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ABSTRACT 

This thesis examines Brazil’s local content policy in the petroleum sector from 2002 and until 

today, and its impact on industrial development. The research question is the following: 

How has the Brazilian state’s local content (LC) policy shaped the industrial 

development of the petroleum sector between 2002 and until today? 

The project analyzes the developmental outcomes of the LC policy by exploring the different 

ways of involvement by the Brazilian state. Evans’ concept of ‘embedded autonomy’ is 

applied to the empirical data by following a three-step approach consisting of structures, roles 

and developmental outcomes.  

 

Firstly, my findings suggest that the autonomy of internal state structures and the 

embeddedness of external industrial structures in Brazil have shown certain developmental 

features such as continuity of collective goals and a commitment towards a joint project of 

local industrial development. However, industrial development has been undermined by the 

fragmentation of the state apparatus and embeddedness with local capital at the expense of 

transnational capital. Secondly, the examination of the roles of state involvement related to 

the LC policy indicate that the ‘custodian’ regulator role of ANP has been given most 

attention in combination with the dominant ‘demiurge’ producer role of the state-owned 

enterprise Petrobras, while there has been less focus on alliance-oriented ‘midwife’ and 

‘husband’ roles that emphasize incentives and promotion. Thirdly and finally, the examination 

of developmental outcomes highlights that the LC policy has led to mixed results in which 

‘embedded autonomy’ is only a partial attribute. The idea of LC illustrates a double-edged 

sword for the petroleum sector in Brazil, where both achievements and failures can be 

observed.  

 

The project concludes that although the LC policy has led to industrial development to some 

extent, the Brazilian state has been driven by piecemeal modernization rather than complete 

industrial transformation. Both ‘autonomy’ and ‘embeddedness’ have evolved individually, 

however; the case of LC does not suggest that Brazilian state involvement is overall 

characterized by ‘embedded autonomy’. This thesis will not provide recommendations for a 

new LC policy, but will highlight focal points as to how the LC policy has shaped the 

industrial development of the petroleum sector in Brazil. 
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1 PART 1: INTRODUCTION 

 

1.1 Introduction 

The recent offshore oil bonanza in Brazil has attracted attention of politicians as well as 

practitioners and scholars. In an article in the Economist called “Brazil’s economy: The devil 

in the deep-sea oil”, it was raised concerns about the risks of an over-mighty state and over-

protected domestic market:  

“...it is worrying that there is far more debate in Brazil about how to spend the oil 

money than about how to develop the fields…When it comes to oil, striking the right 

balance between the state and the private sector, and between national content and 

foreign expertise, is notoriously tricky. But it can be done.” (The Economist, 2011a) 

 

The complexity of the Brazilian local content policy was appealing to me and I therefore saw 

it as an intriguing challenge to take on this project. The idea of writing about Brazil emerged 

after my stay on exchange in São Paulo during the fall semester in 2012, which gave me 

certain insights into the country’s economy. Being a Norwegian it is perhaps not so surprising 

that the topic of oil resources was of special interest to me. When I started to read about 

natural resource management, I noticed that academic scholarship was primarily concerned 

with the different versions of the “resource curse”; basically the idea that abundance in oil 

resources often fail to create prosperity in a nation. However, I wondered in what ways the 

state was able to achieve a favorable developmental outcome. In terms of state involvement, 

Brazil was an interesting case because it illustrated a hybrid form of capitalism combining 

traditions of state intervention with increasingly market-oriented approaches. From my 

outsider perspective, it was a paradox that the President Lula - who became President in 2002 

- seemed to have reoriented Brazil towards a higher degree of state control and oil nationalism 

after a period of deregulation and increasing openness towards foreign participation in oil. In 

particular, the local content policy fascinated me because of its complex nature.  

This leads me to the following research question: 

How has the Brazilian state’s local content (LC) policy shaped the industrial 

development of the petroleum sector between 2002 and until today? 
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The research question will be answered based on a three-step approach consisting of 

structures, roles and developmental outcomes. These steps are derived from my theoretical 

framework developed from Peter Evans’ concept of ‘embedded autonomy’ (Evans, 1995). 

Evans’ theoretical assumptions allowed me to operationalize a hypothesis that would serve as 

a tentative explanation for the phenomenon that I attempted to test.  

This hypothesis is formulated as: 

If state involvement is characterized by “embedded autonomy” through its 

structures and roles, then we should expect that the local content (LC) policy has 

managed to bring a favorable developmental outcome 
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1.2 Delimitations – boundaries the researcher sets himself 

 

This particular thesis does not cover: 

The gas market: The gas market is outside the scope of this project, and the focus is on the 

exploration, development and production of oil resources. 

Midstream and downstream activities: This study is delimited to the upstream activities of 

the petroleum sector and does not examine aspects related to the midstream activities 

(transportation and refining) or the downstream activities (distribution, marketing and sales) 

Onshore oil: I am aware that certain oil fields in Brazil are situated onshore at land. 

However, the majority of the recent discoveries have been offshore and in increasingly deep 

waters, which is the focus of this thesis.  

Oil revenues: The debate about oil resources is focused on exploration, development and 

production activities, and it is critical to note that the discussion about the management of oil 

revenues has been left out of the core discussion.  

Policy-making and processes: In this thesis, the political processes behind the regulatory 

framework for the petroleum sector have been placed in the background, because the 

emphasis is put on the developmental outcomes of state involvement related to the local 

content policy 

Environmental aspects: The environmental impacts of fossil fuels and its contributions to 

climate change is something that I have chosen not to discuss in this thesis. The existence of a 

petroleum sector is taken as given. This implies that it is outside the scope to speculate about 

whether/when/how it is likely that alternative energy sources may replace oil.  
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1.3 Limitations – matters not within a researcher’s control 

 

In terms of available literature 

Many studies on developmental states are based upon an Asian context, and may only have 

limited relevance for a Brazilian setting. Furthermore, much theoretical literature has focused 

on the relationship between the state and oil companies (OCs), without involving a broader 

range of actors that are involved with oil activities, such as suppliers, shipbuilders etc. 

Research conducted on development in oil-rich countries is often based upon a context of a 

country that is oil-dependent, which does not necessarily apply to countries with a diversified 

industrial base such as Brazil. These limitations affect how I interpret state involvement in the 

petroleum sector in Brazil.   

In terms of empirical data 

The empirical data that is published by the Brazilian state and agencies are often written in 

Portuguese, and it has been difficult to find translations to English. Although I do understand 

some Portuguese, this language barrier may have shaped my interpretation of data and 

subsequent conclusions. Moreover, the access to Brazilian state bureaucrats and commercial 

actors in the petroleum sector has been somewhat limited. Although it would have been 

preferable to observe the Brazilian state apparatus and its relations to the industry directly in 

order to obtain a more precise picture of the local content policy, this has not been realizable 

due to the lack of time and access. It is also crucial to take into consideration that the selected 

interviewees might not answer truthfully or at all to the questions asked. This may affect the 

generalizability and the credibility of my findings. 

In terms of research methods 

In relation to time horizons, it needs to be pointed out that my research and subsequent 

conclusions are based on a relatively limited period of time. Finally, since my project 

primarily consists of qualitative data, operationalization of data is a challenge because it is 

difficult to measure intangible concepts such as ‘embeddedness’ of structures. However, I 

intend to provide a conceptual framework for analyzing this data, by coding and categorizing 

my findings, which facilitate the confirmation/rejection of my hypothesis. 
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1.4 Definition of local content in Brazil 

The local content policy has been and still is a fundamental instrument to boost local 

industrial development in Brazil. The Brazilian Petroleum Agency (ANP)
6
 defines local 

content as ”the portion of materials, equipment, systems produced in the national territory 

and the services rendered in it, acquired from suppliers established in Brazil, …as long as 

they offer equivalent conditions in price, delivery time and quality to the ones of foreign 

suppliers (ANP, 2010). In this thesis, local content is abbreviated as ‘LC’. Operators are 

obliged to give preference to Brazilian suppliers whenever they are competitive; the only 

situation where the LC rule does not apply is when it is not possible to find an equivalent 

product or service in the Brazilian market (Offshore Center DK, 2009). However, it is critical 

to note that the definition of a ‘Brazilian’ supplier does not consider the origin of the capital 

or the nationality of the shareholders. It only calls for value creation within the host country, 

rather than imports. LC requires that a certain part of goods and services must be located and 

produced in the Brazilian territory, thereby generating jobs and collecting taxes in the country 

(Olsen, 2012).  

 

How is LC measured in Brazil? LC is measured during the performance of oil-related 

activities and is divided into three categories: goods, services and systems/sub-systems. As an 

example, the calculation for LC of products is relatively simple, and can be calculated by 

using the formula below (Inventure Management, 2013:15).  X is the total value of imported 

parts/components/raw material, and must be divided by Y, which is the final Sales Price. For 

instance, if an oil service company imports items from China with a total value of 150, and 

the final sales price of the overall product is 300, then the LC rate is equivalent to 50 %. 

 

 

                                                           
6Agência Nacional do Petróleo, Gás Natural e Biocombustívels 

Source: Inventure Management (2013:15) 
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2 PART 2: METHODS 

 

2.1 States, developmentalism and state-society relations: an overview 

This section aims to map and assess how my research fits into the existing intellectual 

territory, by critically reviewing and discussing some of the most relevant theoretical 

approaches. The intention is not to cover all literature within my research topic, but instead to 

position the thesis in the wider context and to highlight significant aspects that will provide a 

foundation for the analysis of the state’s role in the industrial development of the petroleum 

sector in Brazil. Insight into relevant previous research can thereby help to identify ideas to 

pursue further. The section focuses on approaches across institutional and developmental 

economics but also draws on elements from other theoretical perspectives. Key words are 

institutions, developmentalism and social actors. 

  

2.1.1 Institutions do matter 

Why study states? In the book “Why Nations Fail”, Daron Acemoglu and James Robinson 

(2012) argue that the prosperity of a nation is determined, not by its geography or culture, but 

by the incentives created by institutions: “The choice of institutions – that is, the politics of 

institutions – is central to our quest for understanding the reasons for the success and failure 

of nations” (Acemoglu & Robinson, 2012:86-87). For a poor country to become rich, a 

political transformation is required. Therefore, it is argued that not only do we need to 

understand how the economy works; there is a need to study the historical dynamics of 

societies and the evolution of institutions. Acemoglu and Robinson (2012) argue that the 

characteristics of an institution tend to persist over time because it follows resilient processes 

of either vicious or virtuous circles. While some institutions seem to foster economic growth 

arising from its inherent positive feedback-loop of pluralism and rule of law; other institutions 

tend to hamper economic growth because they are associated with absolutism and the 

unchecked power of few at the expense of the many. In the latter case, the increasing 

dominance of elites may lead to misuse of power, political chaos and civil wars, all of which 

hinders the realization of economic prosperity. In other words, the role of institutions is 

therefore critical in order to understand the development of a country.  

 

What characterizes an ‘institution’? Williamson (2000) builds on the insights from New 

Institutional Economics (NIE) and proposes four levels of social analysis to understand the 
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economics of institutions. Level 1 consists of “social embeddedness”, that is, informal norms, 

traditions, customs and religion. This level is mostly taken for granted by institutional 

economists because these elements tend to change very slowly and are hard to calculate. In 

the second level, the institutional environment is located. Here the focus goes beyond 

informal constraints and introduces the formal rules of the game: constitutions, laws and 

property rights. Level 3 considers the governance structure of contractual relations, and 

follows the idea from transaction cost economics in the sense that “…governance is an effort 

to craft order, thereby to mitigate conflict and realize mutual gains” (Williamson, 2000:599). 

The fourth and final level is that of resource allocation and employment, which is represented 

by neoclassical economics and agency theory. NIE focuses primarily on Level 2 and 3, and 

assumes that the cognitive competence of human actors is limited, so-called ‘bounded 

rationality’ (Williamson, 2000). This implies that opportunistic behavior may hinder the 

achievement of goals, and “…it is impossible to do better than one's best” (Williamson, 

2000:602). In turn, this means that all feasible organizational alternatives, including the 

government, are flawed.   

 

2.1.2 Developmentalism 

Classic developmentalism has focused on ‘forced modernization’ through state planning and 

creation of state-owned enterprises (SOEs), and emphasized the importance of de-linkage 

from global markets through high tariffs and import substitution policies (Trubek, 2008). Due 

to market failures, the state had to step in to ensure development. These arguments were later 

replaced by the neoliberal hegemony of what is often called the ‘Washington Consensus’, 

which questioned state capacity to bring efficient outcomes to the economy and instead 

claimed that the market provided superior performance. However, this thesis recognizes, 

along the lines of Lévy-Strauss, that human mind often falls into the trap of making binary 

oppositions (Šoštarić, 2009). Within the scope of this thesis, it would mean discussing state 

intervention or no intervention, isolation versus openness etc. This ‘either-or’ thinking is to be 

avoided, and instead attention must be given to the variations in state involvement and its 

connections to the private sector. Evans, Rueschemeyer and Skocpol reintroduce the concepts 

of state structure and capacity in the book “Bringing the state back in” (Evans, Rueschemeyer 

and Skocpol, 1985). These authors follow a state-centric paradigm and aim to call attention to 

the state as an autonomous actor in addition to being a set of institutions. It is not a question 

whether states matter, but in what ways. The institutional centrality of the state is not assumed 
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to be incompatible with market mechanisms. Linda Weiss develops this assumption further in 

her ‘governed interdependence’ thesis, which puts forward that state-business cooperation is 

required to ensure favorable developmental outcomes (Weiss, 1995). This implies that both 

state and society can be strong without one of them being superior to the other: “both state 

and capital are taken seriously; both strong state and strong industry go hand in hand; the 

capacities of both are mutually enhanced” (Weiss, 1995:589).  

 

New developmental state theory, which is promoted by Trubek (2008) among others, calls for 

a move away from the “one-fits-all approach” that seems common to both classic 

developmentalism and neoliberalism. This theoretical position argues that the field of 

development theory is confronted with a new context which is characterized by an 

increasingly integrated global economy, a fast-changing pace of technology developments and 

the rise of new emerging powers such as Brazil. Trubek points to the success of North East 

Asian countries in which policies were different from the assumptions of previous 

development theories. In these states, “strategic choices were made through processes that 

involved close collaboration between a state that seemed to be free of the vices of rent-seeking 

or corruption and a private sector willing to accept state direction” (Trubek, 2008:5). Trubek 

(2008) suggests a ‘new political economy of development’ which places greater emphasis on 

processes of knowledge and learning. When the state and market are linked in collaborative 

structures, experimentation allows each nation to tailor its institutional functions according to 

the needs of specific industries and regions (Trubek, 2008).  

 

The East Asian developmental state model has often been used as a typical example of state-

led development. Although the idea behind was nothing especially new or distinctly Asian, 

these experiences illustrated how certain economies managed to use public policy instruments 

rather than market mechanisms in order to foster industrial transformation and economic 

growth more broadly (Wong, 2004). According to Gerschenkron, the East Asian economies 

benefited from the “advantages of economic backwardness” (Gerschenkron in Wong, 

2004:350). By importing knowledge, technology and know-how from already industrialized 

countries abroad, they did not have to learn the ways of economic development from scratch 

but could just adapt it to fit local conditions. This implied that they could move relatively 

quickly from being economic laggards towards catching up with the “advanced industrialized 

West”. However, one could question whether this asymmetry and clear delineation between 
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countries still stands today, and where it would be applicable to put the emerging economy of 

Brazil. Brazil is already on its way to realize its “catch-up” potential, and has developed a 

diversified and high-technological industrial base but is still marked by significant social 

inequality among its population. It is critical to take into account that “development” in 

Gerschenkron’s sense was interpreted rather narrowly as the maximization of national 

economic productivity, and therefore, socio-economic redistribution was assumed to be less 

important (Gerschenkron in Wong, 2004). Indeed, East Asian developmental states were not 

characterized by superior or inclusive social welfare. However, in Brazil the definition of 

“development” has expanded during the last decade, and since Lula became president in 2002 

there has been increased focus on social distribution rather than pure growth. While GDP 

growth has stagnated in recent years; social equality has improved tremendously. 

Nevertheless, Gerschenkron demonstrates that the state had to go beyond the provision of a 

predictable and suitable business environment and become an investment banker that ensured 

the necessary funds for transformative activities (Gerschenkron in Evans, 1995). 

Gerschenkron’s way of thinking was further developed by Amsden, who argued that the state 

was not merely an investment banker but an entrepreneur, which shaped industrial capitalists 

with the use of a combination of incentives and performance (Amsden in Evans, 1995). Both 

these authors call for a greater attention toward the state’s ties with private economic agents, 

which is the theme of the following paragraph.  

 

2.1.3 The relationship with social actors 

So far, the previous paragraphs have mainly focused on state capacity in development. While 

the developmental state can be understood in terms of its internal bureaucratic organization, it 

is also defined by the ways in which it is able to balance its relative autonomy and strategic 

linkages with social forces. Following Gerschenkron’s argument that collaboration with 

society is of relevance to the developmental state, what kind of social actors are significant? 

Pluralism is a theoretical approach which analyzes so-called ‘interest groups’, and assumes 

that “…power is and ought to be widely dispersed among numerous groups all with a 

capacity to influence public policy” (Polsby and Dahl in Caramani, 2008:349). Interest groups 

can therefore be defined as social actors who have a potential impact on political institutions. 

Pluralism views policy-making as a result of struggles over authority and control among a 

plurality of actors, however, there has been a debate relating to the distribution of this power. 

In the book ‘Politics and Markets’ from 1977, Charles Lindblom laid the basis for neo-
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pluralism when he claimed that the political agenda is skewed towards the role of 

corporations, because businessmen possess a so-called ‘privileged position’ in government 

and politics of market-oriented systems (Lindblom, 1977). Companies possess a ‘privileged 

position’ because society depends on the investment, capital and technological innovation 

from businesses, all of which have consequences for the welfare of the whole society and not 

merely for a segment of the population. This in turn implies that business do not need to act 

just as an interest group competing for influence in the political process, because they already 

dominate the political agenda  through their institutional structures. Lindblom adds that 

businessmen differ from other interest groups, such as labour unions, because they enjoy a 

‘triple advantage’: “…extraordinary sources of funds, organizations at the ready, and the 

special access to government” (Lindblom, 1977:194). Although business exercises a great 

degree of control over government, Lindblom stresses that there are limits to the dimensions 

of business power, in particular the heterogeneity of the business sector itself (business 

conflict) and the resilience of state power.  

 

As mentioned earlier, this thesis seeks to avoid binary models that put state and business up 

against each other. Therefore, to better understand the relationship between the public and 

private sector, Evans’ (1979) proposal of a ‘triple alliance’ of foreign capital, local capital, 

and the state must be taken into account. Evans looks closer at this interrelationship in 

building an industrialized economy in Brazil, and argues that, although each of these members 

in the alliance have different interests, they are all brought together by a belief in the benefits 

from industrial development (Evans, 1979).   “If there is a triple alliance, then splits in the 

dominant class cannot be reduced to either the national bourgeoisie (state and private) versus 

the multinationals, or to statism versus private capital (local and multinational)” (Evans, 

1979:53). The state has been important in the construction of alliances, which has resulted in 

enhanced ideological cohesion among these groups. SOEs have functioned as a ‘buffer zone’ 

of shared control, and have represented significant political power. As explained by Evans, 

“…State enterprises played key roles in breaking through bottlenecks that local capital was 

unable to tackle and foreign capital was unwilling to embark on independently” (Evans, 

1979:278). However, the question is how much the state can expand without disrupting the 

triple alliance that has been established. Evans has pointed out that there is a fine line between 

productive cooperation and rent-seeking behavior, and argues that “…the developmental state 

is inherently degenerative” (Evans in Wong, 2004:355). Hence, at a certain point, the 
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allocation of resources may become unproductive if maintained in the hands of the state. Still, 

Evans shows that the state’s emerging role as an industrial entrepreneur has been important 

for the triple alliance, by supporting and directing the process of industrial development.  

 

2.1.4 Concluding remarks 

This section has attempted to highlight some theoretical perspectives that are relevant for the 

analysis of state involvement in the industrial development of petroleum sector in Brazil. 

