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OVERVIEW 

• President Lula emerges as a regional leader committed to a stronger Mercosul and enjoys high poll 
ratings in Brazil. 

• Brazil’s relationship under Lula with the United States has been less prickly than had been feared, 
nonetheless there have been serious points of contention such as the deep division over the relevance 
and functions of multilateral organizations. 

• The Lula administration tightened interest rates to 26.5 percent for most of the first six months, and 
Brazil generates a surplus of $9.647 billion through June 22. 

• President Lula takes his coalition from a minority position at inauguration to a majority position capable 
of passing constitutional amendments in both houses of Congress.

Twenty-two years after the Brazilian Workers’ Party (PT) 
was established, Luiz Inácio “Lula” da Silva—one of the 
PT’s founders—became Brazil’s president. His election on 
October 27, 2002, marked the first time a candidate with a 
limited formal education, a background of poverty and 
disadvantage, and a fully elaborated leftist agenda had been 
elected to Brazil’s highest office. 

During the campaign, fears grew among international 
markets that a Lula victory would, based on his fiery 
rhetoric during three earlier presidential campaigns and his 
history as a radical labor leader, result in a wave of 
renationalizations of industry and suspension of Brazil’s 
foreign debt repayments. Those concerns were intensified 
by political unrest and a debt moratorium in neighboring 
Argentina. The fear was that Lula’s strong performance in 
the first round of elections amounted to a “repudiation” by 
the electorate of the policies of the Cardoso administration. 
Attention was also given to Lula’s friendships with 
Venezuelan strongman Hugo Chávez and Cuban dictator 
Fidel Castro, as well as his description of a future Free 
Trade Agreement of the Americas (FTAA) as the 
“annexation” of Latin America by the United States. At the 
height of the concern, the exchange rate between the real 
and the dollar was almost 4:1. 

Those anxieties did not seem to bother Brazilian voters, 
however. His opponent José Serra’s apparent preference 
for confrontation and inability to find the keys to 
connecting with the Brazilian people were reminiscent of 
an earlier, angrier Lula rather than the designated heir to 
the suave internationalist Fernando Henrique Cardoso. For 
his part, Lula’s successful implementation of a strategy of 
remaining above the fray, conveying an image of new-
found moderation and serenity, and generally being a 
sympathetic, engaging and above all charismatic 
interlocutor played well with voters. Lula was elected in 
the second round with more than 61 percent of the valid 
votes and support from every sector of society. This was 
the widest margin of victory since the restoration of 
civilian rule in 1985 and brought with it an almost 
unbelievable outpouring of hope and expectation. Lula’s 
popularity rating on the day of his inauguration reached 
nearly 90 percent. 

The victory of the PT candidate was not, however, 
mirrored by similar results in the legislative and 
gubernatorial elections. As in 1998, the Workers’ Party 
gained control of three states, and in 2002 two of these 
were among the poorest and least populous in the country. 
Similarly, Lula could count on the support of just 228 
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federal deputies and 31 senators, well short of the numbers 
necessary to guarantee approval of constitutional reforms. 
Observers agreed that Lula’s victory was far more that of 
an individual than of a party or an ideology. “Cardoso 
fatigue” apparently did not extend beyond the Planalto 
Palace, Brazil’s White House: the initial government 
minorities in the National Congress and tiredness with 
Cardoso did not translate into major votes for the PT 
elsewhere. 

THE BLUEPRINT 

Lula’s first official speech as president was made on 
January 1, immediately following his swearing-in at the 
National Congress. An outline of his government’s 
intentions, it summarized remarks made during campaign 
appearances and provided no surprises. Internationally, as he 
had said throughout the election run-up, he would emphasize 
regional integration and a more central role for the effort to 
create a regional common market, Mercosul, and implied a 
more activist role by Brazil with its immediate neighbors. His 
trade approach, he said, will balance three-way outreach to 
the United States, Europe, and the large developing nations 
and will be based on export development. Lula’s biggest 
applause-getter during the run-up to the U.S. war against 
Saddam Hussein was his unambiguous statement that the 
road to peace in the Middle East—he was speaking about the 
Israel-Palestine issue as well as Iraq—lays through 
negotiation and dialogue, and not force.  

