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Summary

The Brazilian economy went through important trandformetions in the lagt years
The Red Pan controlled the inflaionary process reducing inflation rate from 1,476% to
only 17% a year. With this objective, it was necesssy to control the macroeconomic
vaiables as the exchange raes, the economy growth, and the reduction in the government
budget deficits, cutting resources for the socid programs.

In this Stuation, the unemployment rate increesed from 7.1% to 11.68% a year ad
the informd labor, without rights and officid regigter, represented 1/3 of the economy. The
hedth and housng offica programs decreased, and the dternative public policies did not
have success attain the population.

On the other hand, the population was organizing different organizetiond modds to
improve the socid sarvices The socid economy in Brazil grew and its paticipation
increesed.  The employers in the socid economy, foundations associations and co
operatives have increesed in the last years, and non-profit organizations acquired
importance.

The cooperdives must be andyzed under three different aspects first, the sectors
which had a rapid increese because of the economic Stuation as the medica, housing, labor
and credit cooperatives, second, the very poor people co-operdives, aound great dcities
with grest socid commitment; and third, the agriculturd co-operaives, traditiondly the
most important  co-operative sector in Brazil having a competitive postion in interngtiond
markets but presenting both podtive and negetive impacts on the 57% changes in the
exchange raes and then influencing approximately 1/3 of the rurd producers in the
Brazilian Centrad-Southern region.

Initidly, this essay discusses the recent changes in the Brazilian economy, the
dimenson and growth of the socid economy, and andyzes the importance of the co
operdtives organizetion in the Brazilian socid economy. Afterwards it describes the
inditutiond  environment, the necessaty changes in law to pemit the co-operaives
development, andyzes the X and Xl Brazilian Co-operatives Nationd Congress and the
mos important reolutions in order to modify the inditutiond pettern. Condluding, this
paper mekes condderdions about the modifications in socid non-profit enterprises and co-
operatives, and presents a theoreticd andyss of the public economy and of the ingtitutional
environment.

! Professor at University of Sdo Paulo — Economics School “Campus’ Ribeirdo Preto
E-mail sbialosk@usp.br



1 Recent Changes in the Brazilian Economy

During the last ten years the Brazilian economy went through important Structurd
modifications and macroeconomic adjusments. The high inflaion rates have been congant
during the 70s and 80s reaching unbearable levels of 2,0000 ayear.

The midde and high cdasses employees could make use of financid products as
invesments and indexed bank accounts, which provided automatic readjusment for the
monetary amounts deposited in banks. The lower classes had to use ther money amost
immediately after having received the sdaries so as not to lose therr acquidtive power. The
economy was totaly indexed.

In spite of this dramatic Stuation the population was accustomed to the inflationary
fluctuations and lived pacficdly with the condantly risng prices On the other hand, the
country managed to increese its Gross Nationa Product (PIB). In 1993, the year before the
Red Fan, the PIB showed a 4.9% podtive variaion indicating a red increase in income
and dso in the employment generation capacity.

But the Government spent more than collected and the State expenditures and the
economy indexation were the main reasons why the inflationary process perasted.

After the implementation of the Red HFan, in July, 1994, it was possble to dean
the inflationary spird giving and end to the economy indexaion and udng to control the
prices levd an exchange anchor, that is an overvdued exchange rate that dlowed less
expendve imports.

The so-cdled exchange anchor imposes a the internd prices leve, control
originating from competitors and a the imported products prices levd, compdling the
different sectors of the economy to gain competitivity in order to continue to compete in the
market.

The immediate result of tha macroeconomic policy is a disadjugment in the
payments baance; there are more imports than exports and the country accumulates
successve commercid  deficits that press the internationd reserves and the Red Plan
success. During the 80s until the middle 90s the commercid bdance was postive, but after
1995, the commercid bdance has been dways negdive Imports surpass exports The
baance went from US$ 10,5 hillion positive in 1994 to US$ 6.59 hillion negative in 1998.

This policy directly influences the economy growth and the labor market. The
naiond PIB decreases and the posshility exigs tha it will be negative in 1999
Unemployment rises condderably and achieves rates never before observed in the Brazilian
economy surpassing 10% of the economicaly active populaion. The figures show the
inflation reduction and the increase in the unemployment rates from 1990 to 1998.

