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Brazil-U.S. Relations

Summary

On January 1, 2007, Luis Inacio “Lula’ da Silva, of the leftist Workers' Party
(PT), was inaugurated for a second four-year term as President of Brazil. President
Lula defeated Geraldo Alckmin, former governor of the state of Sdo Paulo, of the
Brazilian Social Democratic Party (PSDB), in arun-off presidential election held on
October 29, 2006. Lulacaptured 61% of the votes as compared to Alckmin’s 39%,
winning handily in the poorer north and northeastern regions of the country but
failing to carry the more prosperous southern and western states or Sdo Paulo, the
country’ sindustrial and financial hub.

President Lula has been working to make cabinet appointments and to form a
governing coalition capable of pushing his agenda through Brazil’s notoriously
fractured legislature. Hisimmediate tasks are to boost Brazil’ s lagging economic
growth and to address the issues of crime and violence. Some analysts predict that
ongoing corruption investigations involving President Lula's PT party may
undermine the strength of his second term in office.

Relations with the United States have been generally positive, athough
President Lula has made relations with neighboring countries in the Southern
Common Market (Mercosul) hisfirst priority, and has sought to strengthen tieswith
nontraditional partners, including India and China. Many analysts believe Brazil-
U.S. cooperation may increase during President Lula s second term, particularly on
energy issues. Brazilian and U.S. officias are currently negotiating an agreement to
promote greater ethanol production and use throughout Latin America, the details of
which areexpected to be announced after two upcoming meetings between President
Bush and President Lula. President Bush is scheduled to visit Brazil on March 9,
which will be followed by avisit from President Lulato Camp David on March 31.

In recent years, congressional interest in Brazil has focused on the U.S.-
Brazilian bilateral traderel ationship, aswell asBrazil’ srolein sub-regional, regional,
and global trade talks in the Doha round of the World Trade Organization (WTO)
negotiations. In December 2006, Congress extended trade preferences for Brazil
under the Generalized System of Preferences(GSP), but set thresholdsthat may limit
trade preferencesfor some Brazilian exports compared to previous years. Interest in
Brazil also centersonitsroleasastabilizing forcein Latin America, especially with
respect to Venezuelaand Bolivia. Brazil’ sroleasan ethanol producer has generated
growing interest in Congress. In addition, Brazil is a key U.S. aly whose
cooperation is sought on issues that include counternarcotics and counterterrorism
efforts; human rights concerns, such asrace relations and trafficking in persons; the
environment, including protection of the Amazon; and HIV/AIDS prevention.

Thisreport analyzesBrazil’ spolitical, economic, and socia conditions, and how
those conditions affect its role in the region and its relationship with the United
States. For additional information, see CRS Report RL33258, Brazlian Trade
Policy and the United States, by J.F. Hornbeck. This report will be updated.



Contents

Background . . ... 1
Political SItUALION . . . .. .o 2
Lula Administration ... ...ttt e e 3
CorruptionScandalS . . ... .. .o 4

October 2006 Elections . ...t 5
Prospectsfor LulasSecond Term .............. ... 6
Economic and Social Conditions .............. ... 6
Economic Conditions . . . ...ttt 6
Social INdICAOrS . . .. .o 8
Foreignand Trade Policy . ... e 9
RelationswiththeUnited States .............. .. ... 11
Selected IssuesinU.S-Brazil Relations . . ...t 12
Counter-Narcoticsand Counter-Terrorism ...........oovinnennnn... 12
Energy Security . ... 13
Ethanol Production .............. .t 13

Nuclear Energy . ... e 15

Trade ISSUES . .. oot e 16
World Trade Organization (WTO) Negotiations . . ............... 16

Free Trade Areaof the Americas (FTAA) ..., 17

Trade DiSpULES . ... oo 17

Human RIghts .. ... 17
Violent Crime and Human Rights Abusesby Police .. ............ 18

Raceand Discrimination . .............c.iiuiiiieennnnnn.. 19
TraffickinginPersons ........... ... i 20
HIV/AIDS . 21
Environmental CONCEMNS . ... ..ot e 23
Amazon Deforestation . ... 23

Land Conflicts . ... 24

List of Figures

Figurel. Mapof Brazil ......... .. .. . 26



Brazil-U.S. Relations

Background

Brazil isasignificant political and economic power in Latin America, but deep-
seated socia and economic problemshavekept it fromrealizing itsgoal of becoming
atruly global leader. A former Portuguese colony that achieved independence in
1822, Brazil occupies almost half of the continent of South America and boasts
immense biodiversity, including the vast Amazon rainforest, and significant natural
resources. Brazil is the fifth most populous country in the world. Brazil’s188
million citizens are primarily of European, African, or mixed African and European
descent.! With an estimated gross domestic product (GDP) of $786 billion in 2006,
Brazil’ sdiversified economy isthe eleventh largest in the world, the largest in Latin
America, and oneof thelargest inthe developing world, but per capitagross national
income is only $3,460, and the country has a highly unequal income distribution.
Brazil has long held potential to become a major world power, but its rise to
prominence has been held back by political setbacks, including twenty-one years of
military rule (1964-1985), social problems, and slow and uneven economic growth.
Thisapparent failureto live up to itsenormous potential has resulted in the common
adage, “Brazil isthe land of the future, and always will be.”?

Between World War Il and 1990, both democratic and military governments
sought to expand Brazil’s influence in the world by pursuing a state-led industrial
policy and anindependent foreign policy. Brazilian foreign policy hasrecently aimed
to strengthen ties with other South American countries, engage in multilateral
diplomacy through the United Nations (U.N.) and the Organization of American
States (OAS), and act at times as a countervailing force to U.S. political and
economic influence in Latin America. In addition to its active engagement in
regional and multilateral trade talks, Brazil under President Luis Inacio “Lula’ da
Silvahashelped diffusepotential political crisesinVenezuela, Ecuador, and Bolivia,
and supported Colombia s ongoing struggle against terrorist organizations and drug
traffickers. Brazil is a'so commanding the U.N. stabilization force in Haiti.

Currently, relations between the United States and Brazil are characterized as
fairly warm and friendly. The United States has increasingly regarded Brazil as a

! Brazil has never had alargeindigenous population. Today Brazil’ sindigenous popul ation
consists of roughly 400,000 persons (0.9% of the country’s population), many of whom
reside in the Amazon. U.S. Department of State, Country Reports on Human Rights
Practices 2005: Brazil, February 2006.

2 Lincoln Gordon, Brazil’ s Second Change En Route Toward the First World, Washington,
D.C.: The Century Foundation, 2001; |éda SiqueiraWiarda, “ Brazil: The Poaliticsof A New
Order and Progress,” in Latin American Politics and Devel opment, Howard J. Wiardaand
Harvey F. Kline, eds., Boulder, CO: Westview Press, 2000.
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significant power, especialy initsrole asastabilizing force and skillful interlocutor
inLatin America. U.S. officialstendto describe Brazil, similar to Chile, asafriendly
country governed by amoderate | eftist government that sharesthe U.S. commitment
to demaocratic practices, human rights, and prudent macroeconomic policies. They
assert that the United States seeks to increase cooperation with moderate leftist
governments in Latin America in order to diffuse mounting tensions among the
countries in South America, and to deal with populist governmentsin the region.

Although they share common goalsfor regional stability, Brazil’ s independent
approachtoforeign policy hasledto periodic disputeswith the United Stateson trade
and political issues, including Brazil’ s vocal opposition to the war in Iraq. Despite
these disagreements, Brazil and the United States have worked closely on a wide
range of bilateral and regional issues. In addition to trade matters, these issues
include counter-narcotics and terrorism, energy security, human rights protection,
environmental issues (including protection of the Amazon), and HIV/AIDS.
Brazilian and U.S. officials are currently formulating an agreement on ethanol and
technology development that is expected to be signed by President Bush and
President Lulain March 2007.

Political Situation

TheBrazilian political system hasseveral unique characteristicsthat distinguish
it from other countries in Latin America.  The country’s federa structure,
comprising 26 states, aFederal District, and some 5,581 municipalities, evolved from
the decentralized colonia structure devised by the Portuguese in an attempt to
control Brazil’ ssizableterritory. Evenduringthe centralizing government of Getulio
Vargas and the Estado Novo, or New State, (1937-1945), landowning remained the
source of local power in Brazil and states retained considerable autonomy from the
federal government. Brazil’ smilitary governmentsruled from 1964-1985 and, while
repressive, werenot asbrutal astheir counterpartsin other South American countries.
Although nominally allowing atwo-party system, judiciary, and Congressto function
during its tenure, the Brazilian military stifled representative democracy and civic
action in Brazil, carefully preserving itsinfluence during one of the most protracted
transitionsto democracy to takeplacein Latin America. Brazil also standsout asone
of the last countriesin the region to abandon state-led economic policiesin favor of
market reforms. Significant pro-market reformsdid not occur until the government
of Fernando Henrique Cardoso (1994-2002).2

During thefirst decade after itsreturn to democracy in 1985, Brazil experienced
economic recession and political uncertainty asnumerous effortsto control runaway
inflation failed and two elected presidentsdid not compl ete their terms. One el ected
president died before taking office; the other was impeached on corruption charges.
In 1994, Cardoso, a prominent sociologist of the center-left Brazilian Social

% For a historical overview of Brazil’s political development, see Bolivar Lamounier,
“Brazil: Inequality Against Democracy,” in Larry Diamond, Jonathan Hughes, Juan J. Linz,
and Seymour Martin Lipset, eds., Democracy in Developing Countries: Latin America,
Boulder, CO: Lynne Reiner, 1999.
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Democratic Party (PSDB), was elected by awide margin over LuisInécio “Lula’ da
Silva of the Worker’s Party (PT), aformer metalworker and union leader who had
led the PT since the early 1980s. Cardoso was elected largely on the basis of the
success of the anti-inflation “Real Plan” that he implemented as Finance Minister
earlier that year. The plan resulted in anew currency (the real) pegged to the dollar
beginning in July of 1994. During hisfirst term, Cardoso achieved macroeconomic
stability, opened the Brazilian economy to trade and investment, and furthered
privatization efforts begun in the early 1990s. Despite those achievements, the
Cardoso government was unabl e to enact much needed political and social changes,
such as social security, tax, or judicial reforms.