He also repeated the overarching domestic priorities of his 
administration set out in his victory speech on October 28: 
to “put an end to hunger” in Brazil through a special new 
program, create employment, combat crime and corruption, 
and improve education for the poor. Additionally, he 
promised “a peaceful and planned agrarian reform, [which 
will] guarantee access to land for those who work, not only 
for social justice but so that Brazilian fields produce more 
and bring to the table more for everyone….” He would, 
then, emphasize social goals, which he and his party had 
consistently maintained had been absent from previous 
administrations. (Nor was this an untutored decision: a study 
undertaken by the Pew Research Center for the People and 
the Press shows that Brazil ranked third among 44 countries 
queried whose respondents believe the state should 
guarantee an acceptable minimum standard of living.) To 
achieve his objective, he singled out four areas for special 
attention and reform: the public-sector pension system, the 
tax structure, the political party system ,and labor rights. 

Six months after his inauguration, Lula’s priorities remain 
the same. 

EARLY MOVES 

Despite the consistency between his early remarks as 
president and his stump speeches, the first six months of the 
Lula administration have been filled with surprises, both 

pleasant and unpleasant, for the president’s supporters and 
detractors—and probably the president himself. 

Lula’s initial actions confounded many observers. Rather 
than the confrontational economic moves that might have 
characterized his orientation a decade ago, Lula recognized 
and accepted the unpleasant calculus of Brazil’s fiscal 
situation in the low- (or no-) growth world after 
September 11, 2001. Taming inflation and promoting 
export-led economic expansion were imperative if he was 
to have any hope of meeting his social goals. 

Lula acted on multiple fronts. First, he reassured 
international markets that his administration would honor 
the commitments of previous administrations. Second, he 
was practical and wise in his choice of a cabinet. José 
Dirceu, the former guerrilla and congressman who 
brilliantly ran Lula’s presidential campaign, was entrusted 
with overall coordination and implementation of 
government initiatives. The doctrinaire left received 
ministries and responsibilities linked to social goals. To deal 
with international markets, he named another tested 
politician as finance minister, former mayor Antonio 
Palocci. As head of the Central Bank, he appointed a 
former commercial bank executive who successfully ran 
for Congress as a member of Cardoso’s party, Henrique 
Meirelles. This also provided early support for the pro-
commerce stance represented by Vice President José 
Alencar, a self-made businessman who rose to command 
Brazil’s largest textile manufacturer, Roberto Rodrigues as 
agriculture minister, and Luiz Fernando Furlan, as minister 
of commerce, industry, and development. The latter two, 
by virtue of their backgrounds in the private sector, were 
well and favorably known in international circles. The 
appointment of radical economists to top-level positions 
was generally eschewed, although “developmentalist” 
Guido Manteiga was named to head the Ministry of 
Planning. Lula also established a broad-based Social and 
Economic Commission, headed by another respected 
former mayor, to provide ideas and act as a buffer 
between the administration and the National Congress. 

Palocci’s early contacts (in particular) with international 
financial institutions were friendly and positive, generating 
reassuring words of confidence from the PT’s former 
mortal enemy, the International Monetary Fund, and other 
potential or actual loan sources. Shortly before the World 
Bank meeting in April, the fledgling administration also 
ratcheted up the primary surplus target from 3.75 to 4.25 
percent of GDP, further impressing international markets 
by the seriousness with which Brazil was addressing its 
fiscal responsibilities. To wring out inflation, Palocci and 
Meirelles tightened interest rates to 26.5 percent for most 
of the first six months of the administration. The 
government also took advantage of the weak real to 
galvanize its exports, generating a surplus of $9.647 billion 
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through June 22—far beyond the $2.154 billion earned 
during the same period in 2002. Notably in this respect, 
China has become Brazil’s second-largest export market, 
reaching nearly 230 percent of sales notched during the first 
five months of the previous year. 

