which is primarily determined by the leap in
imports brought about by trade liberalisation.
Increasing exports have also contributed to
expanding trade. However, careful examination
shows that the largest share of  trade growth has
been made up of exports to and imports from
Argentina, particularly in the case of auto-vehicles.
Thus the process of regional integration has been
the main driving force of trade. This tendency
raises a question over the actual degree of
globalisation of supplies and markets of the
Brazilian auto industry, if Mercosul is considered
as one, integrated «internal» market. Investment
internationalisation is more evident, since many

foreign newcomers are entering in the assembly  as
well as in the auto parts segments. Investment of
new producers and the direction of trade suggest
that the moment is one of consolidation of
Mercosul as a manufacturing space for the
Latinamerican regional market, which has been
reinforced by protectionist policies of the
Argentinean and Brazilian governments. Trade
with other blocks has shown a trend towards deficit
in recent years, especially in auto parts.

However, the question as to whether trade
balance will reach equilibrium in the future
remains open, since the export potential fostered by
new investment, based on scale gains, has not yet
matured.

Section 2 presents a retrospective of the
evolution of the Brazilian automotive sector,
summarizing the major changes that took place in
the 90s, as compared to the 80s. The third section
analyses trends in foreign trade, comparing
Brazilian trade with Mercosul to trade with the rest
of the world. Section 4 concludes with a balance of
investment trends, emphasising the presence of
newcomers, product innovation and its implications
for foreign trade.
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MAJOR CHANGES IN THE BRAZILIAN
AUTO INDUSTRY FROM THE 80S TO THE
90S: FROM STAGNATION AND AUTARCHY
TO GROWTH AND TRADE
LIBERALISATION

The period between 1981 and 1992 was a phase
of great instability in internal sales for the Brazilian
automobile industry, a phase marked by stagnation
in production and investment. According to data
supplied by ANFAVEA, after achieving the record
of 1,015 thousand units sold internally in 1979 and
a number approaching this (980 thousand) in the
following year, sales plummeted to 581 thousand
in 1981, a reduction of 41%. From there onwards,
the market recovered slowly, with a new
pronounced fall in sales in 1987 (33%) and
stagnation between 1988 and 1992. Only in 1993,
when a new expansion phase began, did sales
exceed the levels of the late 70s.

Production, albeit accompanying this trend,
oscillated less. After manufacturing 1,165 thousand
units in 1980, the industry reduced its production to
781 thousand in 1981 (33% less), with a 13% fall
in 1987. The main reason for this difference was
the increase in exports during the most acute years
of recession in the internal market. In 1981, sales in
the external market grew 35%, reaching 213
thousand units (157 thousand in the previous year).
In 1987, there was another significant growth, this
time of 89% (from 183 to 346 thousand units).
Therefore, an anticyclic behaviour of autovehicle
exportation was the pattern in the 80s. During this
period, exports growth was negatively correlated
with the performance of the internal market.
Exports received an extra impulse in moments of
economic crisis and receded when internal sales
picked up.

With respect to imports, since their
liberalisation only occurred in 1990, the figures up
until then are virtually nil. Imported vehicles have
only exceeded the 10% mark of the Brazilian
market from 1994 onwards.

Stagnation naturally did not favor investment.
Although some studies pointed to a modernisation
process in the Brazilian car industry in the 80s
(Tauile, 1984 and Quadros Carvalho, 1993), they
also emphasised its selective nature and the
absence of any investment to increase capacity. It
cannot be ignored that localized initiatives to win
external markets demanded that minimum

standards of quality and productivity be achieved,
therein the need to invest in modernisation.

All this would drastically change with the
upturn of the internal market from 1993 onwards.
As can be seen in Table 1, between 1992 and 1997
total sales of automobiles in the internal market,
both imported and produced locally, increased
from 772 thousand units to 1.943 thousand, an
average growth of 20.3% per year during this
period.

Table 1 : total sales of cars and trucks in the internal

market

        Brazil: 1991/1997            (in thousand units)

Year Sales

1991 793.9

1992 772.3

1993 1,141.5

1994 1,399.9

1995 1,728.3

1996 1,730.5

1997 1,943.3

Source: Anfavea

The main reasons for this upturn were, first, the
adoption of policies to stimulate and sustain
demand, and second, from 1994 onwards, the
stabilisation effect of the anti-inflationary Real
Plan. Between 1992 and 1994, the reduction in car
taxes allowed a significant reduction in prices,
especially in the case of «popular» cars, which
have led expansion ever since. The reopening of
consortiums also contributed to this expansion, but
the role of direct consumer credit was attenuated in
this period by the current high interest rates and by
the uncertainty with regard to family debts brought
about by inflation. In the phase of the Real, the
factors that weighed on the continuity of growth of
the internal market were inverted in their order of
importance. The stabilisation of prices made the
existing mechanisms of direct consumer credit
more effective, substantially increasing the access
of new consumers (Quadros Carvalho et alii,
1997).