President Cardoso sought a second presidential term after a constitutional
reform was passed in 1997 to allow for reelection, and he defeated Lulada Silvain
thefirst presidential election round in October 1998 with 53% of the vote. President
Cardoso’ s popularity fell towards the end of his second term, however, as Brazil
faced amajor financial crisisin 1998, as well as contagion effectsfrom Argentina's
financial collapse in 2001. Most analysts credit Cardoso with restoring
macroeconomic stability to Brazil’ seconomy and solidifying itsrole asleader of the
Southern Common Market (Mercosul)*, but fault him for failing to implement more
aggressive political reforms or more effective social programs.®

Lula Administration

In 2002, Lulada Silvaran in his fourth campaign for the presidency of Brazil.
Unlikein his previousfailed campaigns, he moderated his|eftist rhetoric and, while
still advocating greater attention to social issues, promised to maintain the fiscal and
monetary policies associated with Brazil’s standing International Monetary Fund
(IMF) agreements. Lula, as he prefers to be known, argued for a more aggressive
foreign policy and for strengthening of Mercosul, but was often critical of the
proposed Free Trade Area of the Americas (FTAA).

The 2002 presidential election provedto beareferendum on eight yearsof “ neo-
liberal” policiesenacted by the Cardoso government. High unemployment rates and
economic stagnation led votersto support Lula, acritic of neoliberalism. Although
Luladid not win in thefirst round of voting, he was elected decisively in the second
round with 61% of the valid vote, as compared to Cardoso’ s designated successor,
José Serra, the Minister of Health and Senator from S&o Paulo, with 39%. Several
factors may account for Lula's presidential victory and the PT’ s strong showing in
the 2002 congressional elections. They include the PT’s reputation as a “clean”

* Mercosul isthe Portuguese variation of the morewidely seen Spanish acronym, Mercosur.
It is a common market composed of Brazil, Argentina, Paraguay, and Uruguay that was
established in 1991.

5> Susan Kaufman Purcell and Riordan Roett, eds., Brazil Under Cardoso, Boulder, CO:
Lynne Reiner Publishers, 1997; Mauricio A. Font and Anthony Peter Spanakos, Reforming
Brazl, New Y ork: Lexington Books, 2004;
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political party untainted by corruption; the PT’ s promiseto increase state investment
ineducation, health care, and agrarian reform; and Lula scompelling personal story.®

In January 2003, LuladaSilvawasinaugurated for afour-year term as President
of Brazil. During hisfirst term, President Lulamaintained the restrained economic
policies associated with his predecessor, even surpassing the IMF's fiscal and
monetary targets. In 2003, the Lula government enacted social security and tax
reforms, and in 2004, alaw to allow more privateinvestment in public infrastructure
projects. President Lulalaunched several social programs, some of which havebeen
more successful than others. The Bolsa Familia (Family Grant) program, which
provides monthly stipendsto 11.1 million poor familiesin exchange for compul sory
school attendance for al school-age children, has been credited with poverty
reduction. Itssuccess hasbeen limited, however, by bureaucratic problemsand local
corruption. Some argue that it has made poor households more reliant on
government handouts than on earned income.’

By 2005, legidlative progress had stalled, and President Lulawas increasingly
criticized for failing to develop effective programs to address Brazil’s ongoing
problemswith land distribution and crime. Critics argued that, ironically, one of the
first Lula government’s only major achievements was to maintain the orthodox
economic policies of the Cardoso administration. In 2006, some analysts began to
dismiss President Lula's efforts to expand Brazil’ s international profile as a leader
among devel oping countriesas* arelatively inexpensive[tactic] to shoreup domestic
support”® that had failed to yield many concrete results.

Corruption Scandals. Many political scientists have asserted that the
fragmented nature of Brazil’s electoral and party systems have made the country
extremely difficult to govern. They maintain that the country’s institutions create
incentives that encourage politicians to concentrate on delivering pork-barrel
programs to their political benefactors rather than on legislating issues of national
concern. In addition, Brazilian political parties tend to be more personalistic than
ideological, and many are locally or regionally based rather than national in scope.
As aresult, forming successful governing coalitions in Brazil often has less to do
with finding political parties with ideological similarities than with distributing
ministries or other patronagein exchangefor political support.® Many Brazilianshad
hoped that the PT would be able to clean up Brazilian politics, but those hopes
seemed dashed in the wake of a series of corruption scandals involving top PT
officials, the first of which erupted in May 2005.%°

® Wendy Hunter and Timothy J. Power, “The Lula Government at Mid-Term: Shaping a
Third Decade of Democracy in Brazil,” Journal of Democracy, July 2005.

" Anthony Hall, “ From Fome Zero to Bolsa Familia: Social Policiesand Poverty Alleviation
Under Lula” Journal of Latin American Sudies, vol. 38, November 2006.

8 Jeffrey Cason, “Hopes Dashed? Lula s Brazil,” Current History, February 2006.

° Barry Ames, The Deadlock of Democracy in Brazil, Ann Arbor, MI: University of
Michigan Press, 2001.

oWendy Hunter, “ The Normalization of An Anomaly: TheWorker’ sParty inBrazil,” Paper
(continued...)
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Themain corruption scandal, which resulted in theresignation of several senior
PT officias and the impeachment of several legislators, including President Lula’'s
former Chief of Staff who had since returned to Congress, involved the President’s
party allegedly paying monthly bribes (mensaléos) to congressmen of the alied
parties in the governing coalition to guarantee their support. Another scandal
involved allegations that the PT and other parties used off-the-books accounting
systemsto pay for their campaigns. In late March 2006, Finance Minister Antonio
Pal occi wasforcedtoresign amidst allegationsof corruption. Although many believe
President Lula had to be aware of the bribery and irregular financing schemes, a
congressional inquiry in April 2006 cleared President Lula of any direct
responsibility for the scandals.

InMay 2006, Brazil’ sfederal policereleased alist of 69 congressmenwho were
allegedly involved in another unrelated scandal involving the release of money from
the health ministry for the purchase of ambulances without public notification. By
December 2006, acongressional committee announced that it could not find enough
evidenceto indict any of those congressmen. The corruption and apparent impunity
inthe 2003-2006 Congress caused the Brazilian pressto dismissit as“theworst ever
in Brazilian history.”**

As aresult of the corruption scandals, both President Lula and the Worker’s
Party have lost popular support and credibility. Despitetheinitial popular outrage,
the PT decided not to investigate or punish any party membersallegedly involvedin
any of the scandals until after the election campaign.

October 2006 Elections. OnOctober 1, 2006, Braziliansheaded tothe polls
to elect anew president and vice president, federal |egislators, and governors. Months
beforethe el ection, most analysts predicted that President Lulawould soundly defeat
hismain opponent Geraldo Alckmin, former governor of the state of Sd0 Paul o of the
PSDB, inthefirst round. The presidential race tightened, however, when top Lula
advisers were accused of trying to buy a dossier with damaging information on
Alckmin and then- gubernatorial candidate Jose Serra just two weeks prior to the
election. VVoters appeared to punish Lulafor the scandal by denying him afirst round
victory. They asodenied reelectionto 61 of thelegislators suspected of participating
in the ambulance scandal .*?

In the October 29 second round, Lula overcame his first-round setback,
capturing 61% of the votesto Alckmin’s 39%. President Lula won handily in the
poorer north and northeastern regions of the country but failed to carry the more
prosperous southern and western states or Sdo Paulo. Observers have assessed that
Brazilians, though divided by class and region, effectively voted in favor of

10(_..continued)
Presented at the Latin American Studies Association Conference, San Juan, Puerto Rico,
March 2006.

1« eadership Contests Cast Doubt on New Legislature,” Latin American Brazl and
Southern Cone Report, January 2007.

12 “\/ oters Rebuff of Lula Shows Impact of Scandals,” Miami Herald, October 3, 2006.
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continuing macroeconomic stability under asecond Lula Administration despite the
corruption scandals that had involved Lula s party, including many of his closest
advisers, during the first term.

The PT did not fare aswell as President Lulain thelegislative elections. Inthe
Chamber of Depulties, the PT secured 83 seats, 9 lessthan in 2002. In the Senate, the
PT suffered a loss of 4 seats. In contrast, previous ruling parties increased their
congressional delegations. Some assert that election outcome shows that President
Lulasuccessfully distanced himself from the PT and its corruption scandals, relying
on his personal popularity and charisma rather than his party affiliation to win the
election. Many others attribute his electoral success to the success of his Bolsa
Familia program and the country’s macroeconomic stability, which led voters in
poorer income brackets to support his reglection.”