INTERNATIONAL SUCCESS 

Conversion of his strategy for international affairs into 
concrete actions brought Lula almost immediate star quality, 
despite gaffes committed by senior officials who, 
accustomed to speaking freely as members of the 
opposition, had not yet come to grips with the new reality 
that their statements now were expected to reflect 
government policy. One such case involved the minister of 
science and technology, whose extemporaneous remark on 
January 6—that Brazil might consider resuming its nuclear 
program—caused global consternation before a Planalto 
statement definitively quashed the idea. Lula himself shows a 
tendency to tailor his remarks to his immediate audience 
without necessarily considering repercussions in a wider 
context; and his forceful, undeniably sincere projection in 
making his case has an impact that can cause complications 
when the intended message is distorted. While these hiccups 
continue to occur with some regularity, damage control 
measures have thus far proven effective. 

Although Lula asserted during the campaign that, if elected, 
he intended to travel internationally far less than his 
predecessor, advisers who counseled such trips won out. A 
hefty schedule of visits abroad began even before his 
inauguration. His first, in early December to Argentina and 
Chile, was designed to reinforce his commitment to Brazil’s 
neighbors, the region, and Mercosul. This was immediately 
followed by a trip to Washington, D.C., where he met with 
President George W. Bush on December 10. It more than 
achieved its primary goals: first, to underscore, as 
spokesman Andre Singer had signaled, the incoming 
administration’s awareness of the need for a constructive 
relationship with a country the Brazilian left had often 
described as the enemy; and, second, to establish if possible 
a personal relationship with the U.S. president. To the 
Brazilians’ relief and pleasure, President Bush reacted to Lula 
himself and to the “Zero Hunger” plan with unbridled 
enthusiasm. Since then, Lula has used trips to inaugurations 
in various South American countries, such as Argentina, 
Bolivia, and Ecuador, to call for regional development in 
both political and infrastructural terms. Perhaps as a result 
of this emphasis, he is the first non-Andean head of state to 
be invited to participate in the Andean Community meeting at 
the end of June. He has visited France and Germany, where 
he joined his voice to theirs in opposing the war in Iraq. He 
plans trips to six countries in Africa in August—where he 
and President Bush promise to continue to fight AIDS—and 
to an undetermined number of Middle Eastern nations before 
the end of his first year in office. 

Lula also crafted a careful message for his early 
appearances at international conferences, balancing fiscal 
and social objectives. At the World Socialist Forum in 
Porto Alegre in January, he was firm in his commitment to 
“developmentalist” objectives and social reform but candid 
in underscoring the need for realistic policies rather than 
dreams. Although his message was in many ways 
unexpected by the participants, his past in the movement 
and historic election guaranteed an overwhelmingly 
positive reception. Scant days later, his presentation of his 
administration’s goals for Brazil received an equally warm 
response from a somewhat less likely audience—the 
captains of industry and capitalist governments at the 
World Economic Forum in Davos. Again partly as a result 
of his rave reviews, he was invited to Evian as a 
representative, with others, of the developing world at the 
G-8 summit. There, he proposed a percentage of profits 
from arms sales be used to fund a global version of the 
Zero Hunger program. The idea was received politely but 
unenthusiastically by the G-8, although host France 
diplomatically thought it might merit further study. 