Firstly, it was pointed out that institutions are central to our understanding of a nation’s 

prosperity. The different characteristics of an institution were then described. Secondly, the 

state’s role(s) in development was examined, and it was argued that the East Asian variant of 

a developmental state was assumed to be different from both classic developmentalism and 

neoliberalism. Thirdly, the relationship with social actors was emphasized as a 

complementary force to state capacity. In particular, the neopluralist ‘privileged position’ of 

business was explained, however, it was also pointed out that the relationship between the 

public and private sector can be better understood as a ‘triple alliance’; consisting of the state, 

local capital and foreign capital (Evans, 1979). The joint project between these three groups 

reflects a positive sum game, in which states must be “embedded” in order to be effective. 

Actually, the three interlinked themes of this literature review – the state, developmentalism 

and state-society relations– together represent key themes for the main theory that has been 

chosen to guide this thesis, that is; Evans’ ‘embedded autonomy’. Evans brings together the 

concept of state bureaucracy with the idea of “joint projects” with industrial capital, by 

looking at both internal state structures (‘autonomy’) and external industrial structures 

(‘embeddedness’) and their impact on industrial developmental outcomes. By examining 

different roles of state involvement, ‘embedded autonomy’ may help to understand industrial 

development of the petroleum sector of Brazil, and why certain developmental outcomes have 

been produced. The following section investigates the elements of Evans’ ‘embedded 

autonomy’ in further detail.  
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2.2 Theoretical approach: Embedded Autonomy 

This thesis seeks to understand how the Brazilian state has shaped the industrial development 

of the petroleum sector in Brazil through the LC policy. In order to analyze state involvement, 

the theoretical approach that is applied is Evans’ concept of ‘embedded autonomy’ as 

described in his book Embedded Autonomy: States and Industrial Transformation (Evans, 

1995). Evans uses a comparative institutional approach and aims to understand how states 

contribute to industrial development, by analyzing the newly industrialized countries Brazil, 

India and Korea during the 1970s and 1980s. He proposes a differentiated view on states, 

which implies that he sees state involvement as a given although he acknowledges that states 

are indeed imperfect. “In the contemporary world, withdrawal and involvement are not the 

alternatives” (Evans, 1995:10). Rather than asking how much state intervention that leads to 

development, Evans believes the debate should be replaced with an analysis of what kind of 

involvement and their effects (Evans, 1995).  

 

According to Evans, variations in developmental outcomes depend on underlying differences 

in the nature of state structures and state-society relations as well as the roles that states 

pursue. In order to determine whether a state succeeds with industrial development, one needs 

to consider its ‘embedded autonomy’ which consists of both internal structures (autonomy) 

and external structures (embeddedness). Evans uses the example of the East Asian miracle 

economies to describe developmental states with transformational capacity to overall promote 

economic development. These states showed that bureaucratic coherence and social 

connectedness are not in opposition, but may in fact be mutually reinforcing (Evans, 1989). It 

is important to note that it is the joint and simultaneous combination of embeddedness and 

autonomy which qualifies a certain state to be developmental.  Embeddedness is as important 

as autonomy, and by itself neither of them may produce developmental outcomes. As Evans 

notes, “…the secret of the developmental state lies in the amalgam” (Evans, 1995:59).  

 

This section starts out by defining the ‘state’ and ‘development’. Subsequently, the two 

elements of ‘embedded autonomy’ - ‘autonomy’ and ‘embeddedness’ - are described 

separately to illustrate how variations in internal state structures and external industrial 

structures establish different capacities for action to shape development. In turn, these 

structural characteristics define what kind of state involvement that the state attempt to 

pursue, that is; what roles the state is capable of playing. Four different roles of state 
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involvement are examined, and it is argued that the developmental outcome depends on how 

roles are combined and whether they fit the context in terms of sectoral characteristics. Based 

on these observations, it is argued that there is a need to re-examine state involvement in 

Brazil. The section ends out with a critique of Evans. The following theoretical framework 

illustrates the way the arguments are structured in this theoretical section, and the same line of 

thinking also provides as a framework for the overall analysis and guides the order in terms of 

how empirical data is presented. 

 

2.2.1 The state and development 

To begin with, it is critical to define what is meant by ‘state’ and ‘development’. Evans sees 

‘states’ both as institutions and social actors, “…influencing the course of economic and 

social change even as they are shaped by it” (Evans, 1995:18). Therefore, ‘states’ must be 

understood as more than the government or the sum of individual interests; they are historical 

products of their societies (Evans, 1995). ‘Embedded autonomy’ is the key to state 

effectiveness and implies that states are not seen as completely autonomous actors, but are 

“…embedded in a concrete set of social ties that binds the state to society and provides 

institutionalized channels for the continual negotiation and re-negotiation of goals and 

policies” (Evans 1995:12). Evans argues that, beyond the classic tasks of making war and 

ensuring internal order, the state has become increasingly responsible for economic 

transformation. The developmental capacity of the state involves not only ‘development’ in 

the narrow sense of a process of capital accumulation, but includes overall levels of national 

welfare and positive social structural changes in terms of distribution of wealth. Moreover, 

Evans highlights that ‘development’ must be defined in global terms. States operate in a 

global context and attempt to fit their economic activities into the international division of 

labor so as to generate a comparative advantage. Evans stresses that state involvement has not 

become obsolete as a consequence of internationalization; however, it changes the 

relationship between the state, local capital and transnational capital, and the link between 
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internal state structures and external industrial structures becomes even more interconnected 

and explicit. In order to understand a developmental outcome, two elements must be 

analyzed: 

a) Internal state structures – This element refers to ‘autonomy’, which means the 

coherence and capacity of the bureaucratic organization of state agencies and 

institutions 

b) External industrial structures – This element refers to ‘embeddedness’; the social 

connectedness and effective links between the state and industrial capital 

The following section examines these two elements in more detail. 

 

2.2.2 Autonomy: internal state structures 

By ‘autonomy’, Evans means the internal coherence and capacity of the state apparatus. This 

implies being capable of formulating collective goals independently from societal forces as 

well as individual actors. Evans draws on the insights from Weber’s bureaucracy, and argues 

that state capacity is rooted in a solid bureaucratic tradition: “It is not bureaucracy but its 

absence that makes the state rapacious” (Evans, 1995:47). The autonomy of internal state 

structures starts out from the selection process of civil servants. Effective states are 

characterized by government officials who are hired because of their formal competence 

rather than due to personally interconnected ties. Evans explains that meritocratic 

employment gives the state apparatus more status and legitimacy, which in turn reinforces 

state structures because the state is able to attract the “best and brightest” from the most 

prestigious universities (Evans, 1995). The coherent bureaucracy creates commitment towards 

collective goals and a strong esprit de corps, which helps to reduce the incentive for 

individual maximization and rent-seeking behavior.  

 

Furthermore, a developmental bureaucracy is associated with a predictable and stable frame 

of rules to ensure an orientation toward long-term productive investments. Institutions need to 

be built and reformed so as to ensure the coherence of the bureaucracy and to avoid that 

fragmentation leads to imbalance or inconsistency of the state apparatus. A central feature of 

the developmental state is strategic selectivity with regards to intervention. Only sectors, 

products and processes that are of strategic necessity for industrial development should be 

“filtered” into the attention to policymakers in order to ensure effective performance. To sum 

up, ‘autonomy’ of internal state structures reflects the need for a coherent, meritocratic 
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bureaucracy. However, Evans argues that ‘embedded autonomy’ goes beyond bureaucratic 

elements. Non-bureaucratic elements are reflected in informal networks, most significantly to 

be found in external industrial structures between the state and private actors. These networks 

may help to reinforce the formal state structures and its compliance to organizational rules 

and norms. This leads us to the examination of the complementary role of the embeddedness 

of external industrial structures, which is described in the following paragraph. 

 

2.2.3 Embeddedness: external industrial structures 

‘Embeddedness’, as it is used by Evans, involves the state’s relations to external structures in 

society. Evans explains that embeddedness “…implies a concrete set of connections that link 

the state intimately and aggressively to particular social groups with whom the state shares a 

joint project of transformation” (Evans, 1995:59). First, it is essential to establish what is 

meant with the term social groups to define the scope of ‘embeddedness’. Originally, Evans 

followed a narrow interpretation and focused on the links specifically with industrial capital. 

However, he also suggested that embeddedness could be built more broadly around 

connections with multiple social groups in society, such as labor unions and civil society 

groups. Although this thesis recognizes the existence of links with society in general, it 

confines itself to embeddedness in the narrowest sense, which implies a focus on ties with 

external industrial structures. External industrial structures are represented by both local and 

transnational capital, which together with the state forms what Evans calls the ‘triple alliance’ 

(Evans, 1979). 

 

Evans argues that, given coherent internal state structures, “the success or failure of 

transformative projects depends on how [states] jibe with the strategies of particular firms” 

(Evans, 1995:20). In developmental states, embeddedness is characterized by institutionalized 

rather than individualized relationships, in which the state acts as one actor and not through 

individual officials. Key to the developmental state’s success is the mutual reinforcement 

between the state and external industrial structures. States that promote industrial 

transformation induce private capital to become more entrepreneurial by increasing incentives 

and lowering the risks of joining a sector (Evans, 1995). State institutions, such as a 

Development Bank, are central for the provision and access to capital needed for investments. 

The embeddedness efforts by the state thereby facilitate the ability and willingness to engage 

in a “joint project” of local industrial development. Evans argues that embeddedness in this 
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sense does not involve the risk of “capture”, that is; a situation in which state policies are 

biased towards vested interests in society, i.e. the private sector (Evans, 1995). By contrast, 

the case of ‘embedded autonomy’ implies increased state competence because the “joint 

project” of industrial development unites industrial capital and the state apparatus, and 

thereby improves both the autonomy of internal state structures and the embeddedness of 

external industrial structures. So although a developmental state has a certain degree of 

autonomy vis-à-vis industrial capital, isolation of the state is not needed to “protect” state 

effectiveness. According to Evans, the end of the 1980s reflected the rise of a new 

internationalization, which changed the relationship between local and transnational capital as 

well as between state and private firms (Evans, 1995). As a consequence of an increasing 

dependence on embeddedness with transnational allies, it becomes more difficult to preserve 

the initial alliance between the state and local capital, which had helped create the local 

emergence of sectors. With new internationalization, state involvement does not become 

obsolete, however, Evans underlines that the state should step back to respond to the new 

global context. “…The new internationalization places new demands on the state yet leaves it 

less politically able to pursue transformative ends…the new internationalization forces us to 

think anew about the political roots and economic consequences of the state’s role” (Evans, 

1995:206).  

 

In short, this paragraph demonstrated the need for embeddedness with external industrial 

structures, more specifically through the ‘triple alliance’ between the state, local and 

transnational capital. Embeddedness implies to induce entrepreneurial efforts, so as to 

incentivize private capital to enter a sector and improve local industrial development. Overall, 

variations in internal state structures and external industrial structures reflect the state’s 

capacity for action related to industrial development. Then, the next step is to analyze those 

actions in more detail, by looking at what roles that the state takes on when aiming to achieve 

a favorable developmental outcome. In the paragraph that follows, Evans’ interpretation of 

different roles of state involvement are outlined.  

 

2.2.4 The four roles of state involvement 

Evans seeks to explain how state capacity of action is translated into real effects by looking at 

what ‘roles’ that states play. He offers a framework for categorizing state involvement and 

highlights four complementary roles of state involvement (Evans, 1995). These four roles are 
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custodian, demiurge, midwifery and husbandry, and they illustrate different aspects of 

‘embedded autonomy’. The following paragraphs explore the different roles in more detail.  

 

1. Custodian - The role of ‘custodian’ refers to one aspect of the state’s role as a regulator. 

The regulatory efforts are aimed at enforcing rules that prevent or restrict the initiatives of 

private capitalists. Evans argues that the role of regulator is a good place to start when 

dealing with an infant industry. By creating a nationalist “greenhouse”, the state 

establishes a set of rules to protect local firms from the external competition of powerful 

multinationals (Evans, 1995). Local greenhouses may help to produce firms with 

organizational strength, human capital and experience, all of which makes them legitimate 

partners with transnational allies. 

2. Demiurge - The role of ‘demiurge’ implies that the state takes on a certain role as a 

producer. However, this role goes further than taking responsibility for providing certain 

collective goods. Rather than complementing private capital, the state tries to replace or 

compete with it, often through SOEs (Evans, 1995). The role of demiurge is based on 

strong assumptions about the inadequacies of industrial capital. While local capital is 

assumed unable to achieve the developmental capacity to develop a new sector, 

transnational capital is in fact perceived to be unwilling or uninterested in local 

development (Evans, 1995). As a consequence, the state needs to take development in its 

own hands and use SOEs as instruments to ensure industrial development. The SOE both 

serves as training ground for leadership within the state bureaucracy and may also 

strengthen state-market relations through its ties with private firms. However, putting such 

an extraordinary faith in state capacity increases the risk of pushing states into sectors 

where it lacks sufficient performance and capacity to keep up with global progress (Evans, 

1995). 

3. Midwifery - The role of ‘midwifery’ implies that the state becomes more of an 

entrepreneur that encourages private actors to enter a sector or engage in new kinds of 

technological endeavors. Midwifery aims to energize and induce commitment to local 

development, rather than to substitute itself for private producers in a more ‘demiurge’-

way. It involves a variety of techniques but focuses on providing incentives rather than 

restrictions, in order to maximize the benefits from the alliance with local 

entrepreneurship and transnational capital (Evans, 1995). Midwifery often involves 

bargaining with multinational companies (MNCs) to make commitments to local 
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development: “They must be induced first to enter, then to increase local content, then to 

export, ideally all in alliance with local firms” (Evans, 1995:91). Alliance-building with 

external industrial structures is therefore a critical component of midwifery.  

4. Husbandry – Subsequent to the basic midwifery is the role of more high-tech 

‘husbandry’. Having persuaded private actors into a sector, the state needs to provide 

continuous support and promotion so that firms can move ahead along with the global 

technological changes in the sector. This role is what Evans refers to as ‘husbandry’, and 

adds that it is a “…process of cultivating, nurturing, and prodding the entrepreneurial 

forces that have been awakened” (Evans, 1995:78). The goal of husbandry is therefore to 

sustain alliances and local technological capacity that midwifery helped to create. Like 

midwifery, these efforts cover a wide specter of support techniques; from simple signaling 

to more comprehensive technological efforts, such as R&D expenditures. 

 

Evans notes that these four roles often occur simultaneously, so they should not be perceived 

as being mutually exclusive (Evans, 1995). For instance, the techniques of midwifery tend to 

overlap with those of husbandry. The industrial developmental capacity of the state, then, is to 

successfully combine these roles of state involvement. 

 

2.2.5 A note on sectors and sectoral variations 

Evans mainly investigates how structures and roles have made an impact on the growth of 

local information technology (IT) industries specifically, and demonstrates how global 

technological developments in this sector influence what roles that turn out to be effective 

(Evans, 1995). However, he also discusses more broadly how sectoral characteristics shape 

what roles states are able to play. Evans argues that, aside from the traditions of a state and its 

historical experiences, an analysis on a sectoral level makes it easier to observe the variations 

of state involvement. This is because each sector illustrates different opportunities and 

challenges for the state’s capacity to play the alternative roles. In turn then, the developmental 

outcome depends on whether the blend of roles fits the organizational and technological 

characteristics of the sector.  

 

It has already been noted that internationalization changes the relationship between state and 

industrial capital. Evans highlights that MNCs, being organizers of global markets and 

possessing state-of-the-art technology, reflect a significant example of global constraints that 
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places limits on what sectoral roles which are possible (Evans, 1995). “The more 

technologically challenging production becomes, the more the state comes to depend on its 

relations with transnational capital” (Evans, 1995:83). This implies that relying on the state 

as a direct producer (demiurge) may no longer fit, as the state lacks the agility necessary to 

maintain levels of innovation and technological investment to stay competitive and productive 

in a high-tech industry. Custodial regulation is considered completely inappropriate. Instead, 

Evans expects that an alliance-oriented combination of midwifery and husbandry makes the 

state more able to adapt to the new circumstances (Evans, 1995). 

 

2.2.6 Rethinking state involvement in Brazil 

This section has provided an overview of structures and roles that are associated with Evans’ 

concept of ‘embedded autonomy’. This amalgam provides the underlying structural 

foundation for state involvement resulting in favorable developmental outcomes. However, 

the paragraph on sectoral characteristics shows that state involvement is dynamic and needs to 

adapt to the process of industrial development. Sectoral changes entail a need for a 

reformulation of state involvement and its roles. Initially, Evans attempted to investigate 

Brazil in the 1970s and 1980s and argued that it illustrated an ambiguous, intermediate case 

that has “…enjoyed inconsistent but occasionally striking success in promoting industrial 

transformation” (Evans, 1995:44). Embedded autonomy was seen as a partial attribute of 

Brazilian state involvement; however, internal structures and external ties limited Brazil’s 

developmental capacity to achieve favorable developmental outcomes. It needs to be taken 

into account that Evans’ conclusions are based on an examination within a context that is 

significantly different from what can be observed today. The structural characteristics of the 

Brazilian state apparatus and its relations with local and transnational capital have evolved. 

Sectors have changed, new technologies have been developed and internationalization has 

progressed. The emergence of a new industrial landscape calls for an updated analysis of 

embedded autonomy in Brazil, which is a gap that this thesis attempts to fill by looking at 

state involvement from 2002 and until today.  

 

2.2.7 Limits of ‘embedded autonomy’ 

Having observed Evans’ concept of ‘embedded autonomy’, this section looks into some 

critical reflections related to the limits of Evans’ approach. The idea of the developmental 

state should not by any means be regarded as static. Evans actually includes this point of 
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critique in his work and highlights that one needs to take into consideration the dynamics of 

the state, which was observed in the paragraphs above. Firstly, it depends on what kinds of 

activities that are initiated, as the characteristics and needs of the specific sector define what 

roles that the state is able to play (Evans, 1995). Secondly, when the industrial landscape 

changes along with global technological developments, there is no guarantee that the 

developmental state - and its industrial developmental capacity - will maintain or continue 

into the future. Confronted with the Asian economic crisis in 1997, the soundness of the East 

Asian developmental state was put into question.  

 

Furthermore, Evans has been criticized for overemphasizing institutional variables. Underhill 

and Zhang (2005) highlight the role of process variables over structural variables in 

understanding a particular developmental outcome, and claims that institutional analysis must 

be supplemented with a political analysis that takes into consideration the policy-making 

processes. According to Evans, state capacity is considered as a fixed entity; however, this 

implies an inability to understand the state as an institution of political interactions and 

compromises. “It is not structures themselves but the politics that takes place within them that 

sets the contours and direction of economic development… A critical task here is to examine 

how the recurring patterns of conflict and cooperation within the state – society complex 

shape the political and economic institutions” (Underhill and Zhang, 2005:11). A related 

point of criticism is that Evans assigns passive characteristics to private market actors and 

other social forces. While Evans proposes a top-down view of the state, authors such as 

Leabrooke calls for a bottom-up approach that “brings legitimacy back in” and recognizes the 

state as a moral community in which norms and material interests shape state capacity 

(Seabrooke, 2002). Šoštarić (2009) argues that Evans has not necessarily overestimated 

institutional variables; the weakness is rather rooted in the fact that he neglects the role of 

social forces, such as civil society groups, and how these have shaped industrial development 

both for better and for worse. Although Evans claims that he analyzes state-society relations, 

these connections are mainly interpreted as the ties to industrial capital, and not towards 

society in general. In addition, by analytically distinguishing between internal and external 

structures, Evans perceives the market as if it was outside the governance by formal state 

institutions. Underhill and Zhang (2005) believe that this conceptualization should be avoided 

because states and markets cannot be separated empirically. Instead, they together form an 
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integrated governance ensemble which is based on a reciprocal relationship between public 

and private actors. 