Prospects for Lula’s Second Term. On January 1, 2007, Lula was
inaugurated for a second four-year term as President of Brazil. President Lula is
struggling to make cabinet appointments and form a governing coalition capable of
pushing hisagendathrough Brazil’ snotoriously fracturedlegislature. Heiscurrently
dealing with intra-party conflicts between the PT and the Brazilian Democratic
Movement Party (PMDB), the two largest partiesin his fragile coalition, aswell as
internal divisionswithin the PT. Many predict that these conflicts may complicate
hisimmediate tasks: boosting Brazil’ s lagging economic growth and addressing the
issuesof crimeand violence. Some analystsfeel that ongoing investigations against
President Lula's PT party may also undermine the strength of his second term in
office. Many believethat President Lulawill tone down hisforeign policy ambition,
and may focus on improving relations with the United States.*

Economic and Social Conditions

Brazil isaregional leader in Latin America, butitsriseto global prominence has
been hindered by significant economic and social problems.

Economic Conditions

Throughout the last two decades, Brazil’s fiscal and monetary policies have
achieved mixed results by focusing primarily on inflation control. When President
Lulatook officein 2003, Brazil had an extremely high level of public debt, virtually
necessitating that he adopt austere economic policies. Despite his leftist political
origins, President Lulahasmaintai ned restrained economic policies, even surpassing
the IMF' s fiscal and monetary targets. As aresult, Brazil has begun to experience

13 Matt Moffett and Geraldo Samor, “In Brazil Campaign, A Barroom Brawl and a Class
War,” Wall Sreet Journal, October 27, 2006; Wendy Hunter and Timothy J. Power,
“Rewarding Lula: Executive Power, Social Policy, and the Brazilian Elections of 2006,"
Latin American Politics and Society, (forthcoming)

14 “Country Report: Brazil,” Economist Intelligence Unit, January 2007; “Brazil Tones
Down Leadership Ambitions,” Latin News Weekly Report, November 7, 2006.
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some benefits, including lower inflation (just over 3% in 2006) and a lower credit
risk rating. In December 2005, the Lula government repaid its $15.5 billion debt to
the IMF ahead of schedule. The government’s overall foreign debt was reduced by
19.9% between 2003 and 2006." Fiscal discipline has also been accompanied by
record exports that enabled Brazil to post GDP growth of 4.9% in 2004 and record
trade surpluses in 2004, 2005, and 2006.

Brazil is a mgjor exporter of agricultural and industrial products, with each
accounting for about 30% of the country’ sexports, and playsasignificant roleinthe
world trading system. Since 2002, Brazil has been the world’ sthird largest exporter
of agricultural products after the United States and the European Union. In 2005,
Brazil wastheworld’ sleading exporter of coffee, orangejuice, sugar, chicken, beef,
and tobacco. It was the second biggest exporter of soybean products and the fourth
largest exporter of cotton and pork. Brazil has arelatively balanced trade regime.
Itsmain trading partnersin 2005 were the European Union (22% of exportsand 25%
of imports), the United States (19% of exports, 17% of imports), Asia (20% of
exports, 27% of imports, with China alone accounting for 6% of exports and 7% of
imports), Latin America (22% of exports, 15% of imports), Africa (4% of exports,
9% of imports), and the Middle East (4% of exportsand imports). In 2005, the value
of Brazil’s exports reached $120 billion and the country’s trade surplus was $45
billion.*

Despite some positive economic and tradeindicators, Brazil’ seconomic growth
haslagged behind other emerging economies. Since2000, Brazil’ sgrowth rateshave
averaged about 2.7%, as compared to Russiawith 6.7%, Indiawith 6.5%, and China
with 9.4%. In 2006, Brazil posted GDP growth of only about 2.8%, the second | owest
growthraterecordedin Latin America.*’” Brazil’ sgrowth rateshave been constrained
by ahigh public debt burden, excessivetaxation, and lack of investment. Investment
in Brazil hasbeen limited by the country’ shighinterest rates, extremely complex tax
system, weak regulatory framework, and lack of a competitive labor force. A
November 2006 report by the Organization for Economic Co-operation and
Devel opment (OECD), which echoed the opinionsvoiced by most financial analysts,
said that reforming Brazil’ s unwieldy public pension system was crucial in order for
the country to boost its growth rates.

On January 22, 2007, President Lula announced a Program to Accelerate
Growth (PAC) aimed at boosting Brazil’s growth rates to 5% per year by 2008
through increased public and private investment in energy, logistics, housing, and
water sanitation. The PAC’ sgoal isfor investmentstotaling some $235 billion to be
made over the next four years, with state-owned companies, particularly Petrobras,

1> “Brazil Foreign Debt at $168.9 Billion End-2006,” Latin America News Digest, January
26, 2007.

6 Sources: Brazilian Ministry of Development, Industry, and Foreign Trade, U.S.
Department of Agriculture’s Foreign Agriculture Service, United Nation's Food and
Agriculture Organization. Sources elaborated by Marcos Jank, Institute for International
Trade Negotiations, S&o Paulo, Brazil.

1« Preliminary Overview of the Economiesof L atin Americaandthe Caribbean 2006,” U.N.
Economic Commission for Latin America and the Caribbean, December 2006.
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Brazil’ s state-owned oil company, responsiblefor the bulk of that figure. It provides
tax breaks and incentives to spur housing construction and includes measures to
improve and simplify Brazil’ s regulatory framework. Although some have praised
the PAC’ sfocus on boosting government investment in much-needed infrastructure
projects, many others have criticized it for failing to include measures to curb
excessive public spending or to enact labor reform.®

Social Indicators

Brazil hasawell-devel oped economy and largeresource base, but hashad major
problems solving deep-seated socia problems like poverty and income inequality.
Brazil has one of the most unequal income distributionsin Latin America, aregion
with the highest income inequality in the world, and a 2004 World Bank study
reported that some 50 million Brazilians live in poverty.”® The United Nations
Development Program (UNDP) hasidentified 600 Brazilian municipalities, many in
the north and northeastern part of the country, in which poverty levels are similar to
those present in poor African countries. One maor cause of poverty and inequality
in Brazil is historically extreme land concentration among the country’s elites. In
Brazil, 1% of the population controls 45% of the farmland.?® In addition to the
country’s regional income disparities and unequal land distribution, the Brazilian
government has acknowledged that thereisaracial component to poverty in Brazil.
People of African descent in Brazil, also known as Afro-Brazilians, represent 45%
of the country’ s population, but constitute 64% of the poor and 69% of the extreme
poor.?t Other factorsthat inhibit the social mobility of Brazil’s poor include alack
of access to quality education, and a lack of opportunity for job training and
improvement.

Brazil’'s endemic poverty and inequality have, until recently, not been
significantly affected by the government’s social programs. A March 2005 OECD
study found that, even though Brazil has spent the same level or more of public
spending on social programs as other countrieswith similar incomelevels, it has not
achieved the same social indicators asthose countries.”? There has been more recent
evidence, however, that the Lula government’s Bolsa Familia (Family Stipend)

18«Brazil: Expansive Mood,” EIU Business Latin America, January 29, 2007; “ Stirred, But
Not Shaken Up,” Economist, January 25, 2007; Jonathan Wheatley and Richard Lapper,
“Left Turn Ahead? How Lula's Plan Could Condemn Brazil to Mediocrity,” Financial
Times, February 21, 2007.

¥ David De Ferranti et al., Inequality in Latin America: Breaking with History?
Washington, DC: The World Bank, 2004.

2 “Special Report: Land Report Dilemma,” Latin America Regional Report, December 21,
2004.

2 Ricard Henriques, “Desigualdade racial no Brasil,” Brasilia: Instituto de Pesquisa
Econdmica Aplicada (IPEA), 2001.

2 “Economic Survey of Brazil 2005,”Organization for Economic Cooperation and
Development, March 2005.



CRS9

program, combined with relative macroeconomic stability over the past few years,
has reduced poverty rates, particularly in the north and northeast of Brazil .

Foreign and Trade Policy

Brazil’s foreign policy is a byproduct of the country’s unique position as a
regional power in Latin America, a leader among developing countries, and an
emerging world power. Brazilian foreign policy has generally been based on the
principlesof multilateralism, peaceful dispute settlement, and noninterventioninthe
affairs of other countries. Brazil engages in multilateral diplomacy through the
OAS and the U.N., and has increased ties with developing countries in Africa and
Asia. Brazil is currently commanding a multinational U.N. stabilization force of
some 8,900 police and military personnel in Haiti. Instead of pursuing unilateral
prerogatives, Brazilian foreign policy has tended to emphasize regional integration,
first through the Common Market of the South (Mercosul) and now the South
American Community of Nations. Brazil’s role as a leader in South America has
recently been challenged by the rise of Hugo Chavez in Venezuela, who hasused his
country’ s vast oil wealth to gain influence in the region, particularly in Boliviaand
Ecuador.

Sincethe mid-1990s, Brazil has had much more successin devel oping political
cohesion than true economicintegration amongst its neighborsin the Southern Cone.
Mercosul was established in 1991 by Brazil, Argentina, Paraguay, and Uruguay. In
1996, Chile and Bolivia became “ associate members’; Peru followed in 2003 (not
implemented) and Venezuela and Mexico in 2004. Associate members have no
voting rights and need not observe the common external tariff. In October 2004,
after years of talks, Mercosul and the Andean Community of Nations signed atrade
pact, giving all Andean countries — Bolivia, Colombia, Ecuador, Peru, and
Venezuela — the equival ent of associate membership. Thisbreakthrough ledtothe
creation of the South American Community of Nations two months later in a pact
that included 12 countries (those in Mercosul, the Andean Community, along with
Chile, Guyana, and Suriname). In December 2005, M ercosul agreed to the accession
of Venezuelaasafull member, which some say has added adecidedly anti-American
factor to the pact. In December 2006, Bolivia expressed its intention to join
Mercosul as a full member, but critics say that its accession would politicize the
union unnecessarily.?