Both the substantial expansion of the Brazilian
car market, and the policy of import liberalisation
adopted from  the  time  of the  Collor  government
(1990), would  brin  a   considerabl   imbalance
in   the   automotive    industry    trade,  which  was
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aggravated by the overvaluation of the Real in the
year it was introduced (1994). As shown in Table
2, the recurrent trade surplus, which varied
between two and three billion dollars between 1989
and 1993, was greatly reduced in 1994, becoming

deficit from 1995 onwards. It can be observed that
car and truck trade had already showed a deficit in
1994, partially compensated by auto parts and
components trade, whose surplus gradually
decreased  until it turned into a deficit in 1997.

Table 2 : trade balance of cars and trucks and of auto parts

Brazil: 1989-1997                                                                                                            (in us$ millions)

Products 1989 1990 1991 1992 1993 1994 1995 1996 1997

Cars and trucks 1,501 900 675 1,300 553 (427) (2,788) (834) (930)

Autoparts 1,346 1,232 1,241 1,520 1,468 1,254 581 194 (222)

Total 2,847 2,132 1,916 2,821 2,021 827 (2,207) (639) (1,151)

Source: SECEX

Table 3 : exports of cars and trucks and of auto parts

    Brazil: 1989-1997                                                                                                        (in us$ millions)

Products 1989 1990 1991 1992 1993 1994 1995 1996 1997

Cars and trucks 1,506 929 871 1,639 1,432 1,414 1,075 1,249 2,494

Autoparts 2,269 2,327 2,337 2,810 3,233 3,632 3,883 4,195 4,566

Total 3,775 3,256 3,208 4,450 4,665 5,046 4,958 5,444 7,060

Source: SECEX

At the beginning of 1995, it was already clear to
the Brazilian government that the trajectory of
deterioration in the trade balance of the automobile
industry was unsustainable. The anticipation of the
schedule of tariff reduction brought into effect in
the second semester of 1994, lowering tariffs from
35% to 20%, gave rise to a flood of imported cars,
which doubled their share in internal sales, from
7% in 1993 to 14% the following year1. Thus, in
February 1995, the tariff would be readjusted to
32% and in the following month, it would undergo
an even more drastic readjustment to 70%.
Following on from this, the government began to
implant a series of measures, formally constituted
at the end of 1995 and known as the Automotive
(policy) Regime, aimed at promoting investment
and exports in the automobile industry2.

                                                                        
1 This share is measured in units. Bearing in mind that
imported vehicles are on the whole more expensive and
sophisticated than those produced internally, this share would
be larger in terms of value of sales.
2 For information on the policy for the automobile industry,
from 1992, see Arbix (1996) and Suzigan and Villela (1997).

The result of these measures can be better
assessed through the evolution of investment,
which is commented in section 4, and through
reduction in the trade deficit, mainly in the
automobile segment, in 1996 and 1997, in relation
to 1995 (Table 2). The decrease in trade deficit in
1996 was essentially due to the restriction of
imports. Exports only reacted to government
incentives in 1997, becoming decisive to
improvement in the trade balance (Table 3). It is
worth stressing that, in 1997, exports moved away
from the anticyclic behaviour - particularly in the
case of car and truck external sales - which had
been observed since the 80s and confirmed in the
years of 1992 (internal market crash and rise in
exports) and of 1995 (opposite movement). The
year of 1997 registered, for the first time, a
significant and simultaneous growth in the internal
market (12.3%, in terms of units) and in exports
(99.7%, in value, for the car and truck segment).
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In a nutshell, from 1993 onwards, the picture
has been quite different from the one that the
automobile industry presented in the 80s and early
90s. The upturn in growth is quite evident, as is the
inversion in the auto industry balance of trade. The
historical surplus turned into deficit, mainly due to
the large increase in imports. With respect to
exports, the performance has been quite
differentiated, when the two segments of the
industry are considered separately. The auto parts
and components segment has registered a tendency
to continuous growth of exports, roughly
accompanying  sales. In the automobile segment,
however, the performance has been uneven, for as
seen above, exports have been subject to internal
market performance. Nevertheless, the change
observed in 1997, when the increase in sales
abroad proved to be pro-cyclic, may be indicating
the beginning of a new trend in vehicle exports.
The marked growth in the exports that year
suggests that the commitments made by assemblers
under the Automotive Regime are beginning to be
fulfilled. ANFAVEA’s estimates are of car and
truck exports reaching US$ 4 billion in 1998, an
increase of 60%, if achieved. However, another
few years of export growth are needed, before one