 

Menocal (2004) adds that Evans does not address directly whether a democratization process 

may constrain the state’s actions towards development. South Korea, which was exemplified 

as the ideal type of a developmental state, was also the most authoritarian among Evans’ case 

studies, while intermediate Brazil was shaped by a strong labor movement during the 

timeframe Evans examines. Investigating a developmental state in a democratic context 

would therefore be interesting in order to understand how the state can achieve both 

development and democracy. After almost 40 years of having a military regime, Brazil 

became a civil democracy when the new Constitution was established in 1988. Based on these 

relatively short democratic traditions, it would therefore be interesting to look at how this 

context provides certain circumstances for the capacity of a developmental state. Menocal 

points out that one of the methodological weaknesses of Evans is his definitional ambiguity: 

“…while his concept of ‘embedded autonomy’ is compelling, it is also analytically fuzzy. In a 

way Evans’ argument comes to rest on a certain circularity. Because embeddedness is so 

loosely defined, it can mean anything” (Menocal, 2004:774). It is therefore hard to predict in 

what specific ways embeddedness leads to a particular developmental outcome, since it can 

take place under many different circumstances. However, one can argue that in the case of 

successful state intervention, embeddedness must at least be present – otherwise it would not 

have had desirable economic effects. Despite of Evans’ definitional ambiguity, Menocal 

emphasizes that his insight remains important because it shows that states can play both 

positive and negative roles (Menocal, 2004).  

 

2.2.8 Concluding remarks 

The preceding paragraphs provided some critical reflections related to the limits of Evans’ 

approach. It was observed that there is a need to take into account the dynamics of the 

developmental state, the political processes which have shaped institutions, the importance of 

broader social forces, and whether democratization influences industrial development. 

Besides, the definitional ambiguity of the ‘embedded autonomy’ concept was highlighted, 

however, it was also noted that Evans’ insight remains of importance because it reveals that 

state involvement does not inevitably lead to development. Overall, developmental outcomes 

vary and depend on the ‘embedded autonomy’ of the state, which is shaped by variations in 
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internal state structures and external industrial structures. Subsequently, industrial 

development is determined by how roles are combined and whether they fit the context in 

terms of sectoral characteristics. Evans’ theoretical assumptions allow me to construct my 

main hypothesis for this thesis, which is;  

If state involvement is characterized by “embedded autonomy” through its structures and 

roles, then we should expect that the local content (LC) policy has managed to bring a 

favorable developmental outcome 
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2.3 Methodology 

In this chapter, the methodological framework is explained, and it is outlined how I have 

undertaken research for this thesis. I explain the methodological choices that have been made 

and how I have applied them in the thesis. The methodology chapter is structured according to 

the research ‘onion’ as proposed by Saunders et al (2007:102), which considers the different 

layers of research issues that need to be peeled away before the choices of data collection 

techniques and analysis can be made. Firstly, one needs to take into account the adoption of 

research philosophies and approaches in developing knowledge in a specific field (Saunders 

et al, 2007). Secondly, these assumptions will guide the choice of the research design, that is; 

research strategy, research choices and time horizons. Finally, based on which research 

paradigm is applicable to my research, questions of data collection techniques and procedures 

can be dealt with.  

 

2.3.1 Research philosophies and approaches 

The choice of research philosophy reflects the way in which the world is perceived 

throughout this thesis. It consists of positions within epistemology and ontology - respectively 

the study of knowledge and the study of reality (Saunders et al, 2007). Epistemology is the 

study of what represents acceptable knowledge in a field of research. This thesis reflects the 

principles of an interpretivist perspective, because I am concerned with impressions rather 

than clear facts. In contrast to a value-free positivist approach similar to that of a natural 

scientist, this thesis acknowledges that the chosen objects of study are social phenomena 

which do not have a separate existence to that of the researcher. Insights into Brazil, the 

petroleum sector and the role of the state all involve a high degree of complexity and 

uniqueness, which would be lost if the research was shifted towards law-like generalizations. I 

believe that, as a researcher in my chosen topic I am part of the data collection process. I will 

inevitably be subjective because I include my own values and interpret the responses from the 

interviews that have been conducted according to my own set of meanings. At the same time, 

the challenge of an interpretivist epistemology is to understand the social world from the 

perspective of my research subjects and in accordance with the meaning they give to their 

interpretation (Saunders et al, 2007).  

 

Regarding ontology - the study of reality - this thesis takes a social constructivist position. 

Social constructionism follows from the interpretivist perspective and highlights the need to 
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study social phenomena as being created from the way individuals perceive different 

situations through their interpretation of the world and its subjective meanings (Saunders et al, 

2007). My role as a researcher is to understand the actions of the state and the way it has 

interacted with other social actors. The petroleum sector has been created and re-created 

through a complex set of social interactions, and its existence cannot be separated from the 

actions of social actors. So when I use theories to develop an understanding of state 

involvement in the petroleum sector of Brazil, I need to acknowledge that there is more than 

one way of interpreting this phenomenon. 

 

The choice of research approaches reflects how I have attempted to use theories and move 

between theory and empirical data. In the beginning of this project, an inductive approach 

was applied because I started out from an empirical and not a theoretical point of view. I 

began by collecting data about the characteristics of the petroleum sector in Brazil and recent 

developments in state involvement without a specific theory in mind. After an initial phase of 

interpreting the data, appropriate theories were selected based on my findings. Subsequently, 

when the theory selection was established, I collected new data in accordance with my newly 

acquired knowledge. The theoretical position suggested certain cause and effect relationships 

between specific concepts that I attempted to test on my data, which refers to deductive 

approach (Saunders et al, 2007). However, it is critical to note that other characteristics of 

deduction are not applicable for my thesis, such as generalizations or operationalization into 

quantitative measurements. Rather than assuming to conduct independent and objective 

research, I attempt to make sense of the data that I have collected. This resembles the 

inductive approach to a greater extent, as I have developed an understanding of a specific 

context and followed a less structured approach. Data collection has not been based on a ‘one 

take’, because the ideas and patterns had to emerge gradually. 

 

2.3.2 Research design 

After the outer layers of the research onion have been peeled away, the research design 

reveals several other issues underlying the choice of data collection methods. These next 

layers consider the overall plan for the way I chose to answer my research question, and 

consist of the following: research strategies, research choices and time horizons (Saunders et 

al, 2007).  
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The research strategy that was pursued was a single case study; that is, “…an empirical 

investigation of a particular contemporary phenomenon within its real life context using 

multiple sources of evidence” (Saunders et al, 2007:139). The word ‘context’ must be 

highlighted, because I wish to gain insight into the uniqueness of the Brazilian case rather 

than to generalize from these findings. However, within the single case study, embedded 

cases are adopted because I examine more than one unit of analysis by involving not only the 

state but also OCs and the supply industry.  

In the thesis, I was not conducting research on behalf of an organization/company, so I was 

free to decide the purpose of the research project. My research encompasses exploratory, 

descriptive and explanatory aspects. Firstly, it is descriptive in the presentation of the 

characteristics of the petroleum sector and its historical development in Brazil, in order to 

have a clear picture of the phenomenon and context. The descriptive phase is a brief 

forerunner to the main exploratory and explanatory studies. The project is exploratory 

because it aims to “…seek new insight; to ask questions and to assess phenomena in a new 

light” (Robson in Saunders et al., 2007:133) by re-examining ‘embedded autonomy’ in the 

case of LC from 2002 and until today. As a result of new insights and data that occurred to me 

along the way, I had to change my direction and adapt my research accordingly. In these 

regards, exploratory research was beneficial because the focus went from being broad towards 

being narrowed as the research progressed. Lastly, explanatory research was conducted 

because I tried to find the relationship between variables. More specifically, I was interested 

in explaining how the LC policy had shaped the industrial development of the petroleum 

sector in Brazil, and whether state involvement was characterized by ‘embedded autonomy’. 

 

Research choices are understood as the ways in which multiple methods - both quantitative 

and qualitative data; primary and secondary data - are combined. In my thesis, I needed to use 

and triangulate multiple sources of data in order to answer my research question. 

Triangulation is a method for cross-checking data and it can be called a multi-method 

approach because it combines different data collection techniques concurrently within one 

study in order to verify findings (Saunders et al, 2007). Multi-method was beneficial for my 

case study because it helped to produce a more holistic portrait of the object under study 

(Ghauri, 2004). This is also in line with a social constructionist position, which is considered 

to be an integrated perspective (Saunders et al, 2007). The use of triangulation reduces the 

likelihood of misinterpretation, since it allows for cross-checking of the collected information 
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from the various sources. For instance, the semi-structured interviews that I conducted were 

used to cross-validate data collected by other means, such as secondary data from academic 

journals and management consultancy reports. The time horizon to my research design is 

mostly cross-sectional, which implies that the research reflects a “snapshot” taken at a 

particular time, rather than a representation of events over a period through a longitudinal 

study (Saunder et al, 2007). Due to time constraints of the thesis period, the interviews were 

conducted in a relatively short period of time. As a consequence, I had limited capacity to 

study change and development of the ‘embedded autonomy’ phenomenon. I therefore aimed 

to look at the current situation (from 2002 and until today), while acknowledging that changes 

in the business environment can happen fast.  

 

2.3.3 Data collection techniques and procedures 

Having peeled away several layers of the research onion, we can finally look into the inner 

layers of data collection techniques and procedures. The following section describes the 

choices related to my sample and the sources of data. I collected primarily qualitative data, 

and used a combination of both primary and secondary data. My sample was selected on a 

non-random basis, which implies that it was based on my subjective judgment rather than 

from statistics (Saunders et al, 2007). I needed to conduct in-depth research and focus on a 

small sample size in terms of the interviews, in which only the particularly informative 

cases/individuals were collected instead of attempting to cover the total population. For 

instance, based on the findings from the interview with the respondent from the supply 

industry, together with cross-validation from other sources, it was reasonable to believe that 

the experiences and opinions of that specific company could be generalized to represent the 

overall concerns of the supply industry in Brazil. My sample snowballed gradually as I made 

contact with people who helped me to identify further members of the population. One the 

one hand, this was beneficial because it made it easier to include desired respondents in my 

research, but one the other hand, I had to be aware of the risk of ending up with a 

homogeneous sample of biased findings. I attempted to control this bias by ensuring 

variability in my sample, and my interviewees were chosen to cover different aspects of my 

research question.  
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2.3.4 Collecting primary data by conducting interviews 

I collected primary data by using qualitative (non-standardized) research interviews. This type 

of interviews allowed me to gather information in line with my research purpose, which was 

to seek new insights into a phenomenon and understand the relationship between concepts. In 

total, I selected five interviewees for my thesis. The interviews had an average duration of 1-1 

½ hours, and took place at the interviewee’s work location. All interviews except one were 

conducted through face-to-face interaction, while one interview was conducted via Skype (an 

internet telephone service). Depending on the mother tongue of the interviewee, the 

interviews were conducted in English or Norwegian. Most of the interviews were audio-

recorded and subsequently all were summarized. This has facilitated a more dynamic and 

accurate data analysis and it has allowed me to quote the interviewee’s directly. All the 

interviews that were audio-recorded are enclosed on a CD (see Appendix 1-5 for summary of 

all the interviews). The individuals were selected based on their particular insights into 

different aspects of my research. While some were informant interviews, the opinions and 

attitudes of the interviewees may have influenced my conclusions. The first two were in-

depths interviews, which imply that they were of informal nature with the purpose of 

exploring the research area to get insight into relevant aspects to pursue further. These 

interviews were carried out at an early phase in my research and helped me to clarify the 

focus and scope of my research. These two conversations were not audio-recorded; however, I 

sat down and took notes of the main ideas both during and immediately after the interviews. 

The next three interviews were semi-structured and I had made a list of themes and questions 

that I intended to cover. However, it is important to note that the questions varied depending 

on the interviewee’s knowledge and background. Taken together, these five interviews 

provided me with a holistic and rich set of data. The interviewees were the following: 
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In addition to the interviews, my participation in the course ‘Brazilian Economy’ at FGV-

EAESP Sao Paulo, in relation to my exchange semester in Brazil during fall 2012, served as 

an introduction to the topic of natural resource management in Brazil and provided me with 

knowledge on recent political and economic trends in the country. 

 

2.3.5 Collecting and analyzing secondary data 

Secondary data is when a researcher reanalyzes data that have already been collected for some 

other purpose (Saunders et al, 2007). In this thesis, I include both raw data and compiled data; 

such as published documents and material found on the Internet, in books, journal articles, 

reports, databases, quality newspapers etc. The main advantage of secondary data is the 

saving of resources. I did not have to collect it by myself, but instead I can spend more time 

and effort on applying the theory to findings and interpreting the data. Secondary data has 

also been beneficial in order to triangulate my findings from the interviews I undertook, both 

to confirm main points and to discover new elements. However, I have to be aware that 

secondary data may be collected for a purpose that does not meet my research objectives and 

needs. In addition, there might have been changes since the data was collected, which makes 

the data non-current. Furthermore, as Saunders et al (2007) argues, the culture, 

predispositions and ideals of those who collected the data originally may have influenced the 

way the data are presented. This calls for a combination of secondary and primary data, so as 

to answer my research question more fully.  

 

In the thesis I collected primarily qualitative data because my choices regarding theory, 

empirical data and methodological approach called for an analysis conducted through the use 

of conceptualization and not diagrams and statistics. Rather than being derived from numbers, 

I needed to organize the collected data into categories according to my conceptual framework, 

so as to explore and analyze it in a meaningful and systematic way. As mentioned earlier, I 

started out with an inductive approach which involved an initial period of data collection and 

simultaneous analysis in order to obtain a theory that was well-grounded in that data. Then, I 

identified core themes and recognized relationships between elements from both my 

interviews and notes related to secondary data. Based on my theoretically based proposition, I 

expected to find certain related outcomes in the data that I collected. Undertaking this 

technique helped to reveal the degree of ‘fit’ between the theoretical concept of ‘embedded 

autonomy’ and the empirical data covering the context of state involvement related to the LC 
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policy in the Brazilian petroleum sector. Thereby I could better refine and focus my 

arguments in order to achieve valid and well-grounded conclusions. Besides, where a match 

between theory and data was not to be found, I had to seek alternative explanations to 

enlighten my findings.  

 

2.3.6 Credibility of research findings 

The issue of credibility needs to be examined to reduce the possibility of getting the answer 

wrong. This involves drawing attention to two elements: reliability and validity. There are 

several threats to reliability and validity contained in my research design. Reliability refers to 

whether my data collection techniques and analysis may generate consistent results by other 

researchers using the same methods (Saunders et al, 2007). In my thesis, the interviews result 

in qualitative results and these can be hard to replicate because they are a product of a certain 

time and place, which is subject to change. Qualitative data, like interviews, are hard to 

operationalize and it can therefore be difficult to measure the degree of reliability. Therefore, 

it is not realistic that other researchers can replicate my findings because they reflect a 

specific context (Saunders et al., 2007). However, I have attempted to improve reliability by 

making interviews available on a CD, and by using direct quotes in the project, so that the 

reader gets an impression of how I have interpreted the findings. Even so, I have to be aware 

of participant bias, meaning that interviewees may have said or behaved in accordance to the 

expectations of their companies, or what Saunders et al (2007) refers to as the ‘good news’ 

syndrome. Indeed, the LC requirements that are discussed in the analysis reflect a sensitive 

topic for foreign companies operating in the petroleum sector in Brazil. If criticized openly, 

this topic may have harmful implications for their business opportunities and thereby these 

respondents are less likely to share information or opinions. I have attempted to overcome this 

bias by ensuring the anonymity of one respondent as well as the informed consent about the 

way in which the collected data is being reported, so as to improve the willingness to speak 

freely about issues. I also need to consider the interviewer bias that I possibly demonstrate in 

the way I ask questions and interpret responses. I tried to overcome this bias by asking open 

questions with a neutral tone of voice and concentrating on listening to avoid exposing my 

own ideas or perceptions. Furthermore, I had to be aware of what kind of organization that 

was responsible for my secondary data, in particular data obtained via the Internet, to 

determine the authority and quality of the sources and to avoid errors and distortions. 

Saunders et al (2007) point out that secondary data are less likely to serve as an objective 
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account of reality because they often reflect the perceptions and views of the writer and the 

intended target audience. As mentioned earlier, I used triangulation to verify whether different 

sources suggested consistent conclusions. 

 

Validity is the degree to which an interview accurately shows the concept that the researcher 

tries to measure. In this project, validity is ensured by using a hybrid approach of both 

deductive and inductive approaches, which allows me to move from theory to data and vice 

versa. For instance, I started out by only looking at the cases involving pre-salt oil fields 

because it provided me with an “extreme” type of state involvement, but I eventually realized 

that I could not exclude data covering other offshore post-salt projects as this would give an 

inaccurate illustration of state involvement in the Brazilian petroleum sector. I avoid making 

false assumptions about the appropriateness of the theory I am using, because I have 

continuously evaluated how the theory will shape my conclusions. External validity, also 

called generalizability, is of concern because I have conducted case study research which 

makes my findings less applicable in other research settings. By using qualitative interviews I 

attempted to increase the level of validity because, as Saunders et al (2007) argues, this type 

of interviews involves a more flexible and responsive interaction than other collection 

techniques, such as questionnaires. Still, by applying an interpretivist approach it can be 

justified that the findings of my interviews are not meant to be reproduced because they 

reflect a particular setting. Rather, I attempted to show how my findings may have a broader 

theoretical significance beyond my particular case study, by looking at the applicability of 

existing theory to the setting that was examined.  

Another important aspect that needs to be considered is the issue of gaining access to 

appropriate sources. Access may influence to what extent I obtain a representative sample so 

as to be able to address my research question and objectives sufficiently. For instance, while it 

would be theoretically desirable to interview representatives from the Brazilian state, this has 

turned out to be difficult to realize in practice; not only because physical access would require 

me to go on a field study to Brazil, but also because as a student I might lack the sufficient 

organizational status. Due to the 11
th

 concession round in the spring of 2013, it was difficult 

to get access to insiders into the regulatory agency ANP, who are in charge of the allocation 

of oil fields to OCs in Brazil. However, as an external researcher I still benefit from being 

perceived as an ‘objective’ outsider without a covert agenda. To some extent, I was lucky to 

get access to certain data and interviewees through a contact person in Brazil.  
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2.3.7 Alternative methods and expected findings 

The previous paragraphs have discussed the different layers of the research ‘onion’, explained 

the methodological choices that have been made and how I have applied them in the thesis. 

However, if I had pursued my research in in an alternative way, I may have followed other 

types of data and thereby reached different conclusions. For instance, it would be possible to 

analyze the industrial development of the Brazilian petroleum sector from a positivist 

epistemological position and measure quantitatively how value creation has increased locally 

during the last decade. This would require access to statistics on the turnover of all companies 

involved in the local industry that could have been aggregated to explore the local value 

creation and employment in Brazil. Although it might sound more “tangible”, this approach 

would have taken a lot more time, and required sufficient access to organizational data of OCs 

and the supply industry in Brazil. Alternatively, I could have done a multiple-case study and 

compared two different oil producing countries during the same time period. However, I 

realized that this type of comparison would be a challenge because the oil-rich countries in the 

world are in different stages of development and with very different characteristics. While 

Norway is often perceived as a model for managing oil resources, it has quite different 

traditions in terms of political system, state involvement and openness to trade compared with 

Brazil. Based on these observations, I believe it makes more sense to stick to the methods 

mentioned earlier in this chapter. Evans suggested no clear way of measuring the concept of 

“embedded autonomy”, but it remains crucial to investigate in what ways state involvement 

has occurred, how roles have been combined and the impact on developmental outcomes.  
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3 PART 3: ANALYSIS 

3.1 Characteristics of the petroleum sector 

3.1.1 The value chain and segments 

The petroleum sector consists of a complex and 

fragmented structure that follows a sequence of 

activities which is termed the “value chain”. In 

short, it can be distinguished between three major 

stages in the value chain, as shown on the figure 

to the right: the upstream sector, consisting of 

Exploration and Production (E&P) activities; the 

midstream sector, involving transportation and 

production; and the downstream sector, including 

distribution, marketing and sales.  The focus of this thesis is on the upstream sector and the 

corresponding E&P activities, which is the largest component of Petrobras’ portfolio 

(Petrobras, 2012a).  Since the most significant oil discoveries in Brazil have been located 

offshore and in increasingly deep waters (Petrobras, 2012), the thesis concentrates on offshore 

oil blocks on the Brazilian continental shelf rather than onshore fields. Petrobras defines E&P 

activities as the following “By "exploring" and "producing", we research, locate, identify, 

develop, produce, and incorporate oil and natural gas reserves” (Petrobras, 2013a).  Within 

E&P activities, several segments can be identified along the timeline of contractual phases, 

which is illustrated by the figure below. Rystad Energy’s categorizes the upstream sector into 

the following 11 segments (Rystad Energy, 2012):  

 

Source: developed by author based on Rystad Energy (2012) 

The timing of the segments in the value chain is crucial to understand what kind of companies 

that are operating in the Brazilian market and the ripple effects in the economy. The offshore 

Source: Author (Fiksdahl, 2013) 
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upstream sector in Brazil is characterized by a high level of fragmentation, and most 

companies specialize in distinctive segments (BNDES, 2009a). During various phases, there 

are also specific requirements related to high-technology, specific assets and qualified labor.  