Recent events have not boded well for the future of Mercosul. In 2006, the
weakness of Mercosul’ s internal dispute resolution process became apparent as it
was unable to resolve a dispute between Argentina and Uruguay over whether to

2 Hall, “From Fome Zero to Bolsa Familia,” November 2006.

% GeorgesD. Landau, “ The Decisionmaking Processin Foreign Policy: The Caseof Brazil,”
Center for Srategic and International Studies: Washington, DC: March 2003.

% See CRS Report RL33620, Mercosur: Evolution and Implicationsfor U.S. Trade Policy,
by J.F. Hornbeck; “Disappointing Summit Fails to Address Mercosur Schism,” Latin
American Brazl and Southern Cone Report, January 2007.
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allow European companies to construct two paper mills along the river that
demarcatestheir border. Atthesametime, Uruguay hasdiversified itstradewith the
United States and even threatened to withdraw from Mercosul, arguing that it seems
to serve only the needs of Argentina and Brazil. Trade asymmetries among the
Mercosul memberswas | eft unaddressed at a December 2006 M ercosul summit, but
Argentina and Brazil did agree to fund new development projects in Paraguay and
Uruguay through the union’s Structural Convergence Fund.®

In addition to trying to expand its regional profile through established political
and economic channels, Brazilian government and business officials have, at times,
worked together to expand the country’s commercia interests in the region.
Petrobras, Brazil’s state-owned oil company, has made extensive investments in
Bolivia s natural gas sector. Most analysts predicted that since Petrobras produces
some 15-20% of Bolivia s GDP, Brazil would be able to exert important economic
and political leverage over the new Bolivian government led by populist Evo
Morales. Analysts, government officials, and the Brazilian public have criticized
President Lula for failing to more vigorously defend Brazil’s energy interests in
Bolivia after Morales' surprise decision to nationalize his country’s natural gas
industry on May 1, 2006. Those criticisms escalated after a recent presidential
summit in which President Lula acceded to several of President Morales' demands
— including cutting tariffs for Bolivian exports to Brazil and stepping up
investments in Bolivia— in order to secure an agreement over the price of natural
gas.?’ Bolivia's nationalization decision, which has been supported by the Chavez
government in Venezuela, may make other sectora initiatives that have been
proposed — including a South American gas pipeline that would carry Venezuela's
gas through Brazil to Argentina— lesslikely to be pursued.

Brazil’'s political, business, and military ventures are complemented by the
country’s trade policy. In Brazil, the Ministry of Foreign Relations continues to
dominate trade policy, causing the country’s commercial interests to be (at times)
subsumed by a larger foreign policy goal, namely, enhancing Brazil’ s influence in
Latin America and the world.?® For example, while concluding meaningful trade
agreements with developed economies (such as the United States and the European
Union) would probably bebeneficial to Brazil’ slong-term economic self-interest, the
Brazilian government hasinstead prioritized itsleadership rolewithin Mercosul and
expanded trade ties with countriesin Africa, Asiaand the Middle East.

Someanalystsassert that these* south-south” initiativeshave enhanced Brazil’ s
international profile, but othershavenoted that they haveyiel ded few concreteresults
for the country, and that they have come at the expense of Brazil-U.S. relations.
Roberto Abdenur, the former Brazilian Ambassador to Washington, has recently

% |bid.

2" Andres Oppenheimer, “ Powerful Brazil isBecoming an Encircled Giant,” Miami Herald,
May 14, 2006; “Bolivia s Populism Steps on Brazil,” Christian Science Monitor, May 8,
2006; “Brazil May Pay aPrice for Generous Deal on Gas,” Financial Times, February 22,
2007.

% See CRS Report RL33258, Brazlian Trade Policy and the United States, by J.F.
Hornbeck.
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criticized the “south-south” approach of the Brazilian Foreign Ministry for
indoctrinating Brazilian diplomats with “anti-imperialist” and “anti-American”
attitudes.®

Relations with the United States

Asaresult of itssignificant political and economic clout, Brazil’ sleaders have
traditionally preferred to cooperate with the United States on specific issues rather
than seeking to devel op an all-encompassing, privileged relationship with the United
States. The United States, in turn, has increasingly regarded Brazil as a stabilizing
forceand skillful interlocutor in the hemisphere. Whilethetwo nationsmay disagree
on trade issues, they agree on the importance of maintaining regional stability and
security, fighting terrorism, and combating narcotics, arms, and human trafficking.*

Current bilateral rel ations between the countriesare characterized asfairly warm
and friendly, despite the differing political approaches of President Lula and
President Bush on someissues. On June 20, 2003, President Lula made an official
visit to the United States, and he and President Bush resolved “to create acloser and
qualitatively stronger [bilateral] relationship.” On November 6, 2005, President Bush
visited Brasiliaon hisreturn from the Summit of the Americasin Argentina, and the
two leadersreaffirmed the good rel ations between the countries and pledged to work
together to advance peace, democracy, and asuccessful conclusion of the Doharound
of global tradetalks. President Bush thanked Brazil for exercising leadership inthe
world and in the hemisphere, including Brazil’ s role in the peacekeeping force in
Haiti, and worldwide efforts to control HIV/AIDS.*

Many analysts believe Brazil-U.S. cooperation may increase during President
Lula s second term, particularly on energy issues. Brazilian and U.S. officials are
currently discussing an agreement to promote greater ethanol production and use
throughout Latin America, the details of which are expected to be announced after
two upcoming meetings between President Bush and President Lula. President Bush
is scheduled to visit Brazil on March 9, which will be followed by a visit from
President Lulato Camp David on March 31.

Brazil is considered a middle-income country and does not receive large
amounts of U.S. foreign assistance. In FY 2006, Brazil received an estimated
allocation of $13.6 million. In FY 2007, the Administration requested $19.2 million
for Brazil, but actual aid amounts for FY2007 are not yet available. Foreign
operations programs are currently operating under the terms of a continuing

2 Otévio Cabral, “Nem na Ditadura,” Veja, February 7, 2007.

% peter Hakim, “The Reluctant Partner,” Foreign Affairs, Jan/Feb 2004; Carlos Eduardo
Lins, “LaCasaBlancay El Planalto: Respeto y Solidaridad,” Foreign Affairs En Espafiol,
January-March 2003.

3l See “President Bush Meets with President Lula of Brazil” and “ Joint Statement on the
Visit by President George W. Bush to Brazil,” November 6, 2005, on the White House
website.
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appropriations resolution (P.L. 109-289, as amended) that provides funding at the
FY 2006 |evel with someadjustments. TheFY 2008 request for Brazil is$3.7 million.
The FY 2008 request for Brazil is substantially lower than in previous years. The
largest cuts appear in counter-narcotics assistance, from $5.9 million in FY 2006, to
only $1 million in the FY 2008 request. However, for the first timein several years,
the FY 2008 request includes some $200,000 in International Military Education and
Training (IMET) for the Brazilian military due to the de-linking of IMET from
American Servicemembers' Protection Act (ASPA) sanctions.®

Selected Issues in U.S.- Brazil Relations

The Bush Administration has come to view Brazil as a strong partner whose
cooperation must be sought in order to solve regional and global problems. Current
issues of concern to both Brazil and the United States include counter-narcotics and
terrorism, energy security, trade, environmental issues, humanrights, and HIV/AIDS.

Counter-Narcotics and Counter-Terrorism

Brazil isnot asignificant drug producing country, but isamajor conduit for the
transit of cocaine, marijuana, and some heroin from neighboring Andean countries
destined primarily for Europe, the United States, and local markets. It isthe second
largest consumer (after the United States) of cocainein thewestern hemisphere. The
Bush AdministrationincludesBrazil onalist of mgjor drug-producing or drug-transit
countries.® In FY 2006 Brazil received an estimated $5.9 million in U.S. counter-
narcotics assi stance through the Andean Counterdrug Initiative (ACI). FY 2007 ACI
funds requested for Brazil totaled $4 million, mainly for interdiction and law
enforcement activities. In FY 2008, the Administration requested $1 millionin ACI
funding for Brazil.

Inrecent years, Brazil has cooperated extensively with neighboring countriesin
counter-narcotics activities, adopted a new strategy against money laundering, and
implemented alaw permitting the shooting down of civilian aircraft (with adequate
safeguards) suspected of being engaged in the trafficking of illicit narcotics. Brazil
has also constructed a $1.4 billion sensor and radar project called the Amazon
Vigilance System (SIVAM from itsacronym in Portuguese) in an attempt to control
illicit activity inits Amazonregion. Brazil has offered to sharedatafrom thissystem
with neighboring countries and the United States. In 2005, Brazil’s federal police,
which generally are responsible for about 75% of total Brazilian drug seizures and
detentions, captured 15.8 metric tons of cocaine and 126 kilograms of crack
cocaine® In May 2006, Brazilian police, participating in a coordinated law
enforcement effort run by the U.S. Drug Enforcement Administration, arrested a

%2 For more information on ASPA sanctions, see CRS Report RL33337, Article 98
Agreements and Sanctions on U.S. Foreign Aid to Latin America, by Clare M. Ribando.