can talk of a consolidated change, in which exports
would not primarily depend on protection and
incentives.

FEATURES OF THE CURRENT EXTERNAL
POSITIONING OF THE AUTOMOBILE
SECTOR

We have hitherto limited ourselves to
examining the evolution of the main trends
referring to production, sales and external trade in
the Brazilian automobile industry, emphasising the
most significant changes in these trends in recent
years, in relation to the 80s. In this section we
discuss structural changes in the industry’s profile
that can be perceived from the transformation in its
external positioning. The first aspect to be analyzed
refers to the coefficient of imports of the
automotive sector. Looking at the two main
segments separately, we observe that the growth of
the imported vehicles’ share of the internal market
has been fast, reaching a peak of 21.3% in 1995
and decreasing in the two following years,
basically due to tariff increase. (Table 4).

Table 4: share of  imports in  total internal sales of  cars and trucks

                       Brazil: 1991-1997                                        (in % of number of unit)

Year 1991 1992 1993 1994 1995 1996 1997

Percent 3.1 4.1 7.0 13.8 21.3 12.9 15.0

Source: Anfavea

It is worthwhile noting that the increase in the
coefficient of automobile imports has a structural,
not transitory nature. It is impossible to evaluate
today at what level it should stabilize, but one can
expect that it will be above the 15% registered in
1997, as the import tariff gradually will decrease
down to the 35% agreed upon in the ambit of
Mercosul.

This increased flow of imports reflects the new
strategy adopted by car manufacturers - and
certainly valid for newcomers - of greater
specialization in their plants in search of scale
economy. The case of Ford is an example. Its
factory in S. Bernardo do Campo was totally
modernized in 18 months, at a cost of US$ 800
million, to house the production line of only two
models, the Fiesta and the Ka, both assembled on

the same platform. In this way, the company has
reached a production scale close to 250 thousand
compact vehicles per year. Ford complements its
line of products for internal sales with imports from
Argentina (the Escort family, of medium-size cars)
and from Europe and the USA (the larger and more
sophisticated models such as the Mondeo and the
Taurus).

The auto parts segment also shows growth in
the import coefficient, as can be seen in Table 5. In
this case, attention is called not only to the
regularity of increase but also to the levels
achieved (26.8 in the apparent consumption of auto
parts corresponded to imports in 1997). The trend
observed in Table 5, which is also reflected in the
continuous erosion of the trade surplus in auto
parts, leading to a deficit for the first time in
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history in 1997 (Table 2), is of an increasing
participation of imports. If one observes that
imported vehicles still represent a small share in
the total fleet of vehicles, it can be concluded that
the share of imports for the spare parts market must

be substantially smaller than the share of the local
production of auto parts for this market. Therefore
the coefficient in Table 5 underestimates the
participation of imported auto parts in the local
production of vehicles.

Table 5 : share of imports in  total internal sales of auto parts and components

Brazil: 1991-1997                           (in % of value)

Year 1989 1990 1991 1992 1993 1994 1995 1996 1997

Percent 6.6 9.7 12.0 13.7 14.4 17.2 20.1 24.1 26.8

Source: anfavea/sindipeças e secex

Data on imports of auto parts and components
reveal a significant structural change in the
Brazilian automotive sector, which seems to be
result of a number of factors. Firstly, the initial leap
in auto-parts imports is the effect of faster
modernisation in car models, which accompanied
trade liberalisation. The imported content of
recently launched vehicles is greater than that of
dated models. When Ford put the Fiesta on the
market, in 1996, the index of automobile
nationalisation was 60%, much lower than the
usual level of car assembly in Brazil (and close to
the limit allowed by the Automotive Regime). The
company has been gradually increasing this index,
internalising production of parts for the Fiesta,
aiming at lowering the share of imported
components to 10%.1 As car model innovation has
become faster, the general trend is towards the
reduction in the average index of nationalisation in
automobile production.