In mid-June, Lula returned to Washington, D.C., for a 
second meeting with President Bush, which confirmed the 
constructive personal relationship the two enjoy. The 
significance of this visit lies not in Lula’s being the first 
head of state opposed to the Iraq war to be invited to 
Washington after its cessation. Nor was it in the joint 
statement reaffirming support for a successful FTAA 
agreement and maintenance of the original timetable, 
despite its divergence from Lula’s earlier “annexation” 
comment and Brazil’s unhappiness over U.S. maintenance 
of agricultural subsidies. That the two countries formally 
established a joint agricultural commission to discuss and 
perhaps resolve aspects of this key problem gets closer to 
the real reason: the two nations established an across-the-
board binational structure through which they can discuss 
and treat the full range of issues that confront them, on a 
regular basis and at the highest levels of government. 
Practically speaking, this new arrangement has the 
potential to prove useful in maximizing mutual advantage in 
such sectors as aviation, where the Brazilian manufacturer 
Embraer closed a $3-billion sale of 100 airplanes to the 
U.S. airline JetBlue in early June. It also can provide a 
dispassionate venue for treating problems in areas 
including investment in Brazil’s energy sector, where a 
number of U.S. firms have encountered serious problems; 
or specific actions related to the bilateral law enforcement 
agreement, which can speed up the administration of 
justice in both countries. And, of course, it can foment 
cooperation in the many areas, such as education, where 
Brazil and the United States have worked collegially 
together for decades. Few nations—Mexico and Russia are 
among them—have such a comprehensive and 
institutionalized relationship with the United States. 
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If Brazil’s relationship under Lula with the United States has 
been less prickly than had been feared, there have 
nonetheless been serious points of contention. FTAA was 
one such, although there seems to be an emerging 
consensus shared by the two presidents that leaving 
polemical issues out of the negotiations can lead to a useful 
if “light” agreement. The most important of these has been 
the deep division between the United States and Brazil over 
the relevance and functions of multilateral organizations. The 
United States has, of course, been skeptical not just of the 
effectiveness of the United Nations and its dependencies. Its 
dismissal of the International Criminal Court, the Kyoto 
Protocol, the Comprehensive Test Ban Treaty and perceived 
disrespect for the UN were greeted in Brazil with dismay 
and anger. Brazil has, for its part, maintained its long-
standing position that the key to lasting peace both regionally 
and globally lies in multilateral rather than unilateral 
approaches. Not only did it consistently say so in its 
statements regarding Iraq, it was also careful during the 
June visit of Lebanese prime minister Rafik Hariri to ensure 
that language in the joint communiqué supporting the 
creation of an independent Palestinian state included the 
“conviction that global and broad peace for all the countries 
in the Middle East [is] based in United Nations resolutions.” 
And it is quietly gathering support for its eventual candidacy 
to become a permanent member in an enlarged UN Security 
Council. To date, the United States has maintained a hands-
off policy, saying that if geographical regions become the 
basis for Security Council expansion, then a decision on a 
Latin American representative will be the responsibility of 
the region’s members. 

Nor have fears about Venezuela’s Chávez or Cuba’s Castro 
exerting undue influence over Lula materialized. Although 
Lula has long considered himself a friend of the latter, it 
took his international adviser to convince the 
uncharacteristically coy Cuban to appear at Lula’s 
inauguration. Since then, although the two leaders have met 
a number of times, the Cuban connection has been damaged 
by the regime’s execution in April of three would-be asylum 
seekers and heavy sentences given to dissidents. Even 
Castro’s allegations of U.S. provocations in order to justify a 
“Baghdad-like” invasion, which not too long ago would have 
been accepted without question, are increasingly met with 
embarrassed silence by all but the truest of true believers. 
Nor has Chávez been successful in his attempts to 
manipulate Lula, although he has tried to put words in the 
Brazilian’s mouth on several occasions. In mid-April, he 
resisted Lula’s attempts to convince him to negotiate with 
the Venezuelan opposition and unsuccessfully insisted the 
Group of Venezuela’s Friends, the creation of which was in 
part a Lula initiative, be expanded to reduce U.S. influence. 

In short, Lula’s interaction with the international community 
has generally been along the lines of traditional and recent 

Brazilian foreign policy. On a global level, he has 
maintained the superiority of multilateral over unilateral 
approaches, of consensus and negotiation over 
confrontation. He has maintained a certain independence in 
Brazil’s positioning in the world, one that might be 
characterized as balancing opposing forces. Thus, he has 
pursued a commercial policy through actions and rhetoric 
that seek to create for Brazil (or, as circumstances dictate, 
Mercosul) an equilibrium among the United States, Europe, 
and the larger emerging economies such as China, Russia, 
and South Africa that would optimize Brazil’s economic 
opportunities. In his emphasis on the importance to Brazil 
of South America and especially in his willingness to take 
on a regional leadership role, he resembles no one so much 
as his immediate predecessor, Fernando Henrique Cardoso, 
who in 1999 sponsored the first meeting of elected South 
American presidents to broach how best to encourage the 
continent’s economic, social, and infrastructural 
development. Similarly, he has maintained Brazil’s long-
standing interest in lusophone Africa, expanding it to 
include the economically potent Southern African 
Development Commission (SADC) countries. Small 
wonder that one of Lula’s few concrete requests to 
President Bush in June was for assistance in developing 
South America’s infrastructure; equally small wonder that 
the two agreed on the need to help Africa. 