3 “Bush Cites 20 NationsasMajor Drug-Transit/Producer Countries,” September 15, 2005,
U.S. Department of State, Washington File, [http://usinfo.state.gov].

% U.S. Department of State, International Narcotics Control Srategy Report, March 2006.
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major Colombian-born drug trafficker accused of smuggling more than 70 tons of
cocaine to the United States. These seizures and arrests are likely to increase as
Brazil expands it cooperation with neighboring countries by establishing joint
intelligence centers.

TheU.S. State Department’ s Country Report on Terrorism covering 2005 notes
that Brazil “continues to improve its counterterrorism capabilities.” The United
States is working with Brazilian officials to combat money laundering and arms
trafficking. These efforts include increasing penalties for terrorist financing,
particularly in the Tri-Border Area (TBA) of Brazil, Paraguay, and Argentina, and
helping Brazilian law enforcement officials set up specia units to investigate and
prosecute a variety of financial crimes® In December 2006, a U.S. Treasury
Department report asserted that terrorist financing is still taking place in the TBA
and initiated measuresto choke off the assets of two companiesand nineindividuals
in the region that it says are funding Hezbollah. Brazil, along with Argentina and
Paraguay, reacted angrily to the report, stating that it “does not provide any new
elements ... to affirm the existence of terrorist activitiesin the region, including the
financing of terrorism.”*

Energy Security

During the 109" Congress, therewas significant congressional interest inissues
related to energy security. On March 2, 2006, the House International Relations
Committee held a subcommittee hearing on energy security in the Western
Hemisphere. On June 22, 2006, the Senate Foreign Relations Committee held afull
committee hearing on the same topic. Brazil was mentioned at both hearings as a
country that has successfully reduced itsreliance on foreign oil by using alternative
energies. Brazil has also recently attained the ability to produce large amounts of
enriched uranium as part of its nuclear energy program.

Ethanol Production. Inthe past few years, as oil and gas prices have risen,
there has been increasing attention in the United States on the importance of
decreasing dependence on foreign oil. Brazil stands out as an example of a country
that has become a net exporter of energy, partialy by increasing its use and
production of alternative energy sources, including ethanol. Brazil is the world’'s
largest consumer and producer of ethanol from sugarcane. Its sugar-based ethanol
is considered more efficient than U.S. corn-based derivatives.

Brazil’ s ethanol program began in 1975 but did not become competitive with
gasoline until very recently. For decades, before ethanol became competitive with
gasoline, the Brazilian government spent billions of dollars on subsidies and tax
incentivesto keep the struggling ethanol industry afloat. Now, ethanol suppliessome
40% of the motor fuel used in Brazil and is extremely competitive with gasoline.

% For more information, see CRS Report RS21049, Latin America: Terrorism Issues, by
Mark P. Sullivan.

% “Treasury Targets Hezbollah Fundraising Network in the Tri-Border Region,” December
6, 2006, [http://www.ustreas.gov/pressrel eases/hpl190.htm]; “Brazil: America's Triple
Border Area Under Constant Watch,” Dow Jones Commodity Service, February 8, 2007.
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Ethanol use has accelerated since 2003, when automakers introduced “flex fuel”
motors in Brazil designed to run on ethanol, gasoline, or a mixture of the two. In
2006, flex-fuel vehicles represented more than 78% of new cars sold in Brazil .*

Brazil’s experience with ethanol has not been without its share of problems,
however. For instance, Brazil has at times had to import large amounts of ethanol
when its sugarcane crop has been damaged by drought or simply fallen short of rising
demand. In addition, the expansion of sugarcane production has occurred in areas
previously used for cattle ranching and accompanying meat production, another
important Brazilian export. Finally, human rights groups argue that the increasing
demand for sugarcane has put undo pressure on the peasants forced to harvest the
sugar under extremely difficult working conditions.®

Fuel ethanol consumption in the United States has grown significantly in the
past several years, particularly since the establishment of renewable fuel standards
inthe Energy Policy Act of 2005 (P.L. 109-58). Thisstandard requiresU.S. gasoline
to contain aminimum amount of renewablefuel, including ethanol. Many observers
predict that the United Stateswill have to increaseitsimports of foreign ethanol this
year as U.S. corn-based ethanol producers are unable to keep up with increasing
demand.*

The United States currently allows duty-free access on sugar-based ethanol
imports from many countries through the Caribbean Basin Initiative, Central
American Free Trade Agreement, and the Andean Trade Preferences Act, among
others.®® Some Brazilian ethanol isprocessed at plantsin the Caribbean for duty-free
entry into the United States, but exports arriving directly from Brazil are currently
subject to a 54-cent-per-gallon tax, plus a 2.5% tariff.

In the 109" Congress, legislation was introduced that would have eliminated
thesetwo taxeson foreign ethanol: H.R. 5170 (Shadegg) and S. 2760 (Feinstein), the
Ethanol Tax Relief Act of 2006. However, in December 2006, Congress voted to
extend the taxes on foreign oil through 20009.

Brazil-U.S. Energy Cooperation. Brazilianand U.S. officialsarecurrently
formulating a new energy partnership to promote greater ethanol cooperation,
production, and use throughout Latin America. The agreement reportedly involves
technol ogy-sharing between the United States and Brazil, and with other countries;
joint ethanol initiatives; and effortsto devel op common ethanol standardsthroughout
theregion. It may focus on developing ethanol production in sugar cane-producing
countrieslike Guatemala, Jamaica, and Honduras. If an agreement isreached, Brazil

3" See David Sandalow, “Ethanol: Lessons from Brazil,” Brookings I nstitution, May 2006;
“Brazil: Racing Cars,” EIU - Business Latin America, January 22, 2007.

% “With Big Boost From Sugar Cane, Brazil is Satisfying Its Fuel Needs,” New York Times,
April 10, 2006.

% “ Commodities Corner: The Rush for Ethanol,” Barron’s, May 1, 2006.

“0 For more information, see CRS Report RS21930, Ethanol Imports and the Caribbean
Basin Initiative, by Brent D. Y acobucci.
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standsto further itsgoal of devel oping ethanol into aglobal traded commodity, while
the United States would benefit from having more producers in the region. In
addition to these economic benefits, some analyststhink an ethanol partnership with
Brazil could help improve the U.S. imagein Latin Americaand lessen the influence
of oil-rich Hugo Chévez of Venezuela..*

Nuclear Energy. Between World War |l and the mid-1980s, Brazil sought
to devel op nuclear weapons as it competed with Argentinafor political and military
dominance of the Southern Cone. In 1991, Brazil and Argentina reached an
agreement to use nuclear energy for peaceful purposes only, although one scientist
has recently asserted that the Brazilian military continued nuclear weapons efforts
into the early 1990s.* Brazil joined the Nuclear Nonproliferation Treaty (NPT) in
1998 and sincethen hasparticipated in several multilateral nonproliferation regimes,
including the Missile Technology Control Regime and the Nuclear Suppliers Group
(NSG). Itisalso aparty to the Treaty of Tlatelolco, which establishesLatin America
as anuclear-weapon-free zone. Brazil chaired the May 2006 NSG plenary at which
the United States tried to convince other NSG membersto adopt an exception to the
NSG guidelinesto alow increased U.S.-Indian nuclear cooperation. In September
2006, Brazil and South Africa publicly supported India s quest to develop nuclear
energy for civil uses.®

Degpite its nonproliferation credentials, some international observers were
concerned when Brazil commissioned a uranium enrichment plant in 2004 to be
located at the Resende nuclear facility outside Rio de Janeiro. Uranium enrichment
can be used for peaceful purposes (such as fuel for nuclear power plants) or for
military purposes (nuclear weapons). In 2005, Brazilian officials refused to give
International Atomic Energy Agency (IAEA) inspectorsfull accessto the centrifuge
plant, citing security concerns and proprietary aspects of the country’s nuclear
technology. Negotiationsbetween Brazil and the | AEA endedin October 2005 when
the Bush Administration lent its support to Brazil by asserting that limited
inspections should beenough for Brazil to comply withitsinternational obligations.*

Brazil is now the ninth country in the world capable of enriching uranium to
generateenergy. Brazil’ sreluctanceto allow international inspectorsto fully inspect
the Resende facility has caused some observers to wonder whether Brazil’s “new
enrichment capability ... suggests South America sbiggest country may berethinking

“ Andres Oppenheimer, “Some Success Predicted in U.S. Courting of Brazil,” Miami
Herald, February 22, 2007; Monte Reel, “U.S. Seeks Partnership with Brazil on Ethanol;
Countering Oil-Rich VenezuelaisPart of Aim,” Washington Post, February 8, 2007; “U.S.-
Brazil Ethanol Diplomacy Seen Aiding U.S. Influence in Latin America,” Dow Jones
Commodities Service, February 9, 2007.

“2“Brazil Nearly Built Bombin 1990s, Scientist Says,” Associated Press, August 30, 2005.

43 “Brazil, South Africa Boost India's Quest for Civilian Energy,” Organization of Asia-
Pacific News Agencies, September 14, 2006.

“ “New Round of Nuclear Enrichment Scare Stories,” Latin American Weekly Report,
February 12, 2006.