 

Source: Adapted from Rystad Energy (2012) 

 

In the initial exploration phase, seismic and geological and geophysical (G&G) technologies 

aim to confirm the existence of a reservoir and determine the quality of the oil in a certain 

area as well as economic feasibility. During this stage, exploration drilling and production 

testing occur. The intermediate development phase begins after an oil field is discovered, 

positively evaluated and commercially declared attractive.  Depending on the local setting and 

in particular the depth of the water, distinct offshore installations are developed: fixed 

platforms; drilling rigs (jacket rigs etc); semi-submersible platforms; Floating, Production, 
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Storage and Offloading platforms (FPSOs); subsea installations (‘Christmas trees’ etc) and 

others. In this phase, concept and FEED
7
 studies are conducted in order to establish the 

contract strategy, which implies that the preferred concept for drilling and production 

infrastructure is selected. In this phase, capital-intensive segments are introduced, such as 

drilling agreements of wells and construction of offshore installations and vessels. When 

concept and FEED studies are completed, the results will be concluded through a PDO (a Plan 

for Development and Operations) that must be submitted to ANP.  

 

After the PDO is approved, the detailing of the installation is progressing through 

Engineering, Procurement and Construction. The result of this work will be the offshore 

installation, including Topside, Subsea and Substructure, which allows the start of oil 

production. When a field is in operation after the first oil has been achieved, the field 

development goes into the production phase. During this phase, the focus is on the segment of 

downhole drilling equipment and drilling services. Maintenance, modifications and operations 

(MMO) projects are also of increased importance as existing offshore installations mature, 

and include activities such as drilling and production upgrades, tie-ins, life extension of 

existing fields and enhanced oil recovery. Throughout the value chain and over the lifetime of 

a field, continuous seismic and drilling activities occur in order to identify the scope of the 

reservoirs and develop additional wells. Besides, inspection and monitoring is required at all 

phases in order to ensure that essential health, safety and environmental (HSE) standards are 

considered and to prevent the risk of oil spills and hazardous events. 

 

3.1.2 Commercial actors involved in the offshore petroleum sector 

When speaking about the offshore petroleum sector, one needs to distinguish between oil 

companies and the supply industry. Oil companies (OCs) provide project management models 

related to oil production, while the supply industry possesses the technical solutions for E&P 

activities, both in terms of competences and capacity. Whereas there are only a few OCs in 

the world, the supply industry is characterized by a high degree of fragmentation. In terms of 

oil production by OCs in Brazil, measured in boe/d
8
, Petrobras has a dominant position with 

93.1% of oil production (Inventure Management, 2013). Thereafter, Statoil is the second 

largest producer with 3 %, followed by Shell with 2.2 % (ibidem). However, it is not only 

                                                           
7 Front End Engineering Design 
8 barrels of oil equivalents produced per day 
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foreign OCs that represent competition in the offshore sector of Brazil. OGX, a Brazilian 

independent OC, started to produce oil in 2011 and has several previous Petrobras employees 

among its staff. The owner of OGX is Brazilian billionaire Eike Batista. OGX is establishing 

itself as a key player in deep-water exploratory blocks and has ambitious production targets; 

however, the results have been disappointing in recent years. 

 

In contractual terms, there is a distinction between operators and contractors. An operator (or 

licensee) is the OC that is legally appointed the right and responsibilities to execute all 

operations and day-to-day activities of an oil field (ANP, 2013), while a contractor is 

delivering products or services to the operator. The largest offshore operators in Brazil are 

Petrobras, OGX, Statoil, Shell and Anadarko (INTSOK, 2012a). Petrobras possesses a 

dominant position among the operators with a total operatorship of almost 82 %, and its 

activities are spread across several segments (ibidem). 

 

It can be difficult to define the scope of the petroleum-oriented supply industry, because it 

involves a range of actors that are directly and indirectly related to E&P activities, such as 

engineers as well as ship-owners. However, what they share in common is that they deliver 

petroleum-related products or services to the upstream petroleum sector; either directly to 

OCs or indirectly to other suppliers. In this thesis, all these suppliers are referred to as “oil 

service companies”, and include contractors, system integrators, engineering, supply and 

service companies. In Brazil, there are around 200 oil service companies, and 76 % of these 

companies focus its oil and gas activities in the domestic market (ONIP, 2011). The oil 

service companies can provide different solutions either through procurement or leasing 

agreements of the assets. The former is often based on an Engineering, Procurement, 

Construction and Installation (EPCI) contract where the supplier coordinate the overall 

production infrastructure, either with the use of own labor or by sub-contracting specific tasks 

of the project. Alternatively, leasing agreements of FPSO units might serve as a preferable 

solution. FPSOs are characterized by being effective in remote or deep and ultra-deep water 

locations, where long-distance pipelines are not cost effective as they have capabilities for 

storage of oil onboard. 
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3.1.3 Overview of the Brazilian petroleum sector 

Brazil is considered the world’s largest oil and gas market by expenditure for the years 2013- 

2016 (Inventure Management, 2013), and is driven mostly by the offshore well-related 

market, operations market and the subsea market (INTSOK, 2012a). The capital of oil activity 

in Brazil is Rio de Janeiro, together with the nearby city Macaé. According to Rio Times, 

Macaé’s economy has grown 600 % during the 2000s, which clearly shows the booming 

development of the Brazilian petroleum sector in recent years (Rio Times, 2009). The 

offshore petroleum sector in Brazil employs around 75.000 in direct jobs and over 350.000 in 

related sectors and income effects generated throughout the supply chain (ONIP, 2011). When 

speaking of oil production and reserves, Brazil is no doubt in possession of both. Oil 

production has increased from around 1.2 million boe per day in 2001 to 2.1 million boe per 

day in 2011 (INTSOK, 2012a). Brazil also has large proven crude oil reserves of 15.7 billion 

boe, and this amount is expected to at least double as a result of recent pre-salt oil discoveries 

(Inventure Management, 2013).  In fact, discoveries in Brazil represent 63% of worldwide 

deepwater discoveries in the last 5 years (INTSOK, 2012b), and the already high level of 

offshore installation and construction activity is expected to increase even further in coming 

years. 

 

Most of the local E&P activity in Brazil is 

focused in three offshore basins: Santos, 

Campos and Espirito Santo, as shown on 

the picture (the Economist, 2011). 75 % of 

Brazil’s oil is produced in the mature 

Campos Basin, while the Espirito Santo 

Basin is accounting for around 10 % of oil 

production (Inventure Management, 2013). 

Traditionally, E&P efforts have been 

focused on post-salt reservoirs; however, 

recently the activities have expanded in 

pre-salt fields found in the Santos and 

Campos basins.  

 

Source: the Economist (2011) 
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3.1.4 The pre-salt discoveries 

Brazil has often been seen as “the country of the future”. With the pre-salt oil discovery in the 

Tupi fields in 2007, however, it seemed as the future had arrived. Petrobras announced that 

the Tupi discovery, later named the Lula field, was estimated to hold reserves between 5 and 

8 billion barrels, which represents the biggest oil find in the Western Hemisphere in 30 years 

(Bloomberg, 2012). The success of the Tupi field led to drilling of seven more wells where oil 

was found (Petrobras, 2013b). Just with the first three blocks, Tupi, Iara, and Parque das 

Baleias, Brazil would be able to double its current reserves. In total, Brazil’s pre-salt oil 

reserves are expected to hold up to 110 billion barrels of oil equivalent (boe), which would 

rank Brazil among the top oil producers in the world (Guan, 2010; Moreira, 2011). By 2020, 

pre-salt participation will represent 40.5 % of total oil production in Brazil (Inventure 

Management, 2011). President Lula termed the pre-salt discoveries Brazil’s second 

independence and Dilma added that these reserves were strong evidence that God is Brazilian 

(BBC News, 2009). At the same time, Lula emphasized that the oil finds did not happen by 

mere chance, and he praised Petrobras as a technological world leader within offshore deep-

water exploration (Pre-Salt Oil and Gas News, 2009). The pre-salt discoveries represent a new 

frontier for the Brazilian petroleum sector, and as we will see, a political shift stronger state 

involvement and stricter LC requirements.   

 

What is pre-salt oil exactly? According to Pre-Salt Oil and Gas News (2012), “the pre-salt is 

a sequence of sedimentary rocks deposited more than 100 million years ago in a space formed 

by the geographical separation of the ancient continent Gondwana, or more specifically, the 

separation of the American and African continents, which began about 150 million years 

ago”. The areas are called “pre-salt” because the oil is found underneath a 2000 meters thick 

layer of salt, in addition to the post-salt layers of rock and deep ocean ranging from 1500 to 

3000 meters, which is illustrated by the figure below (Petrobras, 2013b). The pre-salt cluster 

covers a total area of 149.000 km² and is located 300 km from the Brazilian coast between the 

states of Santa Catarina and Espírito Santo (MME, 2009; the Economist, 2009a). According 

to Petrobras, the oil found in the pre-salt layer is characterized by high quality and with a 

higher market value (Petrobras website, 2013b).  The oil is perceived to entail a low level of 

exploratory risk, and the success rate in the pre-salt layer is so far both higher than the global 

average of 25% and that of Petrobras (40%) (Pre-Salt Oil and Gas News, 2009).  
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Although the pre-salt areas are of high potential, the 

technological challenges are enormous. These 

challenges are not related to the depth at which the drills 

must operate, since Petrobras is one of the world’s best 

qualified companies in offshore deep-water drilling. 

However, new seismic technology is required to handle 

the high pressure after drilling through salt, “…which 

could crush a sinking ship like a soda can” (Ueno, 

2010:27). Another challenge is to handle the temperature 

chock of the oil as it is transferred up to the surface. The 

oil, which is mixed with corrosive gases, comes out of 

its reservoirs very hot and must pass through ice-cold 

wellheads on the ocean floor (The Economist, 2011). 

Besides, the fields are situated far from the mainland, 

and are hard to reach by people and pipelines, not to 

mention to respond if a Deepwater Horizon-style 

disaster would strike. When taking into account the 

geological and financial aspects involved with pre-salt 

oil, “all this makes developing the pré-sal a national 

commitment comparable to that of the Apollo 

programme” summarizes Pedro Cordeiro of Bain & 

Company (The Economist, 2011).  Source: the Economist (2011) 
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3.2 Historical evolution of Brazilian petroleum governance 

The following section describes the evolution of the Brazilian petroleum sector before 2002. 

From the creation of the National Petroleum Council (CNP
9
) in 1938 and up to the start of 

Lula’s presidency in 2002, two important phases are identified. The first phase covers the 

industrial development from 1938 to 1994, in which petroleum governance is characterized by 

state control and nationalism in the petroleum sector. The second phase covers the period 

from 1994 and until 2002, when neoliberal reforms under Cardoso influenced the petroleum 

sector by ending the Petrobras monopoly and introducing regulatory agencies. The year 2002 

is marked by a shift back to increasing state involvement, in particular in terms of a stronger 

emphasis on the LC policy. 

 

3.2.1 First phase: 1938-1994 - A politicized monopoly with a vision of self-sufficiency 

In 1938, the Brazilian government established the CNP in order 

to regulate and structure the activities of the petroleum sector (da 

Motta, 2008). At that time, Brazil was dependent on oil imports 

and foreign companies had failed to find oil in Brazil (Guan, 

2010). The government therefore saw the need to take industrial 

development in its own hands. Pressure on government control 

of oil resources and exclusion of foreign companies was further 

reflected in the 1947 nationalist campaign under the slogan “O 

petróleo tem que ser nosso”; “The petroleum is ours” (Guan, 

2010).  The military regime under President Gétulio Vargas 

declared that “oil was part of national security”, and in 1953 

Vargas signed Law 2004 which established Petróleo Brasileiro 

S.A (Guan, 2010). More known as Petrobras, the SOE was 

vertically integrated and aimed to exercise the federal monopoly 

over the activities of the petroleum sector; reaching from research and extraction of crude oil 

to refining and transport of refined products (da Motta, 2008). Industrial development was 

therefore mainly driven by the state monopoly. A combination of Evans’ ‘custodian’ and 

‘demiurge’ roles of the state was the main focus, and ‘embeddedness’ and alliance-building 

was put in the background. The government focused on protecting the Petrobras monopoly as 

a nationalist greenhouse, and considered foreign capital as inadequate to drive the industrial 
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development forwards. To the Brazilian people, “Petrobras soon became a symbol of 

“national liberation from ‘colonial imperialism’ and dependence on foreign capital” (Raine 

in Guan, 2010:80). Even the initial Petrobras brand reflected the emphasis on national 

sovereignty, by indirectly symbolizing the Brazilian flag and colours (see picture).  

 

However, during Petrobras’ first year, the oil output was not more than 2700 barrels a day, 

which accounted for less than 3 % of national consumption (Wall Street Journal, 2007; Guan, 

2010). Because nobody believed that there existed significant amounts of oil deposits in 

Brazil, the aim was to build refineries and use Petrobras as a military tool to ensure the oil 

supply of Brazil and to get better access to oil products (Olsen interview, 2013). Mr. Gabrielli, 

the CEO of Petrobras from 2005 to 2012, notes that “…unlike most state companies, which 

were either born with reserves or nationalized them, our objective was to find reserves" (The 

Wall Street Journal, 2007). In the 1950s and 60s, the government invested heavily in the 

energy sector, in particular through the ambitious “Fifty years’ progress in five” industrial 

development program (Guan, 2010). The BNDES, the Brazilian Development Bank
10

, was 

founded as a government agency in 1952 “…with the aim of developing and carrying out 

national economic development policies” (BNDES, 2013) and provided funding for the 

petroleum sector in Brazil. In the 1970s, significant oil fields were discovered, both onshore 

in the Espirito Santo Basin and more importantly in the offshore Campos Basin in 1974 (da 

Motta, 2008). The country was still very isolated at that time, and the role of state 

involvement was seen as crucial for its economic independence (Olsen interview, 2013). 

Petrobras was used as an instrument to help Brazil attain self-sufficiency in oil.  

 

In a period when OCs in the rest of the world reduced their investments within technology 

and increasingly outsourced functions from their activities to concentrate on their core 

business, Petrobras went the opposite direction: it played the role as a vertically integrated OC 

and built its deep-water technology without the help of the international community (Olsen 

interview, 2013). Willy Olsen argues that the efforts of Petrobras alone and its unique 

technological base could only have taken place in a company that was state-owned, because it 

was given almost unlimited resources by the government to develop its E&P competences 

(Olsen interview, 2013). Petrobras enhanced its technological expertise and ability to operate 

at increasingly greater depths of water. Through the ‘Center for Petroleum Research and 
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Improvement’, which is now called CENPES
11

, Petrobras invested heavily in developing 

technology for offshore E&P (Fishman, 2010). Alongside the technology development 

program ‘Procap’
12

, these investments laid the foundation for new drilling techniques needed 

for deep water reserves. Government actions towards self-sufficiency in oil were further 

reinforced and legitimized in relation to the international oil crises in 1973-74 and 1979, with 

the aim of protecting the economy from the sharp increases in the oil price (Guan, 2010). The 

end of the military regime took place in 1985, when a civilian government was formed in 

Brazil. A new Constitution was created in 1988, which established that oil resources belonged 

to the Federal Union and forbade future risk contracts because of its perceived lack of 

consistency with Petrobras’ monopoly rights (Guan, 2010). It was the beginning of a new 

democracy, however, Brazil was characterized by significant economic instability, which 

reduced developments in the petroleum sector and hindered government investments in 

Petrobras. During the period between 1986 and 1994, Brazil experienced five different 

currencies and eleven Ministers of Finance (Leira, 2012). Furthermore, the country suffered 

from chronic high inflation rates, which in 1990 reached over 2,000% while GDP decreased 

4.3% (World Development Indicators in Guan, 2010). To tackle these problems and stabilize 

the country macro-economically, the Minister of Finance Fernando Henrique Cardoso 

introduced the Real Plan in 1994. The fiscal and monetary stability brought by Cardoso 

marked a turning point for a more solid economy in Brazil.  

 

Overall in the period between the 1970s and until 1997, Petrobras barely had any assistance 

from companies, except for some risk contracts with private Brazilian companies and foreign 

ones, such as Shell, Exxon, BP and Conoco (da Motta, 2008). Nevertheless, Petrobras 

managed to operate at increasingly greater depths of water and achieved to go deeper than any 

OC ever had done elsewhere in the world (Olsen interview, 2013). It was responsible for the 

discovery of 209 onshore and 79 offshore fields, distributed in eight sedimentary basins (da 

Motta, 2008). In 1991, Petrobras won the “Oscar” of the oil industry, the OTC Award, and 

was recognized as the OC that contributed most to technological progress (Petrobras, 2013c).  

Despite its technological advancements in exploration efforts, the productivity of Petrobras’ 

oil production was not as impressive. Unfortunately, considering that Petrobras faced limited 

market pressure because it received a fixed price for its output, it performed so poorly that it 
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was nicknamed ‘Petrosaurus’ (Wall Street Journal, 2007). Compared with industry average, 

its workers were only 25 % as productive and Brazil was still importing almost half of its oil 

(Wall Street Journal, 2007). In the early 1990s Petrobras was forced to sell high-priced 

imported oil at a loss, because the government set artificially low prices for Petrobras’ 

products in an attempt to control inflation (Slater, 2010). Nevertheless, during this first phase 

the oil reserves of Brazil had grown to a total volume of 14.22 x 10
9
 barrels, and the output 

had accumulated to 4.73 x 10
9
 barrels (ANP in da Motta, 2008).   

 

3.2.2 Second phase: 1994-2002 – Expansion of private participation and 

transformation of Petrobras  

As a result of his success in stabilizing inflation, Cardoso was elected as President in 1995. 

During the Cardoso presidency, there was a shift towards market-oriented policies marked by 

his ‘tripé economico’ or the Triple
13

. Cardoso aimed to minimize the role of the state, and 

between 1992 and 1996 the BNDES sold off 27 state enterprises at a total value of US$3.7 

billion (Nem Singh, 2012). Besides, as a consequence of the elimination of subsidies the local 

shipbuilding industry in Brazil disappeared, which had used to be one of the largest in the 

world (Olsen interview, 2013). The privatization waves also led to a reformulation of the 

petroleum sector, which was seen as needed in order to cope with Petrobras’ productivity 

inefficiencies. The Constitutional Amendment 9 in 1995 marked the end of more than 40 

years of Petrobras’ monopoly (da Motta, 2008). Subsequently, the Concessions Law (Law 

8987) in 1995 and the Petroleum Law (Law 9478) in 1997 implied that foreign and private 

operators were allowed to participate in bidding rounds for concession contracts in oil fields 

that were previously held solely by the state (Fishman, 2010; Guan, 2010). In a ‘midwifery’ 

style, the government removed subsidies, import and price controls in order to induce foreign 

companies to enter the sector. The increasing openness towards private and foreign 

participation aimed to increase the competitiveness and efficiency of Petrobras and keep the 

government at arms-length. Between 1999 and 2000, the percentage of shares owned by the 

federal government fell from 84 % to 56 %; however, the government remained in control of 

majority voting rights (Fishman, 2010). The regulatory changes thereby transformed the 

structure of risk sharing between private capital and the Brazilian state. By having exclusive 

rights to areas under concession agreements, the OCs would overall take the risks but also 

                                                           
13 The triple: 1) keeping inflation within strict limits, 2) securing a certain public primary surplus before interest payments and 3) letting the 

exchange rate float. Source: Lage Hansen interview (2013) 
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receive high rewards, while the role of the Brazilian state “…shifted from being owner of 

productive capital towards provider of finance capital.” (Nem Singh, 2012:9). 