The trandormaions in the economy aso produced an impact on the enterprises,
promoting bankryptcy and contributing not only to concentration in the market but dso to
the incoming of international enterprises. It is adso necessary to add that there was a
reduction in the PIB per capita, from US$ 5,037 in 1997 to only US$ 4,798 in 1998.

The risng number of unemployed enhances the socdled informa economy, that is
people who work without an officid regiger or yet mantan gandl busnesses not
recognized by the economy and by the government. Those activities teke place directly in
the peoples  homes or without license from the dae authorities, or dso as smdl services
contracted without officia regigtration.



A forecest shows that this sector amounts to approximatdy 8% of the PIB,
occupying about 25% of the economicdly active populaion in Brazl, that is 12.87 million

people in 1997, according to the Brazilian Ingtitute of Geography and Statidtics—
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According to this Inditute, the per capita average income of these people was US$
208/month and eech of the informd economy enterprises had, in October, 1997, an average
income of only US$ 1220.00. In this sector of economy 84% of the enterprises did not have
a spedfic line or credit and financing operaion, and 66% did not have any kind of license
to function. The informdity criteria used are the same as for OIT — Internationd Labor
Organization. As a rexult of these trandformations in the Brazilian economy, one can adso
andyze wha happened in the labor organization and in paticular in the co-operatives
sector of the economy.

1.1  Theimpact on the co-operatives

The co-opeaaives ae dso experiencing impacts during this macroeconomic  adjustment
process. The first impact occurs according to the co-operaive organization sector.
Therefore, one can andyze the evolution of the co-operatives number in the different
sectors of the economy, according to data from the Brazilian Co-operaives Organizaion —
OCB — 1999. Andyzing the table and the figure below, one can see tha in Brazil the
number of co-operdives grew from 1990 to 1998, and that in the period after 1994, that is
after the Red Plan, there was a cdear increment in the formation of co-operatives. The
growth rates are higher manly in 1997 with a 12.39% increee in the number of co
operdives.

Evolution of Cooperatives Numbersin Brazl from 1990 until 1998

1990 1991 1992 1993 1994 19%5 1996 1997 1998
Agricultural 1393 1404 1438 1344 1334 1378 1403 1449| 1408
Consumers 311 336 336 292 261 256 241 233 193
Services 195 206 202 194 191 194 209 206 187
Educational 101 107 112 100 105 106 176 187 193
Labor 629 531 618 705 825 986 699 1025 1334
Housing 179 182 177 187 176 174 190 231 202
Credit 741 763 665 788 809 834 859 882 890
Health* 468 530 585
Others- mineral 71 108 110
Total 3549 3529 3548 3610 3701 3928 4316 4851| 5102

Per cent variation -0,56% | 053% | 1,74% | 2,52% | 6,13% | 9,87% | 12,39% | 5,17%

* Until 1995 the Health Cooperativeswereincluded in Labor Cooper atives classification, after 1996 the
Health Cooper ativeswer e considered asa special segment of cooper atives— OCB —1999.




Variation of the Number of Cooperatives in Brazil
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Evolution in the totd number of co-operaives can be observed, however a different
impact of the macroeconomic adjusments is noticed depending on the co-operaives
economical segment.

Thus, the consumer co-opeaives, presssd on by the supemakets and facing
difficulties in the operaing scde and in the drculating cepitd adminigration, do not
manage to survive and a congant diminution in the number of co-operatives is observed.

The number of agriculturd co-operatives show some ostillaions in number but they
show a cetan levd of dability. A marked growth in these cooperaives indebtment leve
is observed notwithstanding.

However, one mugs notice the great oscillation in the number of labor as wel as
credit cooperdives this dtudion can be directly associaed to the macroeconomic
adiugments and to the fluctuation of some important vaiables. In the box bdow those
variations are shown.



Proportion of Cooperatives in Brazil
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The number of labor co-operatives had a 112% increase from 1990 to 1998, 90.84%
from 1996 to 1998. The labor cooperatives in Brazil are didributed in definite branches as
craftamanship, the culturd sector, transportetion and severd  others  comprehending
different kinds of professonds and rurd workers.

Among the labor co-operatives the ones which have steadily developed are reated
to professond activities as engineering, accountancy, informatic and others According to
the OCB (1998) the average number of associates per labor co-operdive was 234.28 in
1994, when the Red Plan was indituted, reaching 424.98 associates/co-operdive in 1997.
Thus, not only there is a higher number of cooperatives but dso a sgnificant incresse in
the average size of each.