CRS-16

its commitment to non-proliferation.”*> Some observers have called for Brazil to
abandon its uranium enrichment plansin order to counter such concerns. The Bush
Administration, however, considers Brazil to have a fully operational nuclear
enrichment capability and should not be required to abandon its uranium enrichment
projects.® Brazilian officials have rejected the notion that Brazil should be treated
like Iran and prohibited from owning sensitive nuclear technology.

Trade Issues

Trade issues are central to the bilatera relationship between Brazil and the
United States, with both countries being heavily involved in subregional, regional,
and global tradetalks. Brazil has sought to strengthen Mercosul and to establish free
trade agreements with most of the countriesin South America, while also pursuing
effortsto negotiate aM ercosul-European Union free trade agreement and to advance
the global trade talks through the Doha Development Round. The United States has
been actively involved in the Doha negotiations and has pressed for action on the
region-wide Free Trade Agreement of the Americas (FTAA), while simultaneously
undertaking a series of bilateral or subregional agreements with many hemispheric
countries.

World Trade Organization (WTO) Negotiations.” The WTO Doha
round talks were revived in 2004 after stalling in September 2003 in Cancun,
Mexico, when Brazil led the G-20 group of developing countries that insisted that
devel oped countries agree to reduce and eventually eliminate agricultural subsidies
aspart of any settlement. In late July 2004, WTO members agreed on the framework
for apossible Doharound agreement, and negotiators worked throughout the year to
achieve preliminary agreements by the Sixth WTO Ministerial Conference in mid-
December 2005 in Hong Kong. For most observers, the Hong Kong Conference
produced a mixed bag with modest results. In a result that was disappointing to
Brazil, the ministers, bowing to the demands of the European Union, delayed the
elimination of agricultural export subsidiesuntil 2013 (not 2010), although subsidies
for cotton were to be eliminated by 2006. In aresult that was disappointing to the
United States, formulas for reducing tariff barriers in the manufactured goods and
service sectors were largely postponed.*®

Deadlines were established in Hong Kong for concluding negotiations by the
end of 2006, but the talks were suspended indefinitely in July 2006 after key
negotiating groups failed to break a deadlock on agricultural tariffs and subsidies.

4 “Brazil's Enrichment Program Overshadowed by Iran’s: Could Produce Nuclear
Weapons,” Montreal Gazette, April 24, 2006.

4 Bernard Aronson, “Brazil’s Chance to Lead on Nuclear Containment,” Wall Street
Journal, March 18, 2005; Sharon Squassoni and David Fite, “Brazil as Litmus Test:
Resende and Restrictions on Uranium Enrichment,” Arms Control Today, October 2005.

4" For more information, see CRS Report RL32060, World Trade Organization
Negotiations: The Doha Devel opment Agenda, by lan. F. Fergusson.

“ See “WTO Ministerial Agrees on Setting Course for Final Stage of Talks, Some
Disappointed,” International Trade Reporter, December 22, 2005.
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The EU blamed the United States for not improving its offer of domestic support,
while the United States responded that no new offers were put forward by the EU or
the G-20 to make an improved offer possible. Because of the negotiating stalemate,
itisconsidered unlikely that any agreement can be reached in timefor consideration
before U.S. trade promotion authority (TPA) expires on July 1, 2007.

Free Trade Area of the Americas (FTAA). In 1994, 34 countriesin the
Western Hemisphere announced a plan for creating a Free Trade Area of the
Americas (FTAA) at the first Summit of the Americas. Twelve years later, the
FTAA hasyet to be established, and negotiations for its creation have been put off
indefinitely, primarily due to differences of opinion between the United States and
Brazil, co-chairs of the FTAA Trade Negotiation Committee.*

Brazil asserts that the FTAA must include measures to curtail agricultura
subsidies and to reduce the use of anti-dumping and countervailing duties, whilethe
United States emphasizesinvestment and intellectual property rights and arguesthat
agricultural subsidy issues should be resolved in the Doha round of WTO talks.
Disagreements on the terms of the FTAA came to a head in the November 2003
Ministerial Meetingin Miami, Florida, wherethe partiesfinally agreed on aformula
dubbed by some an “FTAA light.” Under the formula, all of the countries would
agree to a set of core obligations, while countries which favored a more ambitious
agreement would negotiate plurilateral agreements. When the Trade Negotiations
Committee (TNC) metin Puebla, Mexico, in early February 2004, the del egateswere
unable to agree on the FTAA common obligations, and continuing disagreements
between the co-chairs, and involvement in other negotiations have prevented further
meetings. A U.S. effort, in early November 2005 at the fourth Summit of the
Americasin Mar del Plata, Argentina, to set adate for new FTAA negotiationswas
resisted by Venezuelaand Mercosul countries, who argued that such talks should be
put off until progressismade on agricultural subsidy issuesin the global WTO Doha
round talks.

Trade Disputes. Brazil won a WTO dispute settlement case against U.S.
cotton subsidies in September 2004, which the United States appealed, but Brazil’s
position wasreaffirmed by the WTO appellate body in March 2005. In keeping with
the requirement that the United States modify its policies or negotiate a mutually
satisfactory settlement with Brazil, the Bush Administrationin early July 2005 asked
Congress to modify the cotton subsidy program and Brazil agreed to temporarily
suspend retaliatory action.*

Human Rights

The U.S. State Department’s Country Report on Human Rights on Brazil
covering 2005 states that while “the federal government generally respected human

9 For more information, see CRS Report RS20864, A Free Trade Area of the Americas:
Major Palicy Issues and Satus of Negotiations, by J.F. Hornbeck.

% See “USDA Callsfor Repeal of Cotton Subsidy to Achieve WTO Compliance,” Inside
U.S Trade, July 8, 2005. For moreinformation, see CRS Report RL32571, Background on
the U.S-Brazil WTO Cotton Subsidy Dispute, by Randy Schnepf.
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rightsof itscitizens... there continued to be numerous, seriousabuses, and therecord
of severa state [and municipal] governmentswas poor.” Three human rightsissues
of particular concerninclude crimeand human rights abuses by policein Brazil, race
and discrimination, and trafficking in persons.

Violent Crime and Human Rights Abuses by Police. Most observers
agreethat the related problems of urban crime, drugs, and violence, on the one hand,
and corruption and brutality in law enforcement and prisons, on the other, are
threatening citizens' security in Brazil. Five Brazilian cities are among the fifteen
citiesin Latin America, the world’s most violent region, with the highest murder
rates.®* Crimeismost rampant in the urban shanty towns (favelas) in Rio de Janeiro
and Sdo Paulo. In addition to rising crime rates, human rights groups have identified
extrgjudicia killings by police and prison authorities as Brazil’s most pressing
human rights problem.*? Prison conditionsrange from “poor to extremely harsh and
life threatening,” and the countrywide prison system, which housed more than
361,000 inmates in 2005, had an accommodeation deficit of some 90,360.

The current weaknesses in Brazil’s crimina justice system have become
dramatically apparent in the past year as gangs have launched violent attacks that
have destabilized the cities of S&o Paulo and Rio de Janeiro. Inmid-May 2006, street
combat and rioting organized by a prison-based gang network, the First Capital
Command (PCC), paralyzed the city of S&o Paulo for several days. Formed in 1993
to protest the country’ s poor prison conditions, the PCC now has at |east 6,000 dues-
paying members and reportedly exerts control over more than 140,000 prisonersin
the S3o Paulo prison system.* Officialy, the violent gang attacks, which were
followed by policereprisals, resulted in at least 186 deaths. Although state officials
have denied that negotiations occurred, Brazilian press accounts reported that the
violence did not end until ahigh-level truce was reached between state officialsand
gang leaders. The PCC launched further attacks in July and August 2006, which
resulted in 19 deaths. Brazilian police have been criticized for the brutal manner in
which they responded to the gang violence.

*LWilliam C. Prillaman, “ Crime, Democracy, and Development in Latin America,” Center
for Strategic and International Studies, June 2003.

2 Brazilian authorities report that, partially in response to violent gang attacks, Sao Paulo
state police killed 533 alleged criminals in 2006 compared to 300 in 2005. See “Police
Killings of SuspectsUpin Brazil,” Associated Press, February 1, 2007. President Lula has
taken some steps to combat police brutality in Brazil.

% U.S. Department of State, Country Reports on Human Rights Practices 2005: Brazil,
February 2006.

* Stephen Hanson, “Brazil’s Powerful Prison Gang,” Council on Foreign Relations,
September 26, 2006.