THE DOMESTIC SCENE 

The pleasant surprise international observers have felt at 
the maintenance of strict monetary controls, the pledge to 
attack and correct distortions in the domestic financial 
structure, the continuation of a multi-targeted commercial 
policy, the reiteration of traditional Brazilian foreign policy 
values, and especially the revelation that Luiz Inácio “Lula” 
da Silva has neither horns nor tail contributes to Brazilian’s 
perceptions of his administration. He took office on a huge 
wave of hope that reflected a positive rating of nearly 90 
percent. In May his government enjoyed a favorable rating 
of 51.6 percent, while Lula’s personal rating stood at a still 
high 78 percent. Perhaps equally important, 85 percent of 
the population feels proud to call themselves Brazilian. 

Even in his inaugural address, Lula began urging Brazil to 
have patience and not to expect miraculous cures for the 
country’s substantial systemic ills. His call for patience 
was not an idle one: time is key. Establishing social 
programs like Zero Hunger require time to set up 
structures for qualifications assessment and distribution of 
assistance, while following through on promises of land 
reform brings into play many complex laws and legal 
procedures. The public -sector social security and tax 
systems, reform of which is essential to domestic fiscal 
health, are complex and controversial issues that require 
for their solution great expenditures of political capital, 
which cannot be done in a moment, as well as time to 
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craft passable legislation. 

The current retirement system for civil servants has been 
identified by domestic and international observers as a major 
obstacle to funding Brazil’s development. Currently, a civil 
servant with 30 years of service can retire and receive a 
pension of 100 percent of salary; a teacher can retire on the 
same conditions after 25 years; workers can retire on full 
pension at any age for documented health problems. Retirees 
do not contribute to the social security system; active 
workers contribute about 11 percent of their salaries. 
Military retirees receive a promotion on the last day of active 
duty, which is immediately reflected in pension payments. 
The unmarried daughter of a military retiree is entitled to 
receive the latter’s pension as a death benefit. Tax reform, 
on the other hand, is more specifically an institutional issue 
that would treat the relationship between federal tax 
collection and distribution to the states: how to divide up 
taxes on goods and services between consumer and 
producer states. The present system, critics say, makes rich 
producing states richer and prevents poorer states from 
developing their own resources. Perhaps more important, 
many governors are vocal (at least rhetorically) in their 
opposition to the Law of Fiscal Responsibility, an anti-
deficiency measure that has effectively reined in formerly 
out-of-control spending in the public sector. Since legislation 
was passed during the Cardoso administration that severely 
restricted the president’s abilities to issue executive decrees, 
neither issue is subject to easy or rapid treatment that might 
otherwise have been afforded by those measures: 
gubernatorial inputs are critical, and congressional approval 
essential. 

Although the reaction to the plea for time was 
understandably not universal, most Brazilians responded 
positively to the appeal as far as social programs are 
concerned. Nonetheless, the Lula administration has not 
distinguished itself in this area. The official unemployment 
figure for May was 12.8 percent, the highest since early 
2002. Overall, expenditures in social areas during the first 
four months of 2003—10.4 percent of GDP—represent the 
lowest equivalent since at least 2000. Indeed, the 
administration completed its first five months in office 
without having spent a cent reserved in the budget on 
investments in sanitation, housing, or agrarian organization. 
The flagship “Fome Zero” program, for which 1.75 billion 
reais (about $600 million) have been reserved for 2003, has 
been plagued by bureaucratic delays, an inability to develop 
accurate lists of the needy (the media have noted some city 
councilmen have added themselves in order to receive the 
monthly stipend), and squabbles over the best way to ensure 
recipients’ compliance with program criteria. As of mid-
June, the purchase of cestas basicas—basic necessities 
baskets—for distribution to the landless exceeded by a 
factor of five outlays for the more generalized purchase of 

food through the card system. The overall weak 
performance of the socially oriented ministries has led the 
National Conference of Brazilian Bishops to share its 
concern on the need for faster action with President Lula 
and had shortly before that meeting led the minister of the 
civil household, José Dirceu, to name a new coordinator to 
oversee the unified transfer of resources to the poor, to 
which the Lula administration is committed. The 
nomination has two purposes: first, to herald the “second 
phase” of social policy; and second, to improve the overall 
management of the sector. 