Second, the tariff revision of 1995 was
considerably biased against auto-parts producers.
While tariffs on imported vehicles were drastically
raised, those on imported parts and components
were reduced. The estimate of the Brazilian
effective tariff on cars and trucks, carried out by
Bedê (1996), reveals that it is well above nominal
tariff, whereas effective protection is near zero or
negative, in the case of auto-parts. In connection
with unequal tariffs, car manufacturers have been
putting increasing pressure on auto-parts
manufacturers to improve quality and reduce price
and delivery time. Thus, the policy of  «de-
protectionism» has implied not only a direct

                                                                        
1 In fact, this was a bitter experience for Ford, who clearly
underestimated the logistic complexity of manufacturing a car
with 40% imported parts; several times the factory came to a
standstill for lack of an adequate supply of components; such
problems in the launching of the Fiesta contributed to the poor
financial performance of the Brazilian subsidiary in 1996.

stimulus to the import of parts and components, but
also the strengthening of the bargaining power of
car assemblers in negotiation with suppliers. Car
manufacturers have threatened to substitute imports
for the internal supply, should their demands not be
met. This squeeze on the auto parts industry has led
to rapid concentration and denationalisation, which
also contributes to increasing imports. Local
manufacturers have been acquired by large
multinational companies, with established channels
of international trade to complement internal
production with products brought from plants
abroad.

So far data does not show when, but it is
expected that the coefficient of auto parts imports
will stabilize, in the near future. This expectation is
founded on the comprehensive process of
restructuring that the industry is undergoing, which
should have positive repercussions on its
competitiveness. Besides this, global sourcing has
often turned into follow sourcing, in the Brazilian
case, since large international manufacturers of
auto parts seek strengthening their position in the
local industry. Therefore, the answer as to the
future of the auto industry trade balance will
depend on the features resulting from the
reconfiguration of the local auto parts industry,
particularly on the role given to local production by
the new transnational producers which are making
their debut in the Brazilian market.

Besides the increased levels of imports, other
aspects of the new external positioning of the
Brazilian automobile industry can be perceived
from a more detailed analysis in the flows of
external trade. Thus the role of imports
from/exports to Mercosul are examined below,
taking into account the year of 1990 and the last
three years for comparison (Tables 6 and 7).
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Table 6 : foreign trade of cars and trucks with Mercosul and total

Brazil: 1990 e 1995-1997                                                                                                  (in us$ millions and %)

1990 1995 1996 1997

US$ millions % US$ millions % US$ millions % US$ millions %

Exports

Mercosul 76 8 434 40 717 57 1,296 52

Total 929 100 1,075 100 1,249 100 2,494 100

Imports

Mercosul 1 2 586 15 1,031 50 1,992 58

Total 30 100 3,863 100 2,083 100 3,423 100

Source: SECEX

Table 7 : foreign trade of auto parts with Mercosul and total

Brazil: 1990 e 1995-1997                                                                                                   (in us$ millions and %)

1990 1995 1996 1997

US$ millions % US$ millions % US$ millions % US$ millions %

Exportações

Mercosul 148 6 992 26 1,304 31 1,467 32

Total 2,327 100 3,883 100 4,195 100 4,566 100

Importações

Mercosul 106 10 738 22 715 18 829 17

Total 1,095 100 3,302 100 4,001 100 4,788 100

Source: SECEX

In the case of finished vehicles, the weight of
Mercosul in foreign trade has grown considerably.
Both in exports and in imports, from a small
percentage early in the decade (8% and 2%,
respectively), shares above 50% were reached, in
1996. This rapid growth of Mercosul (in other
words, Argentina) as main destination for exports
and origin of imports of vehicles is due to the
strategies of productive integration and plant
specialization adopted by car assemblers located in
both countries. These companies have united their
operation in the regional market and submitted it to
one single command. Thus, as a matter of fact,
Mercosul should be considered as one enlarged
internal market, rather than as a foreign market for
Brazil.

From this point of view, the growth in volume
of foreign trade in finished vehicles has been
smaller than it seems to be. External sales of  cars
and trucks, Mercosul not included, reached US$
1,198 million in 1997 (as compared to US$ 2,494

million total), whereas they had already summed
US$ 854 million, in 1990. Departing from a very
low level, in 1990, imports to the rest of the world
(Mercosul not included ) rose to US$ 1,432 million
in 1997, which accounts for only 40% of  total
imports of vehicles.