% “Brazil: Battle of S50 Paulo Leaves a Disquieting Balance,” Latin American Weekly
Report, May 23, 2006; “Police are Criticized in Wave of Gang Violence in Brazil,” New
York Times, May 30, 2006; “Attacks in S8o Paulo Prompt Fears of Renewed Gang
Offensive,” EFE, February 7. 2007.
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Violence in Rio de Janeiro has traditionally been linked to turf wars being
waged between rival drug gangs for control of the city’ s drug industry or to clashes
between drug gangs and police officials. Inlate December 2006, drug gangstorched
buses and attacked police stationsin Rio de Janeiro, leaving some 25 dead. Recent
clasheshaveasoinvolved vigilantemilitias, composed of off-duty policeand prison
guards, which are now charging citizensto “protect” them from the drug gangs. Rio
officiashaveidentified themilitiasas criminal groups but have thusfar been unable
to contain them.*®

Many analysts have placed the blame for the recent attacks on Brazilian
politicians at all levels of government, who they say have failed to devote the
resourcesand political will necessary to confront the country’ sseriouspublic security
problems. In particular, they maintain that there has been a lack of coordination
between federal, state, and local officials, and that political calculations have often
prevented state governments, which have been largely ineffective in responding to
the recent violence, from seeking much-needed assistance from the federa
government. Most Brazilians hope that the recent attacks in Rio will spur the
country’ s politicians to address delinquency quickly and effectively. President Lula
did not launch any major anti-crimeinitiatives during hisfirst term but has pledged
to address crime in afirm manner during his second mandate, while continuing to
tackle poverty and drugs, root causesof violence. Hehasrecently increased spending
on public security and sent federal troopsto help secure Rio de Janeiro. Inresponse
to the May riotsin S&o Paulo, the Brazilian Senate passed 11 emergency measures
to combat violent crime and improve prison security, some of which are now being
considered under fast-track procedures by Brazil’s Chamber of Deputies.®”’

Race and Discrimination.® Peopleof AfricandescentinBrazil, also known
asAfro-Brazilians, represent 45% of the country’ s population, but constitute 64% of
the poor and 69% of the extreme poor.* During the Cardoso administration, the
Brazilian government began to collect better official statistics on Afro-Brazilians.
These statistics found significant education, health, and wage disparities between
Afro-Brazilians and Brazil’s general population. Successive State Department
Human Rights Reports covering Brazil in the late 1990s reported frequent
discrimination against Afro-Brazilians, including abuse by police officials, and a
limited access to justice. These findings and other evidence challenged the notion

% “Troops Alone Will Not Solve State of Violence,” Latin American Brazl and Southern
Cone Report, January 2007; “Brazilian Slums Face a New Problem: Vigilante Militias,”
Christian Science Monitor, February 8, 2007.

" “Troops Alone Will Not Solve State of Violence,” Latin American Brazil and Southern
Cone Report, January 2007; “Brazil: Child's Violent Death Spurs Congress Into Action,”
Latin News Weekly Report, February 15, 2007.

%8 For more information, see CRS Report RL32713, Afro-Latinos in Latin America and
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% Ricard Henriques, “Desigualdade racial no Brasil,” Brasilia: Ingtituto de Pesquisa
Econdmica Aplicada (IPEA), 2001
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that Brazil was a“racial democracy,”® and confirmed the perception that specific
public policieswere needed to improve the socioeconomic status of Afro-Brazilians.

Brazil now hasthemost extensive anti-discrimination | egislation geared towards
Afro-descendants of any country in Latin America. In 2001, Brazil becamethefirst
Latin American country to endorsequotasin order toincrease minority representation
in government service. Since 2002, several state universitiesin Brazil have enacted
guotas setting aside admission slots for black students. Although most Brazilians
favor government programs to combat social exclusion, they disagree asto whether
the beneficiaries of affirmative action programs should be selected on the basis of
race or income.”* In 2003, Brazil became the first country in the world to establish
a Specia Secretariat with a ministerial rank to manage Racia Equity Promotion
Policies. Afro-Brazilian activists, while acknowl edging recent government effortson
behalf of Afro-descendants, have noted that most universities have preferred not to
implement quota systems, and that the Special Secretariat lacks the funding, staff,
and clout necessary to advanceitsinitiatives.® Despitethese limitations, Brazil has
taken a leadership role in advancing issues of race and discrimination within the
Organization of American States, where it is leading the drafting of an Inter-
American Conventionfor the Prevention of Racismand All Formsof Discrimination
and Intolerance.

Trafficking in Persons.® Brazil isasource, transit, and destination country
for people, especially women and children, trafficked for forced labor or sexual
exploitation. In the State Department’s Trafficking in Persons (TIP) report, June
2006, Brazil was listed asa Tier 2 Watch List country. In the report, the Brazilian
government was cited for making only limited progress in bringing traffickers to
justiceand for failing to apply effective penaltiesfor those who exploit forced labor.
In its 2006 Interim Trafficking Assessment to Congress, the State Department says
that Brazil has made “minimal progress’ in addressing trafficking since the release
of the 2006 report. It urges the Brazilian government to pass comprehensive anti-
trafficking legisation and to arrest and convict more traffickers.®*

€ Racial democracy attributes the different conditions under which blacks and whites or
mestizoslivein Latin Americato class differences, not racial discrimination. See Robert J.
Cottrol, “The Long Lingering Shadow,” Tulane Law Review, 2001.
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® U.S. Department of State, Trafficking in Persons Report, 2006, June 5, 2006,
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In Brazil, more than 25,000 people have been recruited from small townsin the
northeast to labor in the country’ s agribusinessindustry.® Since 2003, the Brazilian
government has adopted stronger penalties to punish employers caught using slave
labor. It has strengthened the Special Mobile Inspection Group of inspectors within
thelabor ministry, which hasreportedly freed some 20,000 individualsfrom slavery
during the past decade. In 2005, the ILO cited Brazil as a positive example of a
country that has made a concerted effort to combat forced labor. Despite its efforts,
a recent investigation alleges that some 1,000 charcoal-making camps in the
Brazigéan Amazon are using slave labor to produce pig iron, a key ingredient of
steel.

Brazil has worked closely with U.S. officials and representatives from several
different international organizationstoimproveitsanti-trafficking programs. InJuly
2004, President Bush announced that Brazil was one of eight countries selected to
receive $50 million in strategic anti-trafficking-in-persons assistance. Some $8.2
million in funds have been approved by the Senior Policy Operating Group (SPOG)
ontrafficking for Brazil. Thesefunds support programsto prevent labor trafficking
in the Southern Amazon; shelters for sex tourism victimsin Rio de Janeiro, Recife,
and S&o Paulo; reintegration and border shelters in the Tri-border region (Brazil,
Paraguay, and Argentina); and strengthening mobile law-enforcement teamsto fight
forced labor intheinterior, aswell astraining judges and prosecutors. Thefundsare
supporting public awareness campaignsto deter American and other foreigntravelers
from engaging in child sex tourism in Brazil.

In FY 2005, U.S. support helped the Brazilian government provide avariety of
legal and social services to more than 1,000 trafficking victims. In addition, more
than 6,530 government and NGO representatives received training on how to
improve assistance to trafficking victims. Finaly, Brazil, with USAID support,
revised its penal code to make internal and transborder trafficking for commercial
sexual exploitation federal crimes with similar penalties, and eliminated language
that madethe previouslaw applicablestrictly to casesinvolving femalevictims. The
legislative changesdid not include provisions addressing trafficking for forced labor,
which is also amajor problem in Brazil.

HIV/AIDS

Successive governments in Brazil have made the fight against the spread of
HIV/AIDSanational priority. In 1985, Brazil’ snational AIDSprogram beganwithin
the context of the country’s transition to democracy as a result of activism from
Brazilian civil society. Initially focused on disease prevention, Brazil’sHIV/AIDS
program expanded to providing antiretroviral (ART) drugs on a limited basis by
1991, and then to all peopleliving with the disease by 1996. Currently some 172,000
Brazilians have access to free generic versions of ART drugs, some of which are
locally produced and financed by the Brazilian government. The incidence of
HIV/AIDSin Brazil has stabilized since 1997, and universal free accessto ART has

 TIP Report, 2006, [http://www.state.gov/g/tip/rls/tiprpt/2006/].

% “A Global Alliance Against Forced Labor,” ILO, 2005; Michael Smith and David
Voreacos, “ The Secret World of Modern Slavery,” Bloomberg Markets, December 2006.
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increased average survival timesfrom 18 monthsfor those diagnosed in 1995, to 58
monthsfor those diagnosed in 1996.%” HIV prevalence has been stable at .5% for the
general population in Brazil since 2000, so most government prevention efforts are
now targeted at high-risk groups where prevalence rates are still above 5%.

Brazil’s decision to develop generic ART drugs to treat HIV/AIDS under the
compulsory licensing provision of its patent law led to a subsequent 80% drop in the
cost of treatment there. That decision brought Brazil into conflict with the United
Statesand theinternational pharmaceutical industry. In May 2001, the United States
submitted a complaint to the WTO, which was later withdrawn, that Brazil’s
practicesviolated the Trade-Rel ated A spectsof Intellectual Property Rights(TRIPS)
agreement and prevented companiesfrom devel oping new productsthere. Whilethe
pharmaceutical industry argued that TRIPS was an essential tool to protect
intellectual property rights, developing countries (like Brazil) countered that TRIPS
inhibited their ability to fight public health emergenciesin a cost-effective manner.
In August 2003, aWTO decisiontemporarily waived part of the TRIPSrulesto allow
the export of generic drugs to countries confronting agrave public health challenge
(such as HIV/AIDS, tuberculosis, or malaria). That temporary waiver became
permanent in late 2005.%

Brazil currently manufacturesolder ART drugs both for domestic consumption
and for export to several African countries but has to import newer medicines.
According to Brazil’s ministry of health, tough negotiations with pharmaceutical
companieshaveresultedin $1.1 billion savingsfor thecountry’ sHIV/AIDSprogram.
Despite that savings, Brazil’s ART program costs have escalated in recent years,
prompting some advocatesto urge the government to issue compul sory licensesthat
would enable Brazil to make generic versions of new, brand name drugs without the
patent holder's consent. The Lula government has thus far resisted licensing,
reportedly fearing reprisalsfrom the pharmaceutical companiesand retaliatory trade
sanctions from the U.S. government.®

Brazil and the United States have disagreed asto whether prostitutes should be
enlisted to help combat the spread of HIV/AIDS. In 2003, Congress passed an
amendment toH.R. 1298 (P.L. 108-25), which authorizesthe President’ sEmergency
Plan for AIDS Relief (PEPFAR), prohibiting U.S. funds from being distributed to
any group or organization that does not have a policy “explicitly opposing
prostitution and sex trafficking.” Brazil hasrejected U.S. support for itsHIV/AIDS
programs because it is opposed to the new restrictions. That decision cost Brazil
some $48 million in USAID funding for HIV/AIDS programs.™

" Daniel R. Hogan and Joshua A. Salomon, “Prevention and Treatment of HIV/AIDS in
Resource-Limited Settings,” World Health Organization, February 2005.