That said, the government has begun as of late June to free 
up about 7 billion reais in program funds that will impact 
social areas, including monies for small-scale or “family” 
agriculture, 2.95 billion reais to broaden the micro-credit 
universe, and an as-yet-unknown figure to underpin a 
“First Job” program. Analysts are, however, concerned 
that the announcements of these programs have made no 
mention of oversight mechanisms to ensure proper 
accounting for expenditures. 

The government’s announced new flexibility on spending 
has its roots in two kinds of soil. First, the government 
stated in the waning days of June that Brazil had “emerged 
from the Intensive Care Unit” financially (see below). 
Second, it came in response to resistance to the 
administration’s programs, the sources of which were to a 
degree surprising. Through the first six months of Lula’s 
administration, opposition to his positions has not been 
centered in the parties of the political opposition—the 
PSDB (Brazilian Social Democracy Party) of former 
president Cardoso and defeated candidate José Serra or the 
PFL (Liberal Front Party)—although certainly it will 
become stronger and more articulate as time passes. 
Attacks have come, rather, from the ideological allies of 
the Workers’ Party and the left wing of the PT itself. 
There are two primary reasons for this. First, 
approximately 20 percent of the composition of the 
Workers’ Party is of the heavily ideological left, which 
sees Lula’s adoption of market-comforting policies and, to 
a degree, his reform targets, as a betrayal of the party’s 
historical positions. These are the politicians who still 
believe the IMF and the United States are devils incarnate, 
and their articulation of their beliefs recalls the days when 
the Workers’ Party and its allies had the luxury of 
automatically opposing every government initiative without 
a commensurate responsibility to offer a workable 
alternative. Second, this group and a more sizeable number 
of presently silent supporters from within and without the 
PT believe that Lula’s plan to reform the social security 
system constitutes a betrayal of one of the most consistent 
sources of votes for leftist candidates: the civil servants. 
They argue in particular that the administration’s proposal 
to tax public -sector retirees at the same 11.4 percent paid 
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by active employees is a violation of constitutional 
guarantees. Whether or not the contention has merit, the 
administration’s proposal calls into question the future 
loyalty of the affected voters. (That loyalty has additionally 
been shaken by the information that their hoped-for salary 
increase under Lula of 20 percent would at most be 4 
percent. This was subsequently further reduced to 1 percent 
and has yet to appear in their paychecks. These 
developments led the public sector to organize a substantial 
demonstration in early June to signal their displeasure.) Such 
uncertainty, in turn, encourages some PT politicians who 
plan to run for reelection or other offices to think twice 
before they sign on to a policy that will make them complicit 
in undermining the financial situations of the same public -
sector employees who have consistently voted for them. 
There is also a ripple effect at work. In heavily unionized 
Brazil, one of the primary components of the leftist labor 
central CUT (Central Única dos Trabalhadores) has been the 
public-sector unions. Their unhappiness over the social 
security issue now extends to the new head of CUT (a 
central once presided over by Lula), who broke with the 
public-sector employees to support Lula. The civil service 
unions, in turn, are now threatening to form their own 
central, which will drastically reduce the size and influence 
of CUT. The next step, planned and carried out on July 9, 
was a public -sector strike. 

The ripples extend further, to the Congress with an impact 
on the prospects for other reforms besides social security, 
including that of the tax system and a second-tier priority, 
reform of political parties. In the first five months since his 
election, Lula has increased his support in the House of 
Deputies to 370 from 228 and in the senate to 53 from 31. 
This increase has come about through a party-switching 
orgy that has seen 73 changes, which at this point gives 
Lula enough votes to approve constitutional reforms. Much 
of the new support comes from the adherence of the 
Brazilian Democratic Movement Party (PMDB) to Lula’s 
base and results from the time-honored tradition of the 
Brazilian pork barrel. At some point, the PMDB will gain a 
ministry; for the moment, however, the administration is 
being responsive to new supporters’ requests for political 
appointments to para-statals, banks, and regional labor 
representations on one hand and, on the other, funds for 
mayors’ projects. In Brazil’s political context, the latter are 
in fact more valuable because mayors and governors have 
more influence nationally than in (for example) the United 
States; the patronage jobs are for prestige. 