With respect to trade in auto parts, the
importance of Mercosul has also increased, albeit
less so as compared to cars and trucks. The
destination of Brazilian exports of auto parts have
always been more diversified than that of finished
vehicles. Moreover, imports of components have
grown enormously in recent years, originating
primarily in advanced countries. Notwithstanding,
Mercosul has accounted for almost one third of
Brazilian exports of auto parts in recent years (as
against only 6%, in 1990) and has been the origin
of almost one fifth of imports (10% in 1990).

The difference between Mercosul shares of
Brazilian exports and imports of auto parts results
from the distinctive features of both the
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Argentinean and the Brazilian auto parts industrial
bases. Since the later is more developed, assembler
strategy of productive integration gives greater
share of supply to the Brazilian auto parts industry.
For example, GM Silverado pickups have been
assembled in Santa Fé, Argentina, and exported to
Brazil, but they comprise a large quantity of
Brazilian components. The same applies to the
Ford Escort and to the Fiat Siena. Such division of
labour is reflected in the nature of the equilibrium
established by Brazil and Argentina in their trade
of automobiles and components.  A closer
examination of Tables 6 and 7 reveals that, in
1997, the deficit of US$ 696 million in the
Brazilian trade of cars and trucks with Mercosul
was roughly compensated by the surplus of US$
638 million in the trade of auto parts.

The exercise of excluding exports to Mercosul
from total Brazilian sales of auto parts results in
halving the average annual growth of exports. As
with cars and trucks, exports of auto parts to the
rest of the world (excluding Mercosul) show less
dynamism than sales to Mercosul. As for imports,
however, the difference between including and not
including Mercosul is less significant. In fact,
Brazilian imports of auto parts from the rest of the
world have grown faster than those from Mercosul,
in the past three years.

To conclude, the examination of data above
suggests that the strong penetration of imports into
the internal market of the Brazilian automobile
industry, in the 90s, needs to be qualified, taking
into account the type and origin of products. With
respect to finished vehicles, the participation of
imports in total supply increased significantly;
however, the weight of imports from Mercosul
over the past two years shows that the assemblers´
strategy of productive integration and plant
specialization, with the help of a protectionist
policy, closed market gaps to foreign competitors,
who might have expected to enter the market
exclusively with exports to Brazil. Automobile
import channels are controlled by companies
which, besides acting within the country, bring
models from Mercosul (Argentina) and from plants
in Europe and the United States, to complement
their product mixes. This is why Japanese and
Korean car makers have started the buiding of
plants in Brazil. Location in the Mercosul area has
become the only way to circumvent the barriers

resulting from protectionism and from the
strategies of competitors traditionally located there.

With respect to auto parts, the growing
dependence on imports, primarily originated
outside Mercosul, raises concern as to the future
evolution of value added by the industrial base
located in the country. «De-protectionism» has
accelerated the elimination of the most inefficient
local competitors, or their acquisition by large
transnational producers. This is the case of
Brazilian companies which, until recently, were
considered national champions; for example Metal
Leve  was acquired by German Mahle, Cofap, by
Italian Magnetti Marelli and Varga, by American
Variety and British Lucas. The current
restructuring of the local industry, including entry
of new transnational producers, should produce
some counterbalance to the tendency of increasing
auto parts imports, but does not avoid the risk of a
mismatch between (increasing) production value
and (decreasing) added value within Brazilian auto
industry. On the exports side, foreign sales of cars
and trucks has been characterized by uneven
behaviour. Notwithstanding, when sales to
Mercosul are excluded from total exports, export
performance is still modest. Auto parts exports
have presented a more sustained growth, although
poorer performance resulting from the test of
«Mercosul discount» applies to a great extent in
this case. The chance that this may be changing as
a consequence of current  investment boosted by
the Automotive Regime will be examined  in the
following section.

INCREASING INVESTMENT, NEW
ENTRANTS AND THE FUTURE OF
FOREIGN TRADE

The substantial increase in investment of
current players and newcomers, both in assembly
and auto parts manufacturing, is leading to the
reconfiguration of the Brazilian automotive
industry, in recent years. The objective of this
concluding section is anticipate and discuss some
of the possible effects of this change for future
external positioning and trade performance of the
industry.