 

In response to the regulatory changes, the company structure of Petrobras was transformed 

to make it more transparent and accountable. Fishman (2010) argues that “…the 1990s was 

the decade of corporate innovation” for Petrobras. The company restructured the 

composition of its holdings and two-thirds of stocks were opened to private capital, mainly 

on the New York Stock Exchange (Fishman, 2010). In addition, the Cardoso government 

created the first independent board of directors in Petrobras, and the investment banker 

Philippe Reichstul was named as CEO (Wall Street Journal, 2007). Reichstul cleaned up 

Petrobras’ books, admitted previously undisclosed liabilities and adopted US accounting 

standards. Furthermore, the workforce was drastically cut while production was more than 

doubled (the Economist, 2000). As a result of the neoliberal reforms and increasing 

embeddedness with foreign companies, Petrobras improved its competitiveness, also on a 

global level, and managed to cover the costs of its deep water operations. An increase of 

183.3 % in net income and operating revenues of $42.7 billion was recorded by Petrobras in 

2003, which was the largest volume obtained by a Brazilian company in one year (Guan, 

2010).  

 

In addition to the increased stakes of private and international commercial actors, the 

neoliberal reforms in 1997 introduced new regulatory institutions to balance public and 

private approaches to oil extraction and production (Nem Singh, 2012).  

 ANP, the Brazilian Petroleum Agency was established as an independent regulatory 

agency with the responsibility to oversee the activities of the petroleum sector; by holding 

bidding rounds for exploratory oil fields and executing the concession contracts of these 

blocks (Nem Singh, 2012). The goal of ANP was to promote competition and attract the 

entry of foreign capital in production of oil, and the agency authorized Petrobras to work 

in partnerships with foreign OCs (Leira interview, 2013; Guan, 2010). 

 CNPE, the National Council for Energy Policy
14

 was created and directly linked within 

the Ministry of Mines and Energy (MME) in order to maintain some government control 

of the petroleum sector (da Motta, 2008; Nem Singh, 2012). The function of the CNPE 

was to define and coordinate the energy policy of Brazil, in conformity with national 

                                                           
14 Conselho Nacional de Política Energética 
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interests and the economic and technological development of the petroleum sector 

(MME, 2013). The CNPE therefore had a direct role in formulating public policies that 

were aligned with the civil society and market as a whole.  

These agencies were created to counterbalance the power of Petrobras and prepare the 

company for a highly competitive market which was no longer characterized by high degrees 

of protection. Thereby, one could argue that these agencies facilitated “embeddedness” and 

strengthened the state’s relations with external industrial structures, because it was assumed 

that private and foreign capital could be complementary to the SOE Petrobras. To maintain 

the E&P activity level and follow-up on all the prospective areas in Brazil’s sedimentary 

basins, foreign capital was needed. New international players helped to fill that gap, 

although Petrobras still dominated 

the petroleum activities in Brazil (da 

Motta, 2008; Guan, 2010). The 

neoliberal reforms brought 

significant foreign investments to 

Brazil, which has been a powerful 

engine for industrial development. 

Since the start of the oil reforms in 

the 1990s, Petrobras has seen a 

spectacular increase in productivity, 

which is shown on the figure that 

illustrates total factor productivity of 

Petrobras and Brazil before and after 

the reforms. 

 

After having explored the historical background of Brazilian petroleum governance it 

becomes clear that active state involvement and the dominant position of Petrobras are both 

key features of the traditions behind petroleum governance. The 1990s, however, introduced 

neoliberal reforms and reformulated the regulatory framework for the petroleum sector by 

opening up to private participation through concession agreements. Despite loosening the 

monopoly of Petrobras, several government agents remained linked to the E&P activities 

related to oil. Yet, the state did not take active ownership of the oil resources, but acted more 

as a regulator and provider of capital.  

Source: Bridgman et al in Ortega, 2013) 
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------ 

Derived from my hypothesis (developed in the theoretical section 2.2), the empirical analysis 

that now follows is guided by a three-step approach of structures, roles and developmental 

outcome, which can be seen from the figure below. The first step is to examine variations in 

internal state structures and external industrial structures, which together provide the basis for 

state capacity of actions towards industrial development. The following section looks into the 

ability of the Brazilian state to act “autonomously” as one coherent entity, and the next 

examines “embeddedness” with local and transnational capital. 

 

 

3.3 Internal state structures in Brazil 

3.3.1 Continuity of macroeconomic policy goals 

In 2002, the left-wing Luiz Inácio da Silva from the Workers Party PT
15

, popularly known as 

Lula, won the election. Leira argues that one of the most important decisions that Lula took 

when he came to power, was exactly to decide not to do anything with Cardoso’s 

macroeconomic policies (Leira interview, 2013). Lula continued Cardoso’s macroeconomic 

approach, known as ‘tripé económico’ (the triple), which implied 1) keeping inflation within 

strict limits, 2) securing a certain public primary surplus before interest payments and 3) 

letting the exchange rate float (Lage Hansen interview, 2013). Although Lula and his party PT 

had initially criticized the neoliberal reforms that Cardoso put in place, he inherited and 

reinforced Cardoso’s macroeconomic policies. When Lula took office, he wrote a letter to the 

Brazilian people in order to reassure investors and the international market about his 

commitment towards market-friendly policies, and that he would continue to respect 

contracts, pay off foreign debt and maintain fiscal discipline (Leira interview, 2013). In 

particular, Lula (president 2003-2010) and Dilma (president from 2010) have maintained the 

commitment to avoid inflation - popularly known as Brazil’ “big dragon” -and Brazil has now 

                                                           
15PT – Partido dos Trabalhadores 
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become a stable economy (ibidem). To ensure further growth, the government has introduced 

several programs related to industrial policy, most recently the ‘Brazil Major’ initiative in 

2011 under the slogan “innovate to compete, compete to grow”, in which petroleum and 

marine construction are among the priority areas (Trubek et al, 2012).  

 

3.3.2 ‘Lulismo’ - New state activism and social distribution 

What Lula introduced after Cardoso, however, was a focus on social redistribution and 

applying the state more actively as an instrument in development (Leira interview, 2013). 

While Cardoso wished to minimize state involvement and nationalization, Lula gradually 

increased state control and introduced ambitious social policies. His overall politico-economic 

approach has been named ‘lulismo’, which according to Professor André Singer is a hybrid 

model of capitalism; “the new combination of orthodox, neoliberal macroeconomic policies 

and comprehensive, progressive social policies” (Singer in Leira, 2013). The Lula 

government lasted for two terms of presidency during which he had a clear vision of 

reforming the social agenda through social security programs, such as Zero Hunger and Bolsa 

Familia which were based on conditional cash transfers (Manfredini, 2012). Leira highlights 

that this is the first time politicians in Brazil have decided to tackle poverty and social 

inequality on the top of the political agenda, and this has helped to create a growing middle 

class which represents an internal market with a size of 200 million people (Leira interview, 

2013).  In turn, Dilma Rousseff, the President since 2010, has adopted and pursued the 

“lulismo” to a large extent. Dilma worked as Oil Minister during the Lula government, and 

has favored a strong state role in the economy. For instance, the Brazilian government 

introduced the so-called ‘Science Without Borders’ program in 2011, which aims to improve 

and expand Brazilian education by funding training programs and scholarships for Brazilians 

to study abroad (Brazil Government, 2011). As a result of the emphasis on social distribution 

under Lula and Dilma, great social improvements have been observed in Brazil during the 

2000s, which Leira argues is an important element in “the Brazilian transformation” (Leira 

interview, 2013).  

 

3.3.3 Political leadership and employment of public officials 

Although the Brazilian state has been marked by continuity between 2002 and until today, the 

two Presidents are characterized by quite different leadership styles. Lage Hansen argues that 

while Lula appointed and had relations to heads of companies that could not be trusted, Dilma 
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is acting on corruption which shows the accountability of the government (Lage Hansen 

interview, 2013). Leira argues that corruption is and has always been a chronic problem in 

Brazil; however, the “mensalão” corruption scandal in 2005 and subsequent trial in the 

Supreme Court in 2012 came as shocking because it showed how several deputies were not 

only found guilty but were held accountable for their illegal vote-buying scheme (Leira 

interview, 2013). Besides, in her first months as President, Dilma fired several ministers, 

partly due to suspicion of corruption and partly to ensure a collective understanding of the 

political agenda of the government (the Economist, 2011). Still, ‘Contractor’ does not 

perceive that there have been any major improvements in terms of corruption, and claims that 

it is just an image that Brazil have created (Contractor interview, 2013).  

 

In his examination of Brazil in the 1970s, Evans noted that the Brazilian internal state 

structures were characterized by a lack of professionalism in its recruitment processes; 

“…populated on the basis of connection rather than competence and correspondingly inept in 

its developmental efforts” (Evans, 1995:61). However, the Constitution of 1988 established 

obligatory recruitment of public employees through public exams, which resulted in a more 

meritocratic selection of government officials (Trubek et al, 2012). Nevertheless, both Lula 

and Dilma have handpicked the leaders of Petrobras based on personal connections. Lula had 

close relations to the CEO of Petrobras Gabrielli, and the two men had been working together, 

shared similar background from internal revolt, both had been imprisoned etc (Olsen 

interview, 2013). Under Lula’s presidency, he put his own people into Petrobras’ management 

and used Petrobras’ political systems as instruments to become re-elected (ibidem). Dilma 

also had personal ties with the recently appointed CEO of Petrobras Maria das Gracas Foster, 

after they had worked together in the MME. However, Lage Hansen claims that the latter was 

a much more meritocratic selection (Lage Hansen interview, 2013). Staalstrøm adds that 

while Lula and Gabrielli was driven by their charismatic personalities and a close relationship 

with popular movements, Dilma and Graca Foster are not as captivating characters but are 

driven more by their formal competences (Staalstrøm interview, 2013). Graca Foster is an 

experienced engineer with background from Petrobras and has a reputation as an efficient 

technocrat (Leira interview, 2013), in addition to being nicknamed the ‘Iron Lady of Oil’ by 

Brazilian press (Forbes, 2012a). 
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3.3.4 Fragmentation of the state apparatus 

Dilma’s government is a heavy machinery consisting of a coalition of multiple parties with 

ideological heterogeneity (Leira interview, 2013). The Brazilian state is not to be considered 

as one single unit and there are several levels of governance: there are 27 federal states and 

5000 municipalities, and only three of the states are oil-producing (Leira interview, 2013).  

Because the federal states may represent contradicting priorities, it can be more difficult to 

push for and implement coherent developmental reforms. According to both Leira and Olsen, 

the main underlying reason for the delays in the petroleum sector is the disagreement between 

the federal states regarding royalty distribution (Leira interview, 2013; Olsen interview, 

2013). Royalties are a type of tax that OCs have to pay as a financial compensation to the 

states and municipalities in which the E&P activities of oil are located (BNDES, 2009a). 

Following the pre-salt discoveries in 2009, a bill was sent to Congress that proposed a more 

equitable royalty distribution among all states, regardless of oil production or not (Olsen 

interview, 2013). The bill triggered protests in the oil-producing states, in particularly in Rio 

de Janeiro which will host the World Cup in 2014 and the Olympics two years later, and fears 

that a change of the royalty law would leave it unable to finance these projects (Leira 

interview, 2013). As a result of the conflicting interests between oil-producing states versus 

the others, the royalty law has been back and forth in Congress for five years. Without the law 

in place, bidding rounds were put on hold. In December 2012, Dilma signed the royalty 

distribution bill into law but vetoed parts of the legislation after pressure from oil-producing 

states to maintain royalties for existing oil fields (Olsen interview, 2013). Her veto was later 

overturned by Congress, illustrating the dissatisfaction of non-producing states (Upstream Tax 

News, 2013). After five years of self-imposed dry spell in the oil industry, the government 

was tired of waiting for the royalty debate to be sorted out, and ANP finally announced the 

11
th

 bidding round in May 2013. On the positive side, the state managed to carry out the 11
th

 

round with success, which reduced uncertainty in the markets and served as a litmus test for 

the Dilma government (Leira interview, 2013).  

 

Concluding remarks:  

According to Evans, ‘autonomy’ is characterized by the coherence and capacity of internal 

state structures. My data shows that the internal structures of the Brazilian state have shown 

some developmental features: it has ensured long-term orientation towards collective goals 

combining macroeconomic policies with ‘lulismo’ and improved meritocratic selection based 
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on formal competences. However, both Lula and Dilma have handpicked the leaders of 

Petrobras as a result of personal connections. More importantly, coherence of internal state 

structures in pursuing industrial development has been undermined by the fragmentation of 

interests among the federal states in relation to the royalty distribution debate. As a 

consequence, the nature of the Brazilian internal structures has reduced the ability of the state 

to act ‘autonomously’, which has hindered/delayed the window of opportunity for industrial 

development. 

 

 

3.4 External industry structures: State-industry relations in Brazil 

3.4.1 The mixed regulatory system 

In the theory section 2.2, it was described how Evans highlighted the importance of 

‘embeddedness’ with external industrial ties. The following section examines this element by 

looking at the regulatory system of E&P activities, which consists of the ways in which the 

Brazilian state is involved with the different agents in the industry, and determines the 

relationship between the state and the OCs (BNDES, 2009). Brazil currently has a mixed 

regulatory regime, consisting of both concession contracts and production-sharing contracts 

(PSCs). More than 97 % of Brazil’s sedimentary area is under concession contracts, while 

around 2.3 % is under PSCs, mostly pre-salt areas (ANP, 2011a). The table below 

summarizes the main characteristics of the two regulatory models: 

 

Contractual model Concession (license and lease) 

Since 1998 

PSC (production-sharing contract) 

Since 2010 

Mechanisms to select and 

contract OCs 

Bidding system, managed by ANP, 

in which offering criteria are based 

on three bidding factors:  

1. 40 % signature bonus  

2. 40 % minimum exploration 

program 

3. 20 % LC 

Only one bidding factor: The bidder who 

offers the biggest percentage of the oil profits 

to the Union wins. 

Petrobras as the sole operator 

 

Ownership of oil 

resources
16

 

Extracted oil is owned by the OC Extracted oil is shared by the State and the OC 

(distinction between cost oil and profit oil
17

)  

Government 

compensation 

mechanisms 

Royalties (5-10 %) and signature 

bonus 

Special participation (10-40 %) 

Royalties (5-10 %) and signature bonus 

Share of profit oil 

Government dividends in Petrobras 

                                                           
16 The owner of the reserve (that is to say, before exploration of the hydrocarbon), is in most cases the State itself. The difference between 
legal regulatory systems regarding the ownership of hydrocarbons occurs when the hydrocarbon is extracted (exploration and production) 
17 Cost oil: A portion of produced oil that the operator applies on an annual basis to recover defined costs specified by a production sharing 
contract.  Profit oil: The amount of production, after deducting cost oil production allocated to costs and expenses, which will be divided 

between the participating parties and the host government under the production sharing contract 
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Risks and rewards related 

to E&P activity 

OC: All risk and high reward 

The OC has the exclusive right to 

explore, extract and market the 

production and bears all risks and 

costs involved 

State: No risk and low reward 

 

OC: High risk and low reward 

The OC must bear all costs and make the 

investments required to explore, develop the 

field and produce hydrocarbons, and it is 

compensated through the cost oil. 

State: Low risk and high reward 

 

Roles and responsibilities 

of the OC and 

government 

OC: Planning and execution of E&P activities 

Gov roles: 

- Political function (through MME) 

- Regulator and inspector (through ANP) 

- Provider of capital (through BNDES) 

- Operator with direct participation as producer through the NOC (Petrobras) 

Specific clauses 

(common for both 

systems) 

Local content (LC) Clause 

R&D Clause (1 % of revenues) 

Sources: Based on Nem Singh (2012), BNDES (2009a), Petroleum Law (1997), ANP (2009) 

 

In Brazil, it is the regulatory agency ANP that carries out the petroleum legislation. As 

described earlier, ANP was established as a in 1997 as a result of the Petroleum Law (9.478), 

with the aim to promote competition and attract the entry of foreign capital in production of 

oil, as well as to weaken the power of Petrobras in the market and in the state apparatus. In 

1998, “Round Zero” was initiated which, without competitive bidding, granted Petrobras 

blocks mainly in fields that already was explored or in production (da Motta, 2008). 

Subsequently, ANP started annual bidding rounds with new areas of oil exploration where all 

companies of any nationality could bid for oil licenses. As can be seen from the picture 

below, a total of 10 rounds were initiated by ANP until 2008 (ANP, 2009a)
18

.  

Source: ANP (2009a) 

By opening up for external competition and encouraging companies to enter the sector, the 

concession contracts illustrate a move towards a higher degree of ‘embeddedness’ with local 

                                                           
18 Note: Between 2008 and 2013, bidding rounds were put on hold until the 11th round was initiated in May 2013 
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and transnational capital to engage in a joint project of industrial development. 1995 marked 

the end of more than 40 years of so-called “greenhouse” ‘custodian’ protection when the 

monopoly of Petrobras was ended. The Petroleum Law of 1997 implied that foreign and 

private operators were allowed to participate in bidding rounds for concession contracts in oil 

fields that were previously held solely by the state (Guan, 2010), and Petrobras was allowed 

to form alliances with international OCs through partnerships in E&P projects. The Brazilian 

state recognized that it was dependent on embeddedness with industrial capital to keep up 

with the global levels of innovation and technology in order to stay competitive and ensure 

industrial development. Private and foreign capital was not seen as a threat for the local 

industry but rather as a complementary force to the SOE Petrobras. This suggests a 

strengthening of Evans’ so-called ‘triple alliance’ of the state, local and foreign capital, 

however; Petrobras has continued to possess a dominant position in the industry having a 

large proportion of oil production and operatorship in fields. Overall, the concession contracts 

and the openness towards private and foreign participation reflect that the state aimed to 

reinforce its embeddedness with external industrial structures.  

 

3.4.2 Pre-salt: a new regulatory paradigm 

After over ten years of Petroleum Law and ANP, a new regulatory framework was proposed 

in 2009 and approved by Congress in 2010 (Moreira, 2011). A new political discourse 

emerged shortly after Petrobras announced the pre-salt discovery, and a debate was started 

about the need to reform the legislation of the petroleum sector. ANP removed 41 blocks in 

the pre-salt region from the pending 9
th

 round, and after the 10th bidding round was held in 

December 2008 all future rounds were put on hold (Fishman, 2010). A special inter-

ministerial commission was soon created by Lula, in order to formulate a proposal for a new 

regulatory framework for the pre-salt and strategic areas (Guan, 2010)
19

. During one year, the 

commission analyzed the various E&P models in the major oil-producing countries. They 

concluded that the current concession regime based on the 1997 Petroleum Law had to be 

replaced and they recognized that pre-salt oil required differential treatment (BNDES, 2009a). 