% Mary Anastasia O’ Grady, Wall Street Journal, December 16, 2005.

8 “Drug Costs Imperil AIDS Fight,” Boston Globe, January 3, 2007; “World Looking to
Brazil for Answers,” Toronto Star, August 5, 2006.

© Monte Reel, “Where Prostitutes Also Fight AIDS,” Washington Post, March 2, 2006.
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Environmental Concerns

Amazon Deforestation. The Amazon Basin contains over half of the
world’'s remaining tropical rainforests and is the most biodiverse tract of tropical
rainforest intheworld. Some 22% of theworld’ sknown plant speciesexist in Brazil
and 20% of the world’s fresh water liesin the Amazon basin. The Amazonisalso
thought to be home to one third of all species in the world, including some 2.5
million typesof insects, and 2,000 types of birdsand mammals. Further, the Amazon
rainforest is a sink for global carbon dioxide, and is considered by many to be an
important asset in moderating climate change. Proper management of Brazil’s
portion of the Amazon rainforest holds global significance.

Throughout the last forty years, the Brazilian Amazon has been increasingly
deforested for devel opment that includesroads, settlements, |ogging, subsistenceand
commercia agriculture, aswell ascattleranching. 1n 1960, the Amazon waslargely
undeveloped, but today approximately 15%-20% of the rainforest has been
deforested. Deforestation threatens the biodiversity of the Amazon region and isa
concern for climate change. In the 1980s, some predicted that deforestation would
decline if the Brazilian government stopped providing tax incentives and credit
subsidies to settlers and agricultural producers. Those predictions have not borne
out, however, as the complex and often interrelated causes of deforestation have
multiplied rather than decreased.” Between 1990 and 2000, Brazil lost an area of
rainforest twicethe size of Portugal. Deforestation rates, which have been fueled by
increasesin cattle ranching, soybean farming, and road building, spiked in 2002 and
2004 (reaching the second-highest level ever) before declining by 32% in 2005 and
another 11% in 2006."

The Brazilian government attributes the recent decline in the deforestation rate
to its creation of new conservation areas and stricter enforcement of environmental
regulations. The Lula government created some 7 million hectares of new
conservation reserves in 2004 and 2005. It also launched a special operation to
combat deforestation and illegal logging that resulted in the arrest of more than 100
peopl e between June 2005 and January 2006. In March 2006, President Lulasigned
the Public Forest Management Law, which is set to take effect thisyear, that aimsto
decrease illegal logging by allowing companies access to 3% of the Amazon on the
condition that they carry out sustainable operations. Although some environmental
groups have praised this progress, others fear that it may be too little too late.

! David Kaimowitz, “ Amazon Deforestation Revisited,” Latin American Research Review,
2002: 37, 2.

2 Some have suggested that access to pristine tracts of rainforests through roads is the
primary driver of deforestation in the Amazon. Regiona roads constructed by the
government, aswell aslocal roads created by |ogging operations, provide accessto forested
areas. Using these roads, farmers clear remaining forests and practice slash and burn
agriculture until the land loses much of its soil fertility and it becomes more profitable to
move to other forested tracts rather than resuscitate their existing lands. After agriculture,
pastures grasses are generally planted and cattle are raised. Eventually, cattle grazing and
cyclical burning (either accidental or induced) will alter the ecosystem sufficiently that
forests cannot regenerate.
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Skeptics assert that the declining deforestation rates recorded for the past two years
did not occur because of any government initiatives but because declining soybean
prices coupled with the strengthening of Brazil’ s currency made it less profitable to
clear the forests.”

In order to combat further deforestation, most observers agree that cooperative
efforts will have to be made between the Brazilian government, private companies,
landowners, and the international community (including the United States). These
efforts might include funding to pay farmers not to exploit the environment,
conservation projects, and environmental certification of commodities such as beef,
timber, and soybeans. Coordinated efforts could significantly reduce carbon
emissions and the loss of Amazon diversity that is otherwise likely to occur.™

USAID environment programs directly support the U.S.-Brazil Common
Agendafor the Environment. USAID environment programsseek to promote proper
land-use trends over large geographic areas while encouraging environmentally-
friendly income generation activities for the rural poor. The FY 2005 alocation for
USAID environmental programs in Brazil was $6.1 million, and the FY 2006 was
$5.1 million. USAID aso initiated the Amazon Basin Conservation Initiative in
FY2006. From FY 2006-FY 2011, USAID plansto make aninitial investment of US
$50 million to support community groups, governments, and public and private
organizations working in Brazil and other countries in the Amazon Basin in their
efforts to conserve the Amazon' s globally important biodiversity.”

Land Conflicts. A related development challenge for Brazil that has caught
the attention of both environmentalists and human rights groupsin the United States
has been how to allow the country’ s agribusinesses to expand while simultaneously
protecting the environment and providing land to millions of landless peasants. In
Brazil, 1% of the population controls 45% of the farmland. While close to half of
Brazil’sfertile land is used for cattle ranching, nearly one third lies uncultivated.™
Inthe 1980s, landless rural workersin the south of Brazil began to organizein order
to demand land redistribution. By 2004, the most powerful landless organization,
the Landless Workers Movement (MST), claimed some 1.5 million affiliates
nationwide and was capable of skillfully organizing mass demonstrations and land
invasions to pressure the Brazilian government to fulfill its promises of land
distribution. As the MST became more mobilized throughout the 1990s, land
disputes between loggers, ranchers, and peasants increased, and dealing with land
reform and land invasions became a major challenge for the Cardoso government.”

3 “Brazil Gambles on Amazon Logging,” Chicago Tribune, January 15, 2007.
" Soares-Filhoet al., “Modelling Conservation inthe Amazon Basin,” Nature, March 2006.

75 See[http://www.usaid.gov/l ocations/latin_america_caribbean/environment/abci.html] for
more information, accessed February 20, 2007.

6“Special Report: Land Report Dillemma,” Latin America Regional Report, December 21,
2004.

" Miguel Carter, “The Landless Workers Movement (MST) and Democracy in Brazil,”
Center for Brazilian Sudies, University of Oxford, 2005.
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In 2002, partially because of overlapping membership and good relations at the
local level between MST and PT leaders, landless |eaders backed the Lulada Silva
presidential campaign in hopes that he would pursue more effective agrarian reform
policies than President Cardoso did. In fact, during his first two years in office,
President Lula da Silva spent 24% less on land reform than the Cardoso
administration had in the previous two years. The Lula government has recently
reported that it resettled 381,419 families between 2003 and 2006, just short of its
400,000 target, but landless associations have disputed that figure. Moreover, the
government has acknowledged that the number of peasants waiting in temporary
camps to be resettled has increased from 60,000 in 2003 to 171,000 in 2006.
Resettlements may have contributed to an increasing number of land conflicts
between peasants, farmers, and land speculators, which peaked in 2005 when 1,900
land conflicts occurred. Some 38 people were thought to be murdered in 2005 as a
result of struggles over land.”

According to the Catholic Church’s Pastoral Land Commision (PLC), Parg, a
rural state in the isolated Amazon region, has long been at the epicenter of land
disputes between peasants, farmers, and land speculators. Some 40% of the 1,237
land-related killingsin Brazil between 1985 and 2001took placethere. The February
2005 murder inParaof U.S. missionary and landless activist, Dorothy Stang, brought
increasing national andinternational attention to Brazil’ sland distribution problem.”
The conviction of three suspects in connection with Sister Stang's death has led
some observers to hope that more perpetrators of land-related crimes in Para may
finally be brought to justice. Some 750 land activists have died there in the last 30
years, but only nine killers have been convicted for those deaths.® Some assert that
Sister Stang’ s death prompted the Brazilian government to enact several aggressive
measures that resulted in recent reductions in Amazon deforestation in Brazil.
International environmental groups and human rights organi zations have increased
scrutiny on the Lula government’s handling of the related problems of promoting
sustainable development in the Amazon and providing land to the country’s
thousands of landless peasants.

8«Brazilians Wonder: Where' sthe Reform?’ Christian Science Monitor, March 22, 2006;
“Brazil: Official Statistics at Odds with Landless Figures,” Latinnews Daily, February 1,
2007; “Waiting for Land on the Fringes,” Fort-Worth Sar-Telegram, December 10, 2006;
“Rural Violence at Record Levelsin Brazil,” BBC Monitoring Americas, April 20, 2006.

" “Brazil: A Nun’s Murder Triggers Action Against Landgrabbers,” Latin News Weekly
Report, February 22, 2005; “Human Rights Violations in the Amazon: Conflict and
Violencein the State of Pard,” CommisSao Pastoral da Terra, Global Justice, and Terrade
Direitos, November 2005.

8 “Third Man Jailed for U.S. Nun Death,” BBC News Online, April 27, 2006.
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Figure 1. Map of Brazil

Source: Map Resources. Adapted by CRS. (K.Yancey 11/28/05)