In step with the rapid expansion of the Brazilian
automobile market from 1993, investment has been
growing. The four car manufacturers located in
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Brazil - Volkswagen, Fiat, General Motors and
Ford - have been heavily investing in
modernisation and capacity increase of their plants.
In addition to significantly increasing production in
the plants of S. Bernardo do Campo and Taubaté,
VW recently inaugurated a new engine plant in S.
Carlos, SP, and a truck plant in Resende, RJ.
Moreover, VW and Audi are building a new
automobile plant in the city of S. José dos Pinhais,
state of Paraná, which will be inaugurated next
year. Fiat is building a new engine plant in Betim,
Minas Gerais, and another one to produce light
commercial vehicles in Belo Horizonte. It also
inaugurated a new plant in Cordoba, Argentina,
with 60 thousand units/year capacity, for the
production of the Siena, which is exported to
Brazil. GM is currently building three new plants
in the country: an assembly plant, with capacity for
120 thousand units/year, in Gravataí, state of Rio
Grande do Sul; an engine and transmission plant, in
the state of Santa Catarina and a stamping plant in
Mogi das Cruzes, state of São Paulo. This company
recently inaugurated a new plant in Santa Fé,
Argentina, which supplies the Brazilian market
with large pick-ups. Finally, Ford announced in
1997 its decision to build a new automobile plant
in Rio Grande do Sul, having previously
announced investment in a new engine plant.
Between 1995 and 1996, the company completely
renovated the São Bernardo plant, in São Paulo,
Brazil, for the making of the recently launched
Fiesta and Ka, as well as the Pacheco plant, in
Argentina, to which assembly of the Escort was
transferred (70% of  Pacheco’s production is
exported to Brazil).

Moreover, several newcomers are seeking to
entry the Brazilian/Mercosul market. Mercedes
Benz is building a plant in Juiz de Fora, state of
Minas Gerais, with 70 thousand units/year
capacity, to produce the Class A model (to be
launched at the end of this year). Renault should
also inaugurate, this year, the new plant in the state
of Paraná (also in S. J. dos Pinhais), in which the
Mégane Scénic will be assembled. Chrysler and
Toyota will inaugurate their factories in Campo
Largo, Paraná and Indaiatuba, São Paulo,
respectively, in the next few months. Last year
Honda started assembling the Civic in its new
plant, in Sumaré, São Paulo. There are other in
progress projects, albeit at a less advanced stage,
such as that of Asia Motors, in Camaçari, state of

Bahia, that of Kia Motors in Itu, SP, that of
Peugeot-Citröen in Porto Real, state of Rio de
Janeiro, that of BMW/Land-Rover in São
Bernardo, SP, and that of BMW/Chrysler for the
construction of an engine plant in Paraná, with
capacity for 400 thousand units per year, mostly for
export.

A survey carried out a year ago by Arthur D.
Little revealed that car manufacturers - both current
players and newcomers - have planned to invest
US$ 13 billion in new factories or in the expansion
of existing ones, in Brazil, up to the year 2000.
This investment will not be limited to
modernisation and new plants. Product innovation
has also received a great deal of attention from
assemblers located in Brazil. Between 1990 and
1997, fourteen new models were launched, as
opposed to merely seven in the entire previous
decade. Two more launchings are planned, in 1998:
GM Astra and Fiat Marea. In the next two years,
VW Golf, a new supercompact model of GM (at
present called Arara Azul - Blue Macaw) and a
new Ford  model will be launched. If future
newcomers’ launchings are taken into account,
Brazil should close the 90s with a record number of
launchings.

The first result to be expected from this wave of
investment in the automobile industry is the
significant increase in supply of updated products,
in almost every segment of the Brazilian market
Local car assemblers, which accounted for almost
3/4 of total imports of automobiles in 1996, are
now internalising manufacturing of their best
sellers (as shown in the examples of GM Astra and
VW Golf). Moreover, in 1996, eight out of the ten
largest independent importers (representing brands
which are not manufactured locally yet) announced
investment in new plants in Brazil. Thus, only
luxury cars, the demand for which is limited in
Brazil, will suffer little or no competition from
local production. Thus one important result of
investment is the strengthening of  the
competitiveness of locally produced cars, which
constitutes a limiting factor to growth in imports.

The definition of an automotive regime
common to Mercosul, which will come into force
from the year 2000, wiil set a protection level
which is enough to avoid another import wave,
such as the 1994/95 import flood. The Brazilian
government proposal, supported by Argentina, to
set a 35% tariff on the importation of cars and
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trucks from third countries, is likely to be
approved1. This time negotiation takes into
consideration interests of car assemblers located in
the region, which increases the chance of succeding
and should produce results better than those
obtained in the confrontational strategy2.