In light of the examinations made by the commission, on August 31
st
 2009 four draft bills 

                                                           
19 The Inter-Ministerial Commission was formed by five ministers: (i) Mines and Energy, Edison Lobão, who is the coordinator of the 

Commission; (ii) Chief of Staff, Dilma Rousseff; (iii) Development, Industry and Foreign Trade, Miguel Jorge; (iv) Finance, Guido 
Mantega; and (v) Planning, Paulo Bernardo; besides the presidents of (vi) the BNDES, Luciano Coutinho; (vii) ANP, Haroldo Lima, and 

(viii) Petrobras, José Sérgio Gabrielli (Source: BNDES, 2009) 
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were sent to Congress consisting of the following elements (Olsen interview, 2013; Fishman, 

2010): 

1. Bill 5938/09 – Change in contractual model from concession contracts to production 

sharing contracts, which applies to all un-contracted pre-salt territory as well as areas of 

“strategic interest” 

2. Bill 5939/09 - The creation of a new SOE, Petrosal, that would oversee pre-salt PSCs and 

trading of pre-salt petroleum on behalf of the Brazilian government. Having 50 % of the 

members in the operating committee, Petrosal will have veto power on suppliers if it is 

deemed to be in the “public interest”. Petrosal is not an operator, but aims to secure the 

cash flow and production flow related to pre-salt oil activities 

3. Bill 5940/09 - The capitalization of Petrobras, and exclusive rights as operator in pre-salt 

contracts with minimum 30 % participation 

4. Bill 5941/09 - The creation of a Social Fund from pre-salt profits, administered by Petro-

Sal; at least 50 percent will be allocated toward education funding 

To justify the differential treatment of pre-salt and its strategic intervention mechanisms, the 

commission pointed out that the pre-salt context represented a paradigm shift for the role of 

the state, with the need for an industrial policy with increased LC requirements to add value 

into the oil and gas supply chain (Moreira, 2011; MME, 2009). It was argued that pre-salt was 

not just about economic growth, but the petroleum sector could be used to deal with broader 

societal issues, such as to develop value-adding activities and improve human resources and 

technology. The PSC regime also put a stronger emphasis on LC. As mentioned earlier, the 

legislation was approved by Congress in 2010, and the first PSC Bid Round is expected in 

November 2013, with the Libra field as the first area for PSCs.  

 

Concluding remarks: 

After a period of deregulation and breakdown of the state monopoly, this new regime implied 

that the balance between state and OCs was altered drastically. Overall, the state was given 

more control in the petroleum sector, there was a stronger emphasis on oil nationalism, and it 

involved a reduced role for transnational capital. The state maintains high rewards by 

establishing Petrobras as the sole operator, while allowing private OCs to work in consortium 

and joint ventures with Petrobras (Nem Singh, 2012). Therefore, one could argue that the PSC 

regime again places more emphasis on national sovereignty of internal state structures and 

less on embeddedness with external industrial structures. This time, however, protection is not 
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only aimed at maintaining the dominant position of Petrobras, but also to protect the local oil 

service companies from powerful competitors abroad. The preference for domestic industry 

has become more evident along with the LC policy, which seeks to improve the ability of 

local companies to engage in industrial development. Although the concession contracts and 

PSCs illustrate different forms of embeddedness, the overall mixed regulatory regime shows 

that the Brazilian state is not completely isolated when engaging in industrial development but 

relies on a partnership approach to carry out E&P activities. During the whole period between 

2002 and until today, the industry has been based on an alliance-orientation where different 

actors cooperate and compete to discover, develop and produce oil. However, my data 

suggests that embeddedness changed character a result of the addition of a PSC regime in 

2010. Embeddedness with transnational capital was reduced in favor of embeddedness led by 

a dominant Petrobras and the mutual reinforcement with local commercial actors.  

 

------ 

Following the three-step model derived from Evans’ concept of ‘embedded autonomy’, the 

next section moves on to the second step in the figure below. It examines the combination of 

roles of state involvement related to the specific actions taken by the state to achieve 

industrial development through the LC policy. In turn, this will help to better understand how 

LC has shaped the developmental outcome of the petroleum sector in Brazil. 

 

3.5 Roles: State involvement related to the LC policy 

What kinds of state involvement have been pursued to achieve LC? Although foreign 

investments are generally welcome in Brazil, they must be in compliance with Brazilian goals 

for the sector. After Lula took office in 2003, he intended to further develop Brazil’s position 

as a major global player, and aimed to use the petroleum sector as a tool for development 

(Olsen interview, 2013). His clear ambitions to boost the Brazilian industry became apparent 

as his LC policy advanced. In 2003, the MME launched an initiative called PROMINP, 
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Program for the Mobilization of the National Oil and Gas Industry
20

, which aimed to 

maximize the participation of domestic oil service companies in order to improve the 

competitiveness and productivity of the local industry (PROMINP, 2008).  

 

Derived from PROMINP, a systematic and comprehensive gap analysis was initiated which 

studied the gaps in the petroleum sector; in terms of access to human resources, materials and 

equipment, infrastructure, financial instruments, and the capacity and competences of local 

industry (Olsen interview, 2013). In this study, they mapped out the current situation, how 

they could build local capacity and what was required for the Brazilian oil service companies 

to be capable of supplying to the petroleum sector (ibidem). It was declared that “everything 

which can be done in Brazil should be done in Brazil” (Olsen, 2012), so as to generate 

employment and ensure local value creation. The government set a goal that by 2020, 90 % of 

production should take place in Brazil (Inventure Management, 2011). Overall, the LC level 

depends on the types of equipment and 

according to the E&P phases, but is on average 

60 %.  Although the official policies related to 

LC are not explicitly stated in the Petroleum 

Law from 1997, LC has become a significant 

feature of Brazilian petroleum governance in 

recent years. LC affects multiple economic and 

political actors, and is brought forward by both 

ANP rules for the bidding rounds; 

PETROBRAS requirements; and BNDES 

criterion (ONIP in FT Business, 2012). The 

following sections will look into how LC is 

pursued by each of these three actors, in order to 

gain an understanding as to how it has affected 

industrial development in Brazil.  

 

3.5.1 The application of LC as a specific clause in ANP concession contracts 

Since the start of bidding rounds in 1999, ANP has considered LC in the bidding process and 

LC has been a requirement that is stated as Clause 20 in concession contracts. Using the 

                                                           
20 “Programa de Mobilizaҫão da Indústria Nacional de Petróleo e Gás Natural 

Source: Developed by author 
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contract as a tool, ANP regulates, contracts, inspects and enforces the fulfillment of LC 

(Contractor interview, 2013). Thereby, ANP resembles Evans’ ‘custodian’ role of a regulator, 

because it enforces rules that restricts foreign capital from participating and rather attempts to 

protect local firms. The LC rules and interpretation have evolved along with the concession 

rounds (McKinsey, 2012): 

 From the first round in 1999 and up to the 4
th

 round in 2002, LC was taken into account 

as one of the bidding criteria but bidders were free to define the minimum LC 

requirements. This implied that OCs could allocate LC among different items, and was 

allowed to acquire complex equipment, such as drilling rigs, from international oil 

service companies if it was needed (McKinsey, 2012). In these first four rounds, overall 

LC was around 30-40 % (ANP, 2009b).  

 As of the 5
th

 and 6
th

 round (2003 and 2004), ANP started to require minimum percentages 

of LC of goods and services, and LC was enlarged to more detailed definitions. The 

weight of LC in bidding evaluation was increased from 15 % to 40 % (ANP, 2009b).  

 The 7
th

 round in 2005 marked an important change of the LC clause, when ANP set both 

minimum and maximum requirements for a list of items in E&P activities, and there was 

a specific requirement for each item. These changes implied that LC was measured by the 

actual share of each purchase, and bidders had less flexibility in terms of acquiring 

equipment or services from abroad. As a calculation methodology for LC measurement, 

ANP introduced a LC Manual for the definitions, instructions and criteria of LC related to 

the Brazilian petroleum sector. The rules from the 7
th

 round are still in force today. 

 

The average LC requirements for offshore 

blocks in the 7
th

, 9
th

 and 11
th

 round for 

related equipment and services are shown 

on the figure to the right
21

 (Inventure 

Management, 2013). From and including 

the 7
th

 bidding round, LC commitments 

account for 20 % of ANP’s bidding 

evaluation of OCs in concession contracts, 

while in the PSC contracts ANP chooses 

                                                           
21 Note: The 8th round was suspended, and the 10th round was only onshore 

Source: Inventure Management (2013) 
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the OC that offers the highest percentage of LC commitments in its E&P activities. In the 

latter case, this implies that transnational capital is restricted even further than before. 

 

3.5.1.1 Local content certification and non-compliance 

LC is primarily addressing the relationship between ANP and the operator, where ANP 

ensures compliance with LC through certification (Contractor interview, 2013). Acquisition 

of goods and services must be certified to verify the LC according to ANP’s LC Manual as 

specified through Resolutions ANP 36-39 (Inventure Management, 2011). While companies 

before the 7
th

 round reported LC themselves, LC is now measured and certified by 

independent LC certification companies that are accredited by ANP (Contractor interview, 

2013). Certification is therefore the only way to prove LC investments. Until 2011 more than 

7,500 certificates were issued to more than 400 local oil service companies, which together 

represent US$ 2 billion worth of investments in Brazil (ANP, 2012). In turn, the operators 

pass their LC commitment on to the oil service companies that are supplying and sub-

supplying goods and services to the operator. Normally, oil service companies guarantee a 

pre-determined LC rate when bidding for contracts, and then the operator needs to ensure that 

a weighted average of these rates at least correspond to the overall percentage of LC 

commitment for the project. Each level throughout the value chain must prove the LC level 

through certificates; however, in the case of non-compliance, suppliers are only bound by the 

contracts (Contractor interview, 2013). ANP can only impose fines on the operator if the LC 

is lower than what was established in the agreement. There are, however, some circumstances 

in which companies can be given exemptions from LC requirements. A LC Waiver is given 

when the local market presents either: 1) excessively high prices, 2) higher delivery time, or 

3) no technology offered by the Brazilian industry (ANP, 2011b). 

 

3.5.2 The role and responsibilities of Petrobras 

As mentioned earlier, the SOE Petrobras has had and still has a very dominant position in the 

Brazilian industry. Since its inception in 1953, Petrobras has been used as an instrument for 

government policy goals. The monopoly was ended in 1997, which gave the company more 

commercial freedom and opportunity to focus on international expansion. However, Petrobras 

is still state-controlled as the government owns 58 % of the voting shares (Olsen, 2012). As a 

consequence, Petrobras has carried two hats; the commercial hat which is apparent abroad, 

and the hat as an instrument which is apparent in the home market (Olsen, 2012). The latter 
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role has become more evident after Lula became President, and Petrobras is expected to play 

a leading role in industrial development. Petrobras clearly reflects Evans’ ‘demiurge’ role, 

where the state competes as a producer through the SOE and takes active ownership and 

control to ensure industrial development. According to Lula, "it's not about dictating rules to 

Petrobras. It's about saying Petrobras is controlled by the Brazilian government. Petrobras 

needs to fit in a strategy to develop the country, while respecting its specific interests” (Lula 

in Olsen, 2010:11).
 
In recent years, Petrobras has been under increasingly strong political 

pressure regarding the “need for speed” to build a Brazilian offshore industry. Petrobras was 

nominated by the Brazilian government as PROMINP’s Executive Coordination, and has 

since established several initiatives focusing on the support for LC (PROMINP, 2010). 

Petrobras requires minimum LC requirements of 67 % in its E&P projects (independently 

from ANP rules), and LC is incorporated into Petrobras’ business plan.  

 

3.5.2.1 Technology strategy: Alliances with suppliers, R&D institutions and universities 

Technological innovation has been one of 

the main driving forces of Petrobras’ 

success, and the technology strategy is an 

area that aims to support local industrial 

development. While approximately 44 % 

of R&D takes place inside the company, 

Petrobras’ technology strategy also 

incorporates partnerships with external 

partners: partnerships with Brazilian 

universities and R&D institutions 

represent 29 % of R&D; partnerships with Brazilian companies account for 19 %; and 

partnerships with international R&D institutions and oil service companies represent 8% 

(Olsen, 2012). The aim has been to stimulate cooperation and interaction among these 

different actors, in line with Petrobras goals and strategies. Since 2008, Petrobras has invested 

US$ 800 million per year on these partnerships (Petrobras, 2011a).  

 Research institutions: The research conducted by research institutions related to the 

offshore sector is often carried out for Petrobras. The most significant research institution 

is CENPES in Rio de Janeiro, Petrobras’ R&D Center, which is the largest research center 

in South America. CENPES is known as a key Center of Excellence and aims to stimulate 

Source: Olsen (2012) 
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the generation of new technologies and innovation. Since 1992, CENPES has received 1 % 

of Petrobras’ revenue to finance its activities and as a result it has made significant 

progress (BNDES, 2009a). Thanks to CENPES innovative solutions, Petrobras is 

considered a global leader in deepwater and ultra-deep water technology.   

 Suppliers: Close to CENPES at the Ilha do Fundão, the Technology Park of the Federal 

University of Rio de Janeiro (UFRJ) has been created, in order to facilitate knowledge 

transfer and develop a cluster for petroleum research in the Rio area. Nine oil service 

companies are setting up research facilities: Schlumberger, Halliburton, Baker Hughes, 

FMC Technologies, General Electric, Siemens, Vallourec & Mannesman, Tenaris Confab, 

and Usiminas (Petrobras, 2012b). Other companies, such as Cameron, Weatherford and 

Technip, are also planning to establish a technological center in Brazil.  

 Universities: Petrobras has partnerships with over 120 universities and R&D institutions in 

Brazil, and 70 institutions internationally. These universities act in an integrated form 

under the coordination of Petrobras, according to a model of ‘Thematic Networks’ defined 

by the company. In relation to the Technology Park, a central university with offshore-

related research in Brazil is COPPE-UFRJ: Institute for Graduate Studies and Research in 

Engineering, which is part of the Federal University of Rio de Janeiro.  

 

3.5.2.2 Developing local capacity and competences 

In order to reach production targets, there has been an immensely strong demand for 

equipment and services in Brazil. Petrobras plans to construct 33 drilling rigs, 36 FPSOs and 

49 tank ships until 2020, all of this in Brazil (Inventure Management, 2013). Furthermore, 

Petrobras has realized the need for human resources, and require more than 210.000 qualified 

professionals (Olsen, 2012). Petrobras is the primary supporter of the National Professional 

Qualification Plan, a component of PROMINP, which offers free professional qualifications 

in 185 categories considered of importance to the oil and gas industry due to supply-side 

bottlenecks, in particular in the engineering segment.  By training professionals, the goal is to 

increase their employability in the formal labor market (Petrobras, 2011b).  

 

To support supplier development, Petrobras has established a business model based on 

standardized solutions and argues that it drives costs down over time due to experience curve 

effects (Olsen interview, 2013; Petrobras, 2010). Production development wells involve a 

large number of production systems with several repetitive tasks over a long period of time. 
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Due to experience effects, the unit costs of critical cost items, such as drilling and subsea 

systems, are likely be reduced over time as production cumulates. For instance, Petrobras 

decided to design and build eight so-called ‘replicant FPSOs’ which can be applicable on 

several pre-salt fields in order to accelerate development and enhance the LC share in these 

areas (World Oil, 2012). In addition, Petrobras has aimed to develop local shipbuilding 

capacity. The Brazilian ship building industry collapsed in the 1990s when subsidies were 

removed, but now the yards are being rebuilt from scratch supported by the Brazilian 

government and Petrobras. The most significant one so far is Estaleiro Atlântico Sul, which 

has become the largest shipyard in Latin America (Olsen, 2012). In order to facilitate the 

construction of drill ships to Petrobras and assure investors of the rig program in Brazil, the 

investment company Sete Brasil was created in 2011 as a financial instrument with the slogan 

“Made for Brazil” (Sete Brasil, 2013). Sete is partly owned by Petrobras and has taken 

ownership of several drill ships to be manufactured in Brazil with LC requirements of 55-60 

% (Olsen, 2012). 

 

3.5.2.3 Petrobras corporate strategy 2013-16 

The pre-salt represents a new exploratory frontier for Brazil and Petrobras, and as was 

observed in section 3.4.2 it led to a new regulatory framework which increased the role of 

Petrobras as the sole operator of pre-salt fields while other OCs were downgraded as partners. 

The pre-salt discoveries have been a driving force for Petrobras’ strategy and investment 

plans. Petrobras aims to become one of the five largest oil producers in the world, and their 

production targets have the highest growth rate of the whole industry, which is surpassing that 

of Exxon Mobil, BP, Shell and Chevron. At the OTC Conference in Houston in 2013, CEO 

Graca Foster announced that they expect production to reach 5.7 million boe/day in 2020, 

compared with the current 2.2 million boe/day (Olsen, 2013). Projected international 

production is reduced, while domestic targets remain unchanged. The company’s 2013-2017 

Investment Plan is the world’s largest with total investments of $236.7 billion, 95 % of which 

will be invested in Brazil order to finance the development of recent oil discoveries 

(Petrobras, 2011c). E&P account for 62 % of total investments: $24.3 billion is earmarked to 

exploration and $106 billion to production development. 
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3.5.3 BNDES as a financial instrument to obtain LC 

In the case of state involvement in Brazil, it is not only ANP as a regulator (‘custodian’) and 

Petrobras as a producer (‘demiurge’) that has shaped industrial development of the petroleum 

sector. BNDES, the state-owned Development Bank has played a fundamental role as a 

financial instrument for industrial development in Brazil (Olsen interview, 2013).  BNDES 

was created in 1952, but remained under government control after the neoliberal reforms in 

1990s and has played a growing role under the Lula and Dilma governments. Its annual 

lending portfolio has been at around US$100bn, which is larger than that of the World Bank 

(Trubek in Arbix and Martin, 2010). BNDES has been actively used to build local capacity in 

the petroleum sector, and has an important role as a “money machine” in the financing of 

shipyards, rigs, boats etc (Olsen interview, 2013). BNDES does not provide loans to 

international companies, which implies that a company must establish local presence in 

Brazil, either by creating a subsidiary or by initiating in a joint venture (Offshore Center DK, 

2009). The company is committed to support investments to “…maximize LC on a 

competitive and sustainable basis” (BNDES, 2009b), and the government has set a 60 % LC 

condition on funding from the bank (Offshore Center DK, 2009).  

 

According to Willy Olsen, BNDES has been even more important than Petrobras, because it 

has provided investments in the oil and gas industry which has allowed Petrobras to commit 

to and implement field development projects (Olsen interview, 2013). BNDES is funding a 

major share of the Sete Brasil rig program, and finances the majority of equipment and 

services under LC rules in Brazil. In terms of oil service companies, BNDES announced a 

support program called “BNDES P&G” in 2011, which aims to remove some of the 

competitiveness gaps found in the local supply industry. For instance, the company has 

facilitated access to credit for SMEs, after having recognized that over 85 % of the companies 

in the supply chain are smaller companies with revenue of less than US$ 60 million (BNDES, 

2011). Trubek argues that the increasing role of BNDES illustrate a change in policy 

emphasis of the Brazilian state and a new role for development finance, in which BNDES not 

only engages directly in finance by playing the role of an investment banker, but also as a 

venture capitalist that has supported and stimulated innovation and private entrepreneurship 

among SMEs (Trubek, 2008). Thereby, one could argue that BNDES has attempted to play 

the subsequent roles of ‘midwife’ and ‘husband’, by being an “entrepreneur” that provides 

incentives to enter the sector and increase LC. Companies that establish themselves locally 
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may qualify for the provision of capital from BNDES, which facilitates knowledge transfer 

and induces private actors to engage in technology developments in the country.  

 

The technological efforts are further reinforced by Petrobras’ partnership approach which was 

described earlier in section 3.5.2.1. Furthermore, ANP attempts to balance Petrobras and 

ensure that resources are invested according to technology development goals through a 

clause for R&D investments included in the special participation of contracts. This R&D 

clause means that companies producing from fields with extraordinary production are 

required to pay 1% of the gross revenue to be applied in R&D activities in areas relevant to 

the oil & gas sector and biofuels (ANP, 2007a). Up to 50 % of these resources can be applied 

in the Concessionaire’s own facilities; however, ANP requires that at least 50 % of the total 

value must be applied in universities or research institutes that are qualified by ANP or 

projects and programs approved by ANP (ANP, 2010).  