But the PMDB is a notoriously unstable party, more given 
than most to regional and subregional rivalries and individual 
idiosyncrasies. How long it will remain in the government 
coalition is a good question. One likely indicator will be the 
fate of political party reform. At present, a candidate can 
change parties up to one year prior to the election; the 

reform text would change that to two years, for the 2006 
elections. The leaders of the larger parties would 
understandably like to decrease party instability, and the 
hitherto-disciplined Workers’ Party has found new reasons 
to encourage party fidelity now that it runs the country. At 
this point, prospects are good that political party reform 
will pass in the extraordinary congressional session to be 
convoked in July, and small as it may be, it nonetheless 
would be a significant step forward. However, even its 
passage will not measurably enhance the government’s 
chances of passing social security reform this year. The 
small leftist parties that make up the government’s alliance 
depend significantly on the voters in the civil service, at the 
municipal and state as well as at the federal level, and they 
cast their lot with Lula more for ideological reasons rather 
than political rewards. Splinter parties like the PSTU 
(Unified Workers Socialist Party), a Trotskyite group that 
ran its own candidate for president, continue to take 
soundings about the eventual creation of a new party that 
would include the “shiites” of the Workers’ Party as well 
as itself and other extremist groups. 

One final ripple is the long-term effect of current fears 
about a less generous social security system for public 
servants, specifically a brain drain of experience that can 
adversely impact the efficiency of the bureaucracy. 
According to government figures, the number of 
retirements in the federal executive branch increased by 
54.6 percent from January to April over the same months 
in 2001. In the Central Bank alone, 18 percent of active 
workers have asked to retire in 2002. About 20 percent of 
teachers and technicians can request retirement at any 
point, exacerbating the current deficit of qualified 
educators. One measure the government is implementing is 
the assurance that an employee who fulfills the 
requirements for retirement, but chooses to remain active, 
will receive a salary supplement equal to the mandatory 
contribution. 

The volatility that results from the intra- and inter-party 
tensions is also fed by the activity of nongovernmental 
actors, both on the left and the right. The Landless 
Movement (MST), has resumed its illegal occupations 
after a brief hiatus in 2003 in an effort to force 
concessions from an administration that is supposed to be 
more receptive to its demands. Indeed, the number of 
invasions in the first four months of Lula’s administration, 
103, match the total for the last year of the Cardoso 
administration. Besides ratcheting up the numbers, the 
MST has also diversified the kinds of occupations it 
undertakes. In the state of Paraná in late June, for 
example, it occupied a number of pay plazas on toll roads, 
gaining a positive image for its Robin Hood–like tactics of 
allowing free passage to travelers before yielding its posts. 
MST leadership advises that, despite President Lula’s call 
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for “patience” and the relatively substantial outlays for cestas 
basicas for the landless, no truce exists and the organization 
has no intention of ceasing its invasions and occupations. 
Interestingly, the Catholic Church in Brazil, whose 
considerable left wing has long actively supported the MST, 
has opted to maintain a low profile on this issue thus far in 
the Lula administration. A former priest, Leonardo Boff, is 
one of the pillars of liberation theology and currently an 
adviser on social issues to the president. 

Pressure also comes from the right, especially from the 
business community, which has been concerned about 
continuing global economic woes, the impact of high 
domestic interest rates, and the details of the proposed tax 
reform. Within this context, one bright spot was—
unsurprisingly—the banking sector. Another was Brazilian 
agriculture, which now accounts for 27 percent of GDP, 
creates 37 percent of jobs, and is responsible for 40 percent 
of Brazilian exports. But more generally, according to both 
the Brazilian Institute of Geography and Statistics and the 
Getulio Vargas Foundation, industrial production fell 4.2 
percent and retail sales 3.8 percent in April, compared with 
figures for the same month in 2002. (Retail sales dropped 
for the fifth consecutive month.) In May, moreover, the 
General Index of Market Prices registered its greatest 
deflation since its inception; between January and April, 
industry overall grew just 0.6 percent. Similarly worrisome 
to the business community and the government is the 
decline in imports, which in May was 15.3 percent when 
compared with May 2002. Based on these figures and 
trends, the Central Bank revised downward its estimate of 
direct foreign investment in Brazil, from $13 to $10 billion; 
by comparison, the figure for 2002 was $16.566 billion. The 
projected figure is the lowest registered by the Central Bank 
since 1995. 