In view of the discussed above, it is expected
that the share of imports in total supply of cars and
trucks will not rise much above the current 15%. In
defense of local producers, different types barriers
have been consolidated.

However, the most relevant effect of new
investment could be on the export side. A more
detailed analysis, which examined the destination
of exports by car model is required, yet some
important trends can already be observed. The
main objection to the expectation that Brazil could
significantly increase automobile exports stems
from the evidence that current investment seeks
primarily supplying internal demand  or, at most,
the regional one. Although this is true, the
argument fails to take into account that the upturn
in investment is allowing the Brazilian car industry
to become a volume producer, for first time in
history. In another study (Quadros Carvalho et al.,
1997) we observed that in Brazilian car assemblers,
production scales for small vehicles have grown
substantially from 1993. Last year, VW and Fiat
surpassed the 400.000/year compact vehicle mark
(in the models Gol  and Palio, respectively)
whereas GM (Corsa) and Ford (Fiesta) surpassed
the 200.000 mark. In the assessment of O’Brien
and Karmokolias (1994 p. 21), the optimum scales
in assembly of cars and trucks varies from 100.000
to 200.000 units per year, depending on the type of
vehicle. Therefore, scale gains, whose absence
constituted a structural obstacle to the
competitiveness of the automobile industry in
Brazil, began to  emerge.

Even more important, new investment is
reinforcing the country’s specialization in
manufacturing «popular», small cars, adapted to

                                                                        
1 Paraguay and Uruguay, which have no interest in  protection
tariffs, resist Brazil and Argentina’s proposal. Import tariffs on
parts and components are still under negotiation. However,
expectation in Brazilian diplomatic circles is that the
agreement will be sealed by June 1998.
2 It is worthwhile remembering that the agressive policy of
reducing tariffs on car imports adopted by the Brazilian
government, in 1994,  had the objective of putting pressure on
car assemblers, accused of inefficiency and of hiking up
prices. Assemblers´ reply, canceling investment plans and
rapidly transforming themselves into the greatest importers in
the country, showed the mistake of this strategy.

road conditions of developing countries, which
account for the most dynamic markets today. The
case of Fiat Palio is an example of this trend. Fiat
has located in Brazil the major manufacturing base
for this model, which has been specially designed
for Third World countries. Production of Palio is
planned to reach 500.000 units per year. Even if
most of them are in fact to be sold in Brazil, a
significant portion will be - and already is -
exported to other regions, including Europe3.

VW and GM have been following a similar
path. The former will replace the current family of
compact cars (Gol) by a new model, whose main
manufacturing base will be kept in Brazil. The
latter has already announced that the «Arara Azul»
model, to be produced in the new plant of Gravataí-
RS, will be an entirely new super compact. The
Ford model which is to be assembled in the plant of
Rio Grande do Sul will be also unique. Several
newcomers announced their intention of entering
the «popular» car market, as is the case of the
Japanese firms Toyota and Honda and the French
firms Renault and Peugeot. It remains to be seen
whether, in a market of narrow margins and which
demands great volumes, the advantages of
established producers will not represent serious
barriers to the expectations of these newcomers. It
also remains to be seen whether it should be left to
the market, without any government interference
whatsoever, the decision as to the number of
producers of popular cars, since volume production
is incompatible with a too high number of
manufacturers4.

The main criticism to the specialization of the
Brazilian automobile industry is that the more
sophisticated models, whose production will be
discontinued, define technological standards, in
addition to being more profitable. In objection to
this, it could be asked whether keeping an
excessively diversified range of products would not
forestall volume production and whether volume

                                                                        
3 One of the products of the Palio family, the Palio Weekend
station wagon, has been exported to Italy, where Fiat does not
produce a similar product. The fact that the Palio was designed
for developing countries is more to do with the features of
sturdiness, simplicity and low cost, than with old design and
obsolete technology.
4 The episode of the authorization obtained by the Samsung
group from the Korean government to start producing vehicles
illustrates this problem well. South Korea, which had always
the importance of volume production for the development of
its industry clearly in mind, did not authorize Samsung to
manufacture automobiles for a long time, finally giving in after
difficult negotiations.
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production is not a necessary, albeit not sufficient,
condition to achieve the desired technological
standard in the future.