 

 

Concluding remarks: 

Based on the overall examination of the roles of state involvement related to the LC policy, it 

seems as if the regulator (‘custodian’) role of ANP has been given the most attention in 

combination with the dominant role of the SOE Petrobras (‘demiurge’), and less focus on 

incentives and promotion that is associated with the alliance-oriented ‘midwife’ and 

‘husband’ roles. In recent years, embeddedness has focused on local capital at the expense of 

foreign capital. However, the question is how well these roles fit with the characteristics of 

the sector, which requires significant technological development in particular with regards to 

pre-salt fields. As Evans suggested, the state increasingly depends on its relations with 

transnational capital the more technologically challenging activities become, because the state 

lacks the agility to perform in accordance with the global developments in technology. But 

contrary to Evans’ expectations related to internationalization, Petrobras has managed to 

maintain technological leadership in the industry, as we will observe in the following section 

which investigates the developmental outcomes of the LC policy. Both achievements and 

failures are observed.  
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3.6 Developmental outcomes 

The previous sections have looked into the structures 

and roles related to the Brazilian LC policy. The next 

and final step is to examine the developmental 

outcomes and the extent to which the Brazilian state 

has shown features of ‘embedded autonomy’. In order 

to conduct this part of the analysis, there is a need to 

clarify on what basis I attempt to evaluate the 

outcomes. Beyond a simple calculation of economic 

growth (GDP) or the oil production of OCs, 

‘development’ is illustrated by the ability of the 

petroleum sector to expand and upgrade. This gives attention to development of professionals, 

technology and suppliers, which is very much tied to the capacities and competences of the 

value chain.   

 

The recent pre-salt discoveries have without doubt given Brazil unique opportunities to attract 

investments to the country. The oil boom was perceived as a blessing for Brazil and a passport 

to the First World (Ortega, 2013), because of the potential to solve several societal challenges 

such as unemployment, poverty and social inequality (Leira interview, 2013). It is therefore 

understandable that the government adapted its regulatory framework and put increasing 

emphasis on LC. As of today, however, the case of LC as a tool for state involvement in the 

petroleum sector has produced mixed developmental outcomes for Brazil, in which 

‘embedded autonomy’ is only a partial attribute. In short, the idea of LC illustrates a double-

edged sword. One the one hand, the state has managed to create commitment towards the idea 

of a joint project of LC among commercial actors, which to some extent has helped to 

improve local value creation and increase employment. Pre-salt awakened an El Dorado-

“In a very short amount of time, the 

image of Brazil has been turned around, 

from being this brilliant and shining star 

towards a country that is struggling – 

despite of pre-salt and the oil resources. 

The uphill battle is going to get even 

steeper, as a consequence of the 

requirements that Lula has demanded” 

(Olsen interview, 2013) 
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atmosphere in the petroleum sector and strengthened the idea of LC. On the other hand, the 

way the LC policy has been carried out has created more bureaucracy and costs for 

companies, and the state is starting to recognize that the expectations towards LC have been 

unrealistic. Olsen notes that although the Brazilian LC strategy is based on a well-thought 

through analysis of competitiveness gaps of the local petroleum sector, they have set 

ambitions to do so many things simultaneously which inevitably have pushed up costs and 

caused delays (Olsen interview, 2013). Despite achievements in some areas, LC cannot fully 

be associated with ‘embedded autonomy’ and the policy seems to have delayed overall 

industrial development. The following section examines the developmental outcomes of the 

LC policy in more detail. First, some achievements are highlighted, and subsequently areas of 

failures are examined.  

 

3.6.1 Achievements 

3.6.1.1 Attracting companies to commit to LC 

Initially, there was a euphorically optimistic atmosphere 

that surrounded the Brazilian petroleum sector, and 

foreign companies were lining up to get a piece of the 

pre-salt cake (Olsen interview, 2013). On the cover of the 

Economist magazine in November 2009, there was a 

picture of the Jesus statute in Rio with a rocket launch 

below and the title said “Brazil takes off” (Contractor 

interview, 2013; the Economist, 2009b). Foreign 

companies have shown willingness to invest in local presence in Brazil and engage in 

developing local capacity because of the huge potential in the market (Olsen interview, 2013). 

Because foreign companies have been willing to improve local industrial development, one 

could argue that the state has managed to attract companies to enter the sector and create a 

collective commitment towards the joint project of LC. My data suggest that although 

embeddedness with external industrial structures has changed nature in recent years, private 

actors still show a willingness to engage in LC. The emphasis of the LC policy under the Lula 

and Dilma presidencies has been put on generating employment, as well as to improve the 

educational level through training. By the end of 2010, PROMINP has trained 78 000 

professionals, and out of these 81 % have been employed in the formal labor market 

Source: the Economist (2009b) 
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(Petrobras, 2011b). Between 2003 and 2009, more than 630 000 new jobs were created in the 

oil and gas sector (Fishman, 2010).  

 

3.6.1.2 Technological leadership of Petrobras 

In Brazil, the SOE Petrobras has maintained a privileged position despite of increasing 

openness towards foreign and private participation after the Petroleum Law in 1997, and in 

recent years its role has been strengthened due to the new regulatory framework and stricter 

LC rules. Petrobras is still very dominated by the state and has had to balance national 

interests with corporate interests (Leira interview, 2013).  As the former CEO Gabrielli noted; 

“Petrobras is very big…but Brazil is bigger than Petrobras” (NY Times, 2009). Because it is 

so closely integrated into the whole economy, it has taken the main responsibility for LC as a 

“civilization-developing project” (Leira interview, 2013). The government has stressed that 

Petrobras’ experience and expertise in deepwater technology has allowed it to gain knowledge 

about the pre-salt basins. According to Petrobras, the regulatory changes have strengthened 

the embeddedness between political leaders and Petrobras’ management (Olsen interview, 

2013). Gabrielli, the CEO of Petrobras, has argued that a single operator has been needed to 

keep costs down, which in turn has benefited local oil service companies. He explained that 

“by placing big orders and standardizing technology we can do this; with lots of companies 

this won’t happen” (Olsen, 2010:22).  

 

Among the milestones that have been obtained since 2002, three elements can be highlighted: 

records in exploration depth, self-sufficiency of oil in 2006 and the giant share issue in 2010. 

Firstly, Petrobras has become known for its global excellence in deepwater technology (Leira 

interview, 2013), mostly thanks to the R&D efforts done by CENPES and the partnership 

approach which has established a strong technology hub in Rio. Petrobras spends more money 

on technological investments than any other OC in the world (Olsen interview, 2013). 

Besides, it has managed to attract the best minds of the country: "If you're Brazilian, you 

dream of working at Petrobras” (Fernando de Souza Mello in Wall Street Journal, 2007). The 

technological developments have enabled the company to operate at increasingly deeper 

waters, as can be seen from the picture below (Petrobras, 2013a).  
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Source: Petrobras (2013a) 

In the last five years, discoveries in Brazil represent 63 % of deepwater discoveries worldwide 

(PFC Energy in Petrobras, 2012c). The most significant discovery took place in 2007 when 

the pre-salt Lula field was announced, which has been described earlier. Currently pre-salt oil 

production occurs on eight different platforms that together produce more than 300.000 

barrels per day (Petrobras, 2013d). Thereby, Petrobras has managed to follow the global 

technological trends in the oil industry, in which the “easy oil” reserves have been found, 

which has forced companies to look for oil in more challenging environments and in 

technological frontier areas. Petrobras is far from being a technological laggard in the 

industry; rather the company is ahead of the others and attracts companies that enter the 

market to learn from Petrobras (Olsen interview, 2013). Pre-salt oil is complicated to extract, 

but technologically it seems as Petrobras has possessed the solutions. The company claims 

that the pre-salt oil is of high quality; however, it must be taken into account that it is much 

more expensive to produce than other oil due to the costs related to field operations (Leira 

interview, 2013).  
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Secondly, Brazil has reached self-sufficiency in oil 

and thereafter pre-salt has come on top of that. 

Previously, Brazil has been heavily dependent on oil 

imports which resulted in excessive amount of debt 

and inflation in the 1980s (Leira interview, 2013).  

During the last decade, however, oil production has 

doubled in Brazil (Leira interview, 2013). After 

having external oil dependence of almost 40 % in 

1999, a milestone was reached in 2006 when Brazil became self-sufficient in oil, which the 

figure on the right illustrates (ANP, 2011a). With an average daily production of 1.9 million 

barrels per day, the production by Petrobras finally surpassed national oil demand (Petrobras, 

2013c). In recent years, domestic consumption has increased as a result of the improved living 

standards. However, today Brazil is not only self-sufficient in oil; it has become a net oil 

products exporter (Oxford Analytica, 2010). 

 

The third element that needs to be highlighted is Petrobras’ 

record share offering in 2010, which was the world’s largest 

public share offering ever, even bigger than that of 

Facebook (Leira interview, 2013). Petrobras issued shares 

for a total worth of more than US$ 70 billion in order to 

fund its upcoming E&P activities of the pre-salt fields, and 

Petrobras became the largest company in Latin America in 

terms of market value (BBC News, 2010). Prior to this, the 

announcement of the pre-salt discovery in itself made 

Petrobras’ share price rise 50 % to an all-time high of 

almost 70 Brazilian reals per share (Guan, 2010). The 

development of the share price from 2002 and until 2007 is shown on the figure to the left 

(Wall Street Journal, 2007).  

 

3.6.2 Failures 

3.6.2.1 Lack of local competitiveness and productivity 

In a study on the competitive agenda for offshore oil and gas supply chain in Brazil, the 

consultancy Booz & Company concluded that “Brazil is in a challenging position – higher 

Source: ANP (2011a) 

Source: Wall Street Journal (2007) 
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costs than emerging countries and lower productivity than developed countries due to limited 

scale and technological gap” (Booz & Company in ONIP, 2011:77). The activity level in the 

market has become overheated, and the demand for equipment and services continues to 

exceed local supply, which in turn implies that costs are driven upwards and processes are 

delayed. As a consequence of the non-competitive Brazilian prices with regards to the costs of 

raw material and white collar labor, the bid offers may end up being between 2-12 times 

higher than abroad (Contractor interview, 2013). The quote by Contractor to the left 

summarizes how LC is perceived by foreign oil service companies operating in the Brazilian 

market. It shows that although Brazil has managed to attract companies that support the 

state’s ambitions to increase LC in offshore activities, there 

is a worry that the government is still in denial of the actual 

situation and that it has not taken fully into account the 

existing challenges in the supply chain. Leira disagrees 

with the assumption that Brazil is unaware of the 

challenges, but argues that Brazil prioritizes differently and 

is willing to miss some revenues in the short-term to 

overcome hurdles in the local industry (Leira interview, 

2013). Still, he admits that the state might have lost a 

window of opportunity because of the LC strategy.  

 

3.6.2.2 Insufficient capacity: Bottlenecks in the local industry  

Most local oil service companies do not yet have the expertise to meet global standards in 

order to be competitive on the international market. For instance, due to lack of drilling rig 

“They have created a regime that 

functions as a significant break in 

the market…While the intention is to 

create a competitive national 

industry; our experience shows that 

[LC] has tampered so much with 

market mechanisms that prices are 

not internationally competitive… 

This creates unrealistic expectations 

of profits. It is totally Klondike!” 

(Contractor interview, 2013) 

Source: ONIP (2011) 
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availability, drilling rigs delivered to Petrobras in 2011 and 2012 (24 in total) were 

constructed outside Brazil, and therefore equivalent to zero LC (Petrobras, 2012c). As the 

figure above shows, it is predominantly foreign companies that are able to supply equipment 

and systems in Brazil, and national companies represent a very low estimated value in the 

market (ONIP, 2011). There is one case of a private domestic company that has stood out in 

recent years: OGX, which is the flagship OC of Brazilian billionaire Eike Batista. Marked 

with an ‘X’ in its name to symbolize a vision of multiplying profits quickly, OGX was created 

in 2007 and has a portfolio of 28 exploratory blocks in Brazil, mostly in shallow waters or 

onshore (OGX, 2011). The company had very ambitious plans, but struggled to achieve 

production targets and suffered enormous losses (Olsen interview, 2013). As the company has 

failed to deliver, its shares have fallen 83 % since January this year (Forbes, 2013). The case 

of OGX illustrates that Brazil is going through a learning curve, in which they have had to 

learn the hard way that “all that glitters ain’t gold”… 

 

More importantly, shortage of qualified personnel is one of the main hindering factors for 

industrial development. The engineering competence is concentrated around the oil-producing 

states; however, in other regions local capacity is almost non-existent. Olsen claims that 

Brazil has lacked an understanding of the ripple effects of the cost escalations (Olsen 

interview, 2013). He explains that because of the scarcity of local skilled workforce and 

limited possibilities of including expatriates, there has been a cannibalistic battle among 

competitors to attract the ‘best and brightest’. In particular, this has led to brain-drain from 

Petrobras, because the company has trained most of the local qualified labor working in the 

petroleum sector (Staalstrøm interview, 2013; Olsen interview, 2013).  This has created a 

vicious cycle where the cost level has increased through higher and higher salaries. Between 

2005 and 2010, hourly manufacturing labor costs have increased with a growth rate of more 

than 100 %! (US Labor Bureau in Rolls Royce, 2013) Because LC is so protectionist in 

nature, it implies that the local oil service companies are close to having monopoly in the 

market, however, the state has not managed to close the technological gap with foreign 

suppliers (Contractor interview, 2013). Staalstrøm adds that Brazil is missing the intermediate 

level in the organization; that is, the technicians, which requires knowledge on both technical 

and operational aspects (Staalstrøm interview, 2013). This type of workforce is scarce in 

Brazil, and more difficult to develop due to the social inequalities that are so significant in the 

country. 
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3.6.2.3 ANP, certification and penalties 

Since the 7
th

 round, LC has been measured down to the 

“nitty-gritty” items in the supply chain. However, by 

including minimum and maximum LC rates into the 

contracts, ANP has established rules that are not adapted to 

the realities in terms of capacity further down in the chain because some of the equipment 

cannot currently be produced in Brazil. “To say the least, ANP has been a “pain in the ass” to 

OCs”, Olsen argues, “…because they impose penalties on something that is totally improper 

to penalize; they have created a regulatory framework that implies that you cannot meet the 

requirements!” (Olsen interview, 2013) Despite of the troubles of fulfilling the minimum LC 

rates, ANP maintained the strict levels in the 11
th

 round in May this year and rejected 

proposals to make LC more flexible. Contractor says that although his company has a genuine 

intention of developing the local industry, ultimately they have to do what is feasible: there is 

a trade-off between delivery time, fulfilling LC and sticking to the budget (Contractor 

interview, 2013). In a recent LC seminar in Brazil, a sub-supplier asked: “What do I do if I 

face the dilemma of choosing between having delays and not fulfilling LC?” but the reply was 

that you need to prevent both if you want to avoid penalties (Contractor interview, 2013). 

However, it takes time to develop something that is currently missing locally. Instead of being 

encouraged or incentivized to contribute to LC, as Evans suggested was a critical element of 

the ‘husband’ role, foreign oil service companies experience that they are getting “slapped” 

for not being able to fulfill the strict LC rules. As a consequence, several companies are 

‘counting the buttons’ to decide on whether it is still worth to operate in the market 

(Contractor interview, 2013). In particular, the small and medium-sized companies, which do 

not have the economic muscles to be patient and tackle losses, have left the country in the 

search for better opportunities (Leira interview, 2013). This outcome is very unfortunate, 

because Brazil depends more than ever on external industrial structures of transnational 

capital to keep up with development plans. “If Brazil is going to maintain its goal of being 

self-sufficient, it needs to include foreign companies that develop fields in parallel with 

Petrobras”, Olsen argues (Olsen interview, 2013).  

 

There is a saying by Tom Jobim that “Brazil is not for beginners”, because the rules 

governing business are so complex to navigate in (Staalstrøm interview, 2013). The regime as 

“Maximizing the benefits of LC is 

not the same as to maximize LC” 

Heum et al (2011) 
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of the 7
th

 round is very different from previous rules. When it has been argued that it is 

possible to obtain up to 75 % LC on FPSOs for instance, this has been based on experience 

from earlier rounds when LC was interpreted differently. Contractor highlights that the LC 

rules have become very complex which makes it difficult to predict how to calculate it to 

establish pre-determined LC commitments when bidding (Contractor interview, 2013). Leira 

adds that one thing is the increasing LC percentages, but another thing is how that percentage 

is measured in terms of what items you include and not include and whether it is possible to 

combine items in a more “creative” matter to fulfill the requirements (Leira interview, 2013). 

Unfortunately, not all initiatives to develop the local industry can be incorporated when 

calculating LC. For instance, Contractor mentions that they are currently investing a multi-

million amount in building a training facility in Brazil in order to train the local workforce; 

however, this investment cannot be considered as a contribution to LC (Contractor interview, 

2013). Although ANP is the agency that monitors LC in the end, there seems to be a lack of 

coordination and communication with the oil service industry to ensure a collective 

understanding of the rules. This matter is complicated because the LC rules have kept on 

changing like a moving target. According to Contractor, the certification process by third 

parties opens up for a subjective interpretation of LC, in which you almost obtain a 

comparative advantage if you manage to find loopholes in the regulations to navigate around 

LC (Contractor interview, 2013). Besides, it is in the self-interests of the certification 

companies that the LC requirements remain strict so that their certification services are 

demanded as much as possible (Contractor interview, 2013).  

 

3.6.2.4 Overstretch of a politicized Petrobras 

Although Petrobras has shown technological competence and leadership in the Brazilian oil 

industry during the last decade, Olsen stresses that the question is whether it has had the 

capacity to carry out the projects to the expected price, quality and delivery time (Olsen 

interview, 2013). Petrobras has been assigned an enormous volume of tasks, and has faced 

political pressure to maximize LC in order to strengthen the development of a local oil service 

industry. Since Petrobras is not a vertically integrated company, it relies on the supply of 

goods, services and systems from oil service companies. However, local capacity has not been 

sufficient to absorb the enormous volume that Petrobras has aimed to deliver. In their 2013 

guide for offshore, oil & gas and maritime companies entering Brazil, Inventure Management 

notes that “Petrobras is squeezed between a political demand to rapidly build a Brazilian 
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offshore industry by demanding high levels of LC for construction, and the financial strain of 

constructing offshore installations in Brazil at above world market prices” (Inventure 

Management, 2013:14). Hence, there have been concerns that Petrobras is biting off more 

than it can chew, given the enormous scale of its responsibilities (FT, 2012a). Petrobras’ 

business plans have been far too optimistic, and the company failed to meet production targets 

between 2003 and 2011 (Petrobras, 2012c). In turn, the missing targets in recent years have 

implied that investors’ confidence has weakened and the share value has slumped 

dramatically (Olsen interview, 2013). Production targets were downgraded for the first time 

ever in the business plan for 2012 when Maria das Graca Foster was brought in as a change 

agent and took over as CEO of Petrobras (Staalstrøm interview, 2013). The target for 2020 

was cut from 6.4 to 5.7 million boe per day, which provides a more pragmatic expectation for 

production growth, and it is expected that the production cuts will benefit Petrobras’ 

attractiveness in the long-term (Forbes, 2012b). 

 

But is it realistic to believe that Brazil has the capacity to carry out LC? Can everything be 

‘made in Brazil’? In February 2013, Petrobras requested ANP to relax the LC requirements, 

and claimed that "The minimum percentages of LC for the cited items and subitems cannot be 

met by the national supply chain" (Wall Street Journal, 2013). The request is indicative that 

Petrobras’ capacity has been overstretched, and that the state has put too much faith in its 

‘demiurge’ (producer) role which has inhibited industrial development. The idea of self-

sufficiency is still strong in Brazil, and the business culture is based on a belief that “we have 

managed to handle it by ourselves before, why not succeed without help this time as well” 

(Olsen interview, 2013). Petrobras currently accounts for 70 % of all purchases in the 

Brazilian offshore oil sector (Inventure Management, 2013), which shows the purchasing 

power that Petrobras exerts over the supply industry. In terms of pre-salt, the regulatory 

changes imply that the revenue of oil service companies increasingly depend on one client; 

Petrobras. Besides, through the new SOE Petrosal the state takes active ownership of the oil 

resources and therefore has the veto power to decide on specific suppliers according to strict 

levels of LC. ANP is given less flexibility to decide who the operator is, in fact they do not 

have any choice because it has been pre-determined by the state that it will be Petrobras 

(Olsen interview, 2013). As a consequence, there is not the same division of tasks between 

ANP and the state in the PSC regime, compared with the concession contracts where ANP has 
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a technocratic function.  Embeddedness with external industrial structures is to a larger extent 

carried out through Petrobras’ partnerships.  

 

In the current situation the state is beginning to acknowledge that it might prove difficult to 

pursue the aggressive development plans without including several commercial actors. 