After several months of outspokenness over the need to 
revise interest rates downwards if growth were to be 
resumed, an argument (or at least its public presentation) 
that earned Vice President José Alencar equally public 
rebukes by the president, the administration did in fact cut 
lending rates by a half point in June. This move followed the 
calculation that inflation in May had fallen to 0.6 percent and 
preceded Finance Minister Palocci’s statement, cited earlier, 
that Brazil had left the emergency ward. Some observers 
note that even if the conditions for renewed growth should 
take root in the near term, the lack of adequate investment in 
sectors such as energy and the proximity of some 
productive sectors to capacity will make the resumption of 
that growth more difficult. 

CONCLUSION 

The first six months of the Lula administration have seen 
repeated successes on the international front and a 
willingness among most domestic constituents to grant a 
grace period despite the pressure of huge expectations and 

hopes that derive from Lula’s election. 

President Lula has emerged as a regional leader who has 
repeated his commitment to a stronger and broader 
Mercosul and as yet undefined forms of regional 
integration—both in terms of an eventual FTAA and a new 
relationship between Mercosul and the Andean Pact. He 
has also emerged as a spokesperson in First World fora for 
emerging nations and the Third World. He has indicated he 
will develop new markets among larger developing nations, 
help nations in Africa to the degree possible, and pursue 
economic agreements with the European Union. In all of 
these areas, as with his decision to pursue an FTAA, he 
reflects policy continuity with the Cardoso administration. 
He has shown himself capable of resisting definition in 
terms of Castro and Chávez, even while evincing 
understanding of them. To a degree, he has adopted a 
stance towards Chávez similar to that of former president 
Cardoso, in which he attempts to convince him of the 
advantages of more moderate and accommodating 
positions. Lula has won the early confidence of 
international markets for his commitment to honor 
obligations inherited from earlier administrations and for 
the measures he put into place on taking office that should 
help to stabilize Brazil’s financial situation. He has similarly 
won praise from world leaders—ranging from French 
president Chirac to U.S. president Bush to Pope John Paul 
II—for domestic initiatives designed to address the social 
ills of Brazil. 

Domestically as well as internationally, Lula’s charisma 
and sincerity stand him in good stead. He enjoys very high 
poll ratings, and although history indicates that the initial 
popularity of elected Brazilian presidents eventually suffers 
a steep decline, the early figures have helped the 
establishment of his administration’s priorities and their 
acceptance by the populace. Brazil’s export income is at 
record highs. His economic nominations and decisions 
have had a salutary effect on inflation, enough to permit a 
political decision to lower interest rates slightly and to 
focus on social programs that have been slow to get off 
the ground. He has taken his coalition from a minority 
position at inauguration to a majority position capable of 
passing constitutional amendments in both houses of 
Congress. He has committed to two principal reform 
efforts—public-sector social security and taxation. His 
administration’s position on the former is at odds with his 
Workers’ Party’s historical position; and the left wing of 
the PT, the leftist parties in the government coalition, many 
NGOs that supported him, and the majority of public -
sector employees who traditionally vote left have been 
opposed to him on this issue. Negotiation of the final bill is 
a certainty; also a certainty is that a canny negotiator such 
as Lula (a cofounder of the Workers’ Party, as well as a 
past president, and a past president of the CUT labor 
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central) will know when it must begin. 

Tax reform, on the other hand, brings the administration into 
probable confrontation with the business community and the 
governors over how tax revenues will be divided among 
producing and consuming states. Maintaining fiscal 
discipline while encouraging essential social spending will be 
a challenge in the second half of 2003, as will be keeping a 
lid on dissident social movements such as the MST. Lula 
will probably find it necessary to make changes at the top of 
several of the ministries in the social area to deal with too 
much uninspired management. Developing mechanisms to 
ensure well-articulated messages and consistency in their 
delivery for major government initiatives is essential to the 
projection of a government firmly and coherently in charge. 
Overarching this scenario is the need to put Brazil on a firm 
growth footing while keeping the confidence of international 
markets. 

All this is a tall order. But Luiz Inácio “Lula” da Silva, the 
poor kid from the northeast who grew up in São Paulo 
without much formal education or any other advantages 
didn’t become the president of Brazil by accident. 
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