Comparing the labor co-operdives as a whole, with the medica co-operatives, we
had in 1998 a totd of 516,396 associaed workers. According to OCB (1998), 23.1% had
universty leve, 101% a graduation levd. Thus 1/3 of the cooperaes have good
educationd leve.

The adtivities which give origin to these organizations are a function of the public
savice privatization process in 10.2% of the cases, 22.2% are asociaed to the need of
being postioned in cetan sectors of the labor market, and 38.6% develop activities and
were created as a consequence of the sub-contracting process of private firms.

One can natice, in the chat beow, tha due to the Brazilian economy adjustment
process, there is a reduction in the inflation levels after 1994, and as a result there is a
reduction in the Gross Nationd Product growth, producing a recessve picture, with a
consequent increase in the unemployment rates. In the second chart, one can observe that to
the increase in the unemployment levels there is a correspondent increese in the number of
labor co-operaivesin the country.

Accordingly, an increese in the credit co-operdtives number is obsarved. This
evolution has some important causes, the firg that until 1997 co-operdive banks were not
dlowed in Brazl, there were credit cooperatives that necessarily depended on government
or private banks in order that their accounts could be used in the Brazilian financid system.
Thus, these co-operatives payed a oread for these operations and were not dlowed to
declare dl the advantages of the co-operativiam.
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Inflation and Interest Rate in Brazil
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After the edtablishment of the co-operative banks, BANSICREDI and BANCOOB,
the credit cooperatives had another impulse. In 1998, there were 825911 asxociaes to
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credit co-operdivesin Brazil.

When the country dStudtion during the adjugment period of the economy is
andyzed, one observes that the interest rates are often above inflation levels, however, dfter
the Red Pan, the interest rates rose proportionately more than in the former period, that is,
when one considers the difference between the nomind interest payed to the Bank Deposit
Certificates — CDBs — and the inflation measured by the Fundacdo Getllio Varges Generd
Index of Prices — IGP — DI — divided by the annud inflation rete.

The chats bdow show that as inflation is reduced from 1994 on, a Sgnificant
increese in the actud interest proportion concerning the annud inflation leve is observed.
After the currency desvdorizaion in the beginning of 1999 aubdituting the exchange
anchor, the Federd Government adopted an inflationary gods plan consging of controlling
an annud inflationary god mainly by means of interest rates variaion.

The second chat shows that the increment in the number of credit cooperdives is
condant posshbly as a response to the proportiond actud interest rise during the
mecroeconomic  adjusment process One can notice the midterm growing trend in the
number of credit co-operatives.

2. M odificationsin the ingtitutional environment

In Brazl, the co-operdive sociely is organized according to a pedific legidation,
Law 5764, December 16, 1971. In its 3 Article cooperatives are defined as a mercantile
society aming no profits. In their Paragraphs are lised dl the fundamental and doctrinaire
principles of co-operdivism as voluntary paticipation, free ingress and egress, the
imposshility to sdl shares — the subscribed pats — ther commeddization in - gock
exchange makets is not dlowed — the lack of politicd and rdigious discrimination, the
principle one man one vote, and in the 38" Article the generd assembly as the supreme
organ of decison in the organization (Bidorskorski Neto, 1994).

Today, the Brazilian co-operdiviam lies in a juridicad vacuum due to the absence of
a dexr and moden legiddaion dle to refine the former legidaion, adding the
modifications indituted by the condituent process in 1988, and not yet regulated. Thet is
thelegidation is, in practice, ten years behind the decisons taken by the Congtitution.

During the X Brazlian Congress of Co-opeaivism, in 1983, the inditutiond
environment favored the emegence of a coopedivid palianentay group thd,
aticulating a group of pressure, was responsble by the advancements atained by the co
operativis movement in the condituent process of that time Important inditutiond results
were achieved by the 1988 Brazilian Condtitution as:

Artide 5", XVIII: “the cregtion of associations and, as law determines, of co-
operaives, is independent of authorization, the date interference in ther functioning is
prohibited’. Today, in Brazil, the co-operatives do not depend on the State.

Artide 174", item 29 says tha: “the law will support and simulate the co-
operativiam and other forms of association”. The State must support and incentive co-
operativiam as an organizationd form of the population.