Therefore, the increase in scale economies
favored by new investment should reinforce the
competitiveness in certain segments (compacts and
supercompacts) and positively reflect in exports.
To be sure, the primary focus of the new
investment is the Brazilian market (or Mercosul).
However it is also plausible to expect that, once the
country is consolidated as a producer of popular,
modern cars in large volumes, car assemblers have
a structural increase in the export coefficient,
abandoning that  pattern of anticyclic export that
characterized it for so long.

With regard to the auto parts industry, the result
of the process of restructuring which is still in
progress, will be crucial for the future of trade
balance. The key question, as yet not answered,
refers to the newcomers in this segment and their
policies for local production and exports. What is
known to date is that a significant number of large
international producers - mainly Americans and
Europeans - are newcomers and began the building
of new factories alongside the new undertakings of
assemblers. An estimate of KPMG shows that 20
out of 21 of the largest world suppliers of auto
parts announced investment of  US$ 5 billion in
Brazil by the year 2000. In the absence of thorough
data on actual new investment, it is worth
mentioning the examples of Walker/Tenneco,
Heidemann, Hella, Kautex and Krupp, located as
suppliers to VW and Audi in Paraná, of Siemens
and Sommer Allibert as suppliers to Renault (also
in Paraná), and of Dana, which is buiding new
plants in Minas gerais and Rio Grande do Sul.

Trade and production policies of these and other
multinational auto parts producers will be decisive
for the definition of both the future of regional
trade and of Mercosul as a space of  production.
The wave of new investment of auto parts
producers can start new trade flows which could
counterbalance the current deficit trend in Brazilian
trade of parts and components.  On the export side,
some optimism could be allowed. The trajectory of
sustained export growth of auto parts (Table 3)
could be reinforced by firm concentration and
some large new investment (as the  new
BMW/Chrysler engine plant for export). On the
import side, the picture is less clear. Local
production of new entrants tends to reduce the need
of imports. However, the question as to the
required share of national content of vehicles in the
future consolidated Mercosul (after the year 2000)
remains open. The major risk behind the tendencies
discussed above is to do with the fragility of the
local industry in the segment of sophisticated auto
parts, particularly those with electronic
components. As Hoffman and Kaplinsky have
advised, the danger is that Mercosul countries
might be specializing in manufacturing and
exporting of low value added parts and
components, and in importing the high value added
ones.

To conclude it is worth remembering that the
definitive test of export capability and trade
balance for the car industry in the Mercosul
countries will occur from the year 2000, when the
incentives of the Brazilian and Argentinean
regimes will cease and most of the new plants will
become operational. It will be known then if the
recent deficits are reflecting a transitional period or
expressing deeper disequilibriums.

Sérgio QUEIROZ

AND Ruy Quadros CARVALHO

UNICAMP



Actes du GERPISA n° 25 75

REFERENCES

Arbix, Glauco (1996) Uma Aposta no Futuro: os
primeiros anos da câmara setorial da indústria
automobilística, Scritta (Pensieri): São Paulo, 1996.

Bedê, Marco A.(1996) Indústria Automobilística no
Brasil dos Anos 90: proteção efetiva, reestruturação e
política industrial, Tese de Doutorado, FEA - USP, São
Paulo, 1996.

Hoffman, K. and Kaplinsky, R. (1988) Driving Force:
the global restructuring of technology, labour, and
investment in the automobile and components industries ,
Westview Press, Boulder, EUA, 1988, 385p.

O’Brien and Karmakolias (1994) «Radical Reform in
the Automotive Industry: policies in emerging markets».
IFC, Discussion paper , nº 21. The World Bank:
Washington, D.C., 1994.

Quadros Carvalho, R. (1993) Programmable
Automation and Employment Practices in Brazillian
Industry. PhD Thesis. The Institute of Development
Studies, University of Sussex: Brighton/England, 1993.

Quadros Carvalho, R. et al. (1997) «Abertura Comercial
e Mudança Estrutural na Indústria Automobilística
Brasileira», Research Report for IPEA, Unicamp,
Campinas, 1994.

Suzigan, W. and Villela, A. V. (1997) Industrial Policy
in Brazil, Unicamp, Instituto de Economia, Campinas,
1997.

Tauile, J. R. (1984) «Employment effect of
microelectronic equipment in the Brazilian automobile
industry», Working Paper 131 – Technology and
Employment Programme, WEP 2 – 22, Geneva, ILO,
1984.