Artide 146", Chapter on the Nationd Tributay System, says “The complementary
lawv must..lll — Egablish generd norms about tributary legidation, particulaly on.. c)
adequate tributary trestment of the co-operative act practiced by the co-operative societies'.
Thus, the cooperaive act is recognized as something different from the commercid act
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and a differentiated tributary dtudtion is guaranteed for this act, and this is very important
for dl the cooperation activities dnce these are recognizably the opposte to the smple
commercid activity.

Artide 192" says “The nationd financid system, dructured as to promote a
baanced devdopment of the Country and to serve the collective interests, will be regulaed
by a complementary law which will dso ded with ... VIII — the functioning of credit co-
operatives and the requirements to adequatdy operae and dructure financid inditutions’.
This puts the credit co-operdtives in the same level asthe finandd inditutions

It is possble to observe the importance of the new legidation for the Brazlian co
operativiam; that is dso one of the reasons of the growing number of co-operatives as a
result of the economica adjusmentsin Braxzil.

Severd advancements dtained in that occason had their origin in discussons and in
the aticulated action during the X Brazilian Congress of Co-operativiam, and were not yet
duly regulated and incorporated into the Brazilian co-operativiam.

During the Xl Congress, in 1998, some important questions were discussed. It was
discussed and determined that a new form of representation in the Brazilian Co-operatives
Organization would be necessay, where the branches of the co-operaivism had grester
representation in the organization adminigtration; this was conddered necessty due to the
growing importance of some sectors as the labor and credit co-operatives.

Ancther important quesion was financid, with the posshility of the co-operaive
societies issue bonds aming the necessary capitdization; the objective was to adjust the co-
operative enterprises and obtan resources from other dternative financid sources. In
Brazl, there are concrete pressures to change the inditutional environment as to permit a
greater efficiency of the co-operative societies.

The fird modification concarns legidation, that is Law 5764, which regulates co
operdiviam in the country. Tentative are being made to edtablish a new legidation both
comprehending the problem of monitoing co-operaive societies and  dlowing more
modern capitalization processes which condgder aspects as the doctrinaire fundamentals, the
one man one vote principle, and the digtribution of the results.

Therefore, the fundamenta doctrinaire principles would be maintained, however
posshilitating the co-operdivian to have new resources, propitiating the environment for a
new understanding of property rights aming growth and economica efficiency.

Thee would be some of the inditutiond changes necessary and compulsory for the
Brazilian co-operaivian. One must observe that in other countries these conditions exist
and these procedures manage to succeed leading the co-operatives to better conditions of

competitivity.
3. Final condderations

One can condder, obsarving these evidences, that due to the economicd adjustment
process Brazil is now passng through, and conddering that this process leads the Brazlian
society to a high level of sacrifice concerning income and growth, this society is fredy and
autonomoudy organizing itsdlf, in order to face this process.

As a respone to the extremdy high levd of unemployment rate, besdes other
dtendives sodey is organizing itsdf in labor co-operdtives manly comprehending
universty levd prdessonds, many with graduaion courses. It is interesting to observe
that this profile changes as time passes.
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Al as a consequence of high interest rates and the lower income leve, society
tends to organize itsdf in credit co-operdives, in order to reduce capitd costs and obtan
financid resources for investments and to have circulating capitd for smdl firms

This is now possble because the X Brazlian Congress of Co-operativism and in the
Brazilian Conditution there is a legidation which permits an inditutiond environment
where the cooperdive societies organization does not depend on the State meking totaly
posshle the rapid response of the society to the adversties arigng from the Brazlian
economy adjustment.

On the other hand, it is necessry to adapt the nationd co-operaive system to the
modifications which occur in this sector, as during the XI Brazlian Congress of Co-
operativism where a new OCB organization gppeared aming greater representativey of the
co-operativigt sectors which showed more growth in the last years, as credit and labor.

Fndly, one mus emphasze the importance of the populaion free and autonomous
organization to propiticte a more just and egditaian society. Co-operativism today in
Brazil isardiade and safe response to the adversities which afflict the population.

Formerly, this was more intensdy obsarved in less favored classes but today by the
evolution of the labor co-operdives one percaves that the co-operatives are a form of
organization which favors aso people with better educationa qudifications.

Co-opeaativism possbly will be conddered in the future an efficent organization
form to provide economicd and socid responses to face the economica modifications and
the markets internaiondization. In Brazl, the opinion is that a dSgnificatt and important
growth of the cooperativism is occurring which can become an important organizationd
element to be consdered by the public policies concerning economy.
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