International OCs that entered Brazil after the end of monopoly in 1997 were disappointed 

when they realized that they were downgraded as partners in the pre-salt fields and subject to 

the politicized strategy of Petrobras (Olsen interview, 2013). Brazil’s President Dilma 

Rousseff is also the Chairwoman of Petrobras’ board of directors, and has been criticized for 

using Petrobras excessively as an instrument to ‘Brazilianize’ the petroleum sector. Petrobras 

is faced with the dilemma of either maintaining production curves or fulfilling LC 

requirements, and has already chosen to order three pre-salt floating units at yards in 

Singapore because the shipbuilding industry in Brazil is not ready to deliver (Olsen interview, 

2013).  
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4 PART 4: DISCUSSION 

 

4.1 Implications of the LC policy 

Throughout the analysis, I have attempted to answer the research question: 

How has the Brazilian state’s local content (LC) policy shaped the industrial 

development of the petroleum sector between 2002 and until today? 

 

The research question was answered based on the three-step approach consisting of 

structures, roles and developmental outcomes. The three-step approach was reflected in my 

hypothesis that was formulated as: 

If state involvement is characterized by “embedded autonomy” through its 

structures and roles, then we should expect that the local content (LC) policy has 

managed to bring a favorable developmental outcome 

  

The main finding of my study is that LC illustrates a double-edged sword, and has led to 

mixed developmental outcomes for the Brazilian petroleum sector in which ‘embedded 

autonomy’ is only a partial attribute. As a result of what I have found from the analysis, I 

have formed some judgments about the implications for practitioners and researchers. My 

research indicates some aspects that are not suggested by the theoretical assumptions from the 

three-step approach, and these elements needs further consideration if we are to gain a more 

comprehensive understanding of the LCs impact on the developmental outcome. The aim of 

the following section is not to propose recommendations that the Brazilian state should pursue 

in order to achieve a more favorable developmental outcome. Rather it seeks to highlight 

some of the issues that emerged from my findings and how these add to the insights about 

how LC has shaped industrial development of the Brazilian petroleum sector. The section also 

outlines limitations of my research and potential areas for further research.  

 

4.1.1 The importance of embeddedness with oil service companies 

The idea of LC is not unique to Brazil. As highlighted by Olsen, the analysis of local 

competitiveness gaps is something that all oil-rich countries have to consider when building a 

national industrial base (Olsen interview, 2013). Among the most significant competitive 

advantages that local firms possess are proximity to the markets and insight into government 
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regulations, such as LC. These intangible resources are hard to imitate by external 

competitors, and may result in more predictable delivery times and qualities. The present 

situation of the Brazilian petroleum sector would probably not have been possible in the 

absence of state intervention. However, the aim of LC should be to nurture and not protect, as 

has been the case of Brazil. The country still depends heavily on the competences of foreign 

oil service companies to cover industrial capacity in a very heated market, and has not 

managed to narrow the technological gap between domestic and foreign firms. It takes time to 

develop a local industry, but it seems that Brazil failed to manage expectations to create a 

realistic understanding of the capabilities in the value chain. Why did it end up being too 

optimistic? Although the Brazilian petroleum governance is somewhat based on 

embeddedness with external industrial structures; the alliance with the industry has focused 

on ties with OCs. This narrow focus of embeddedness also applies to academic scholarship on 

the petroleum sector, which has tended to look into interactions between the state and 

operators, in particular Petrobras. However, a key determinant of industrial development that 

is often neglected is the influence of the oil service companies. In the Brazilian case, 

industrial development was hindered by supply-side bottlenecks reflected in the insufficient 

capacity of local oil service companies to deliver goods and services to satisfy demand. 

Besides, these companies do not offer internationally competitive prices. This shows that the 

rigid LC requirements have not gone hand in hand with local capacity and competences. The 

‘embeddedness’ of the state therefore needs to embrace this broader network of commercial 

actors, gather the necessary information throughout the value chain, and listen to their needs 

to ensure that they are sufficiently capable and incentivized to contribute to LC in a realistic 

manner.  

 

4.1.2 LC as a process 

The analysis of the LC policy in Brazil illustrates that industrial development is a process of 

discovery and learning with challenges to be solved along the way. LC is as much policy as 

work “in progress”. Hence, it is not enough to consider Evans’ static structures and state 

capacity because they fail to grasp these incremental changes. The case of Brazil shows that 

the Brazilian state has lacked sufficient developmental state adaptivity, and it seems that it has 

taken a step back in terms of ‘embedded autonomy’, instead of recognizing that technological 

demands calls for collaboration with other commercial actors. Maintaining Petrobras in such a 

dominant position is ambitious in itself, but together with the LC requirements it becomes 
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even tougher to realize. Still, it is critical to note that the pre-salt regulatory framework and 

LC policy do not mark a clear-cut policy shift in Brazilian petroleum governance. As was 

observed when looking back at the historical development of the Brazilian petroleum sector, 

active state involvement, control and sovereignty have for a long time been central features of 

the traditions within oil politics. So this is nothing new in Brazil. Again, it becomes 

misleading to only look at the ‘snap shot’ of state involvement to understand industrial 

development because it is based on an evolutionary process. If looking at the LC concept 

from a more holistic perspective, the picture may become more optimistic because it allows us 

to believe that the efforts will pay off in the long term when markets have adjusted. In fact, 

one could argue that despite of the challenges, Brazil remains an attractive destination for 

E&P activities compared with other oil-rich countries, and it has become a stable democracy 

with absence of armed conflicts. This may induce companies to wait, although they are less 

optimistic now than right after the ‘black gold’ rush was catapulted in 2007.  “It’s probably a 

unique place where you combine such great exploration potential in a ‘normal country’” (FT, 

2012b).  

 

Still, a process variable that determines the success of the LC policy to a large extent is the oil 

price, which recently has been historically high at around US$ 100 per barrel.  The oil price 

affects the decision of whether it is profitable to develop an oil field (symbolized by the so-

called ‘break-even’ price). In the context of Brazil it was observed that the pre-salt fields 

require massive investments, however, if the oil price falls, it implies that Petrobras misses 

out on revenues and thereby reduces the ability to finance its projects. This challenge is 

further deteriorated by the LC policy due to the high cost levels of local goods and services. 

As a consequence, LC is a vulnerable policy because it depends on having high oil prices to 

‘break-even’. The oil price fluctuates in cycles and is in turn dependent on the demand of oil 

from China. Changing external, uncontrollable circumstances may therefore shape the 

developmental outcome of LC in Brazil. 

 

4.1.3 Doing Business in Brazil 

Another aspect that shapes the industrial development of the petroleum sector in Brazil is the 

business culture and Brazilian way of doing business. Overall, Brazil ranks relatively poorly 

in World Bank’s “Ease of Doing Business” ranking as 130 out of 183 economies (World 

Bank 2013, Contractor interview, 2013). According to oil service companies, the main 
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impediment for sector competitiveness is the heavy tax burden, which in some cases account 

for around half of the raw material total cost (ONIP, 2011).  Together with excessive layers of 

red tape, these costs are known as “Brazil costs”, and make it more difficult for companies to 

operate in Brazil. In addition, it is in the Brazilian culture to be optimistic. The official 

message among politicians is that maximization of LC works well to create employment in 

Brazil. It seems simple and people believe that everything is all well. Indeed, the hype that 

was created around the petroleum sector was a conscious and strategic move by Lula to create 

an optimistic image because they realized that they were in an enormous need for investments 

(Olsen interview, 2013; Leira interview, 2013; Contractor interview, 2013). The optimism 

also seems to have had an influence on Petrobras’ ambitious production targets. The question 

remains whether lack of realistic expectations is interpreted as failure in Brazil, because 

Petrobras rather sees goals as something to reach out for. This way of thinking is related to 

Brazilian people’s flexible interpretation of rules, which is known as ‘Jeitinho’. The ‘Jeitinho’ 

means to make your way around things to get things done (Leira interview, 2013). Brazilians 

have learned to bypass laws that get in their way. This may also apply to the petroleum sector, 

in which the LC policy has opened up for a creative understanding of the requirements and 

how to fulfill them. 
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4.2 Conclusion 

 

The analysis in this thesis was guided by my hypothesis, which was derived from the 

theoretical assumptions of Evans’ ‘embedded autonomy’: 

If state involvement is characterized by “embedded autonomy” through its 

structures and roles, then we should expect that the local content (LC) policy has 

managed to bring a favorable developmental outcome 

 

This hypothesis was tested based on a three-step approach of structures, roles and 

developmental outcomes, in order to answer my research question. My findings suggested that 

although some elements of structures and roles are characterized by embedded autonomy, this 

is only a partial attribute of the LC policy. As a consequence, LC has brought a mixed 

developmental outcome where both achievements and failures can be observed. One the 

positive side, it was highlighted that the state has managed to attract companies to enter the 

sector and create a collective commitment towards the joint project of LC. The state-owned 

enterprise Petrobras has shown some developmental features: it has achieved records in 

exploration depths, self-sufficiency of oil in 2006 and has become known for its technological 

leadership in deepwater expertise. This has been possible thanks to the R&D efforts done by 

CENPES and the partnership approach which has facilitated embeddedness with industrial 

capital through its technological networks. However, the industrial development of the 

petroleum sector has been hindered by bottlenecks in the local industry which lacks capacity 

and competitiveness, in particular in terms of qualified labor. Furthermore, the certification 

system of ANP is costly, complex and bureaucratic, and LC is not adapted to the realities in 

the value chain. Petrobras has struggled with the dilemma of either meeting its ambitious 

production targets or fulfilling LC requirements.  

 

In the discussion, it was highlighted that my research pointed out some aspects that were not 

suggested by the theoretical assumptions from the three-step approach. These aspects add to 

the understanding of the LCs impact on the developmental outcome. I argued that 

practitioners as well as academic scholars have tended to focus on a narrow interpretation of 

embeddedness between the state and operators, without considering the capacity and 

competences of the broader network of oil service companies. This is of critical importance 

because of the characteristics of the petroleum sector with an increasing technological burden; 
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in particular in terms of recent pre-salt discoveries. Furthermore, it was stated that LC is as 

much policy as a process, which implies that it is misleading to only look at the ‘snap shot’ of 

state structures and roles to understand industrial development. For instance, the success of 

LC is determined by the oil price, which is an uncontrollable variable that fluctuates in cycles. 

Finally, the discussion highlighted that the analysis of LC must take into consideration the 

Brazilian way of doing business; the “Brazil costs”, optimistic mentality and “Jeitinho”. 

 

The idea of LC is pragmatic because it aims to ensure a commitment towards local value 

creation and employment; unfortunately the way the policy has been carried out in Brazil has 

been marked by increased costs and bureaucracy. Despite achievements in some areas, LC 

cannot fully be associated with ‘embedded autonomy’ and the policy seems to have delayed 

overall industrial development of the petroleum sector. In terms of LC, Brazil is still the 

“country of the future”. 
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APPENDIX – Summaries of interviews 

 

Appendix 1: Interview with Jens Lage Hansen 

Date: February 13
th
 2013 

Location: Herthavej, Charlottenlund, Denmark 

 

Main questions asked: 

 How do the strategies of the IOCs and NOCs shape the oil industry and its regulations? 

 What are the problems related to Petrobras acting as an instrument for the interests of the 

state? 

 How to secure competitiveness and technology developments in the petroleum sector? 

 How has state involvement influenced the way private companies are operating? 

 Brazil seems to have opened several sectors in recent years, why has there been a sudden shift 

back to economic nationalism in the oil industry? 

 What is your opinion on the local content requirements? 

 How are the foreign companies reacting to the stricter rules and regulations? 

 

Summary of interview 

Lage Hansen emphasized that Brazil has become a stable democracy these last years, after a long 

period of trouble with chronic inflation. Under Lula and Dilma, the focus of the government has been 

on economic growth (GDP). The agenda has shifted towards a social emphasis, although the triple 

approach was inherited from Cardoso (surplus compliance, inflation targeting, floating ER – latter 

now changed) Still, lately the triple has been challenged, and Lage Hansen wonders what’s now for 

inflation? At least, now it’s down… 

Changing leadership styles under Lula vs Dilma: Lula appointed and had relations to heads of 

companies, but they could not be trusted! Dilma, in contrast, is acting on corruption which shows the 

accountability of the government. Dilma seems competent and wants something for her country! 

Dilma has close relations to the recently appointed CEO of Petrobras, Maria das Gracas Foster, but it 

was a much more meritocratic selection. However, the CEO of Vale was fired by Dilma because they 

didn’t follow the interests of the government…  

In terms of globalization, Lage Hansen argues whereas the other South American countries have a 

more open market-oriented approach towards capitalism, Brazil has traditionally been characterized by 

more state involvement. Lage Hansen believes that despite of the regulatory costs of operating in 

Brazil, there are so many opportunities and strong potential in Brazil, so in the end, international oil 

companies will stay in the market. Main opportunities in Brazil are the growing middle class, and 

technology developments 
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Appendix 2: Interview with Terje Staalstrøm 

Date: April 3
rd

 2013 

Location: Brazilian Embassy in Oslo, Norway 

 

Main questions asked: 

 How has local content shaped the Brazilian oil industry? Opportunities? Challenges? 

 How has local content had an impact on the presence and participation of foreign companies? 

 What are the main characteristics of political leadership in Brazil under Lula and Dilma? 

 How would you describe the relations between state involvement and the private sector? 

 

Summary of interview 

The local content requirements are ambitious/optimistic, but also pragmatic. Brazil has been relatively 

successful in developing and maintaining a local oil industry with competence and capacity, while still 

being an attractive market to operate in. This is a contrast to other countries like China, where 

industries have absorbed knowledge from MNCs and then kicked them out. Staalstrøm does not 

believe that this will happen in Brazil, and neither that companies are holding back information or 

technology. MNCs will not withdraw from Brazil. “Brazil is not for beginners” – Many rules, complex 

to navigate in. Brazil also involves a high cost level, and it is no longer a low-cost market. It was more 

attractive some years ago, before the tightening of the local content requirements and while the BNP 

was still growing more. Staalstrøm thinks that there is a possibility that ANP will change their minds 

about the regulatory burden, once they realize that they are not being realistic. ANP has previously 

proven to be prone to changes, and this is perhaps rooted in the flexible interpretation of rules that is 

inherent to Brazilian culture.  

The rules in the oil industry are driven by the political game. A consequence for Petrobras has been 

brain-drain from the company, and a situation where MNCs have attracted them because they want 

their expertise and know-how (this also applies OGX, where many of the employees are former 

Petrobras people). A key challenge for Brazil is that they lack the so-called intermediary level in the 

firm, that is; the technicians. These people are between the workers on the ground and top 

management, and this level requires knowledge on both technical and organizational aspects. This 

type of workforce is scarce in Brazil, and it difficult to develop due to the social inequalities that exist. 

It also makes unskilled labor more expensive… Petrobras has lots of expertise on deep-water 

technology, with a knowledge cluster in Rio, however, roduction targets have been downgraded for 

the first time. 

Lula and Gabrielli was driven by charisma and a social movement, while Dilma and Foster is driven 

more by competences but are not as captivating personalities. There is nevertheless some kind of 

continuity, as Dilma has continued with Lula’s policies and social agenda, and as a result, great social 

improvements have been observed. Dilma has also understood what compromises that have been 

necessary (fex the veto on royalty distribution).  

.
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Appendix 3: Interview with Torkjell Leira 

Date: April 3
rd

 2013 

Location: Litteraturhuset (House of Literature) in Oslo, Norway 

 

Main questions asked: 

 Why has there been a move towards more state involvement and stricter local content 

requirements? 

 How has the politicization of the petroleum sector affected industrial development? 

 In what ways has there been observed a collective commitment of local content between the 

state, local companies and foreign companies? 

 What is the main challenge related to the pre-salt fields? 

 

Summary of interview 

Leira is relatively optimistic with regards to the industrial development of the Brazilian petroleum 

sector. The politicians have acted strategically because they were reliant on attracting investments to 

the country and into Petrobras, in particular with the giant public share offering in 2010. During the 

2000s, Brazil has been characterized by a transformation, in which social improvements are 

significant. Pre-salt is perceived as a blessing for the country and a solution to all the challenges the 

country is facing. It is in the nature of Brazilians to be optimistic. Petrobras is very much integrated 

into the economy and has taken leadership of the ‘civilization-project’ of implementing local content. 

Still, things have changed in Brazil during the last two years. The most important break on the oil 

industry has been the royalty distribution debate among the federal states. The federative structure of 

the Brazilian state makes it more difficult to cut through and reach a decision, and Dilma sits in multi-

party coalition government consisting of conflicting interests. The state is clearly not acting as one 

collective actor. Another key issue is the capacity of Petrobras since it has been decided that they have 

minimum 30 % ownership in all PSCs and because the production targets have been so ambitious. 

This has created delays and pushes up costs, which in turn has had a negative impact on small and 

medium-sized enterprises in the country.  

Doing business in Brazil involves a lot of bureaucracy, and Leira argues that Brazilian people try to 

make a way around rules through a so-called “jeitinho” mentality. In terms of time orientation, Brazil 

is more focused on national long-term interests rather than pure corporate bottom-line thinking. Leira 

highlights that Brazil is characterized by a hybrid type of capitalism, which has inherited some 

elements from Cardoso’s macroeconomic policies in the 1990s while simultaneously making more 

active use of state involvement as an instrument to achieve development. Lula has put social 

distribution on the top of the political agenda and a new middle class has emerged.  
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Appendix 4: Interview with Willy Olsen 

Date: April 4
th
 2013 

Location: INTSOK Office, Skøyen, Oslo 

 

Main questions asked: 

 How has the local content during the Lula and Dilma governments shaped the petroleum 

sector in Brazil? Opportunities? Challenges? 

 How would you describe the relations between the state involvement and the private sector, 

both local and foreign presence and participation? 

 What are the main characteristics of political leadership in Brazil under Lula and Dilma? 

 How has politicization of the petroleum sector affected industrial development? 

 

Summary of interview 

Olsen emphasized that it is critical to examine state involvement in Brazil over a longer period of time, 

back to the 1950s when Petrobras was created as a military instrument to ensure the oil supply of 

Brazil. Until 1998, the industry was very isolated and Petrobras did not have any help of international 

companies to develop its technological competences. Despite of this, Petrobras becomes a leading 

player in the industry and explores oil at deeper waters than any other oil company in the world. One 

could argue that Petrobras is ahead of the others when it comes to technological developments. When 

Lula takes office, a comprehensive gap analysis of the petroleum sector was conducted and based on 

these findings, the local policy advances. The petroleum sector is very much politicized during the 

period between 2002 and until today, and Lula uses Petrobras “for what it’s worth” in industrial 

development. Petrobras is granted an enormous among of tasks but unfortunately the company has 

struggled to reach targets and has been forced to downgrade production goals and upgrade cost levels.  

In the local industry, there are significant supply-side bottlenecks: qualified personnel, equipment, 

systems, ships, infrastructure and so on. The most critical one is the lack of sufficient access to skilled 

labor; in particular in terms of management and engineering capacity. This takes time to develop, so in 

the meantime there is a cannibalistic competition for the best heads and a brain-drain from Petrobras. 

Despite of these challenges, which pushes up costs and delays processes in the sector, ANP has 

maintained strict requirements for local content. Olsen notes that ANP has been a “pain in the ass” 

because they are penalizing companies as they cannot meet the unrealistic expectations that the local 

content policy creates. With the new PSC regulatory framework, ANP has less authority to decide on 

operators in contracts because of the sole operatorship of Petrobras. In addition, the new state-owned 

enterprise Petrosal has veto power to decide on suppliers if it is deemed to be in the national strategic 

interests of Brazil. The local content policy in Brazil is a very well-thought through policy, however, 

they have ambitions to do many things simultaneously which requires a system of capacity and 

competences. The state plays different roles of state involvement, by not only being a regulator 

through ANP and producer through Petrobras but also through BNDES as a financial instrument. 

However, Brazil is still dependent on including foreign companies into the value chain if they are to 

maintain their production targets. 



97 

 

Appendix 5: Skype interview with Anonymous ‘Contractor’ 

Date: May 31
st
 2013 

Location: Copenhagen Business School 

 

Main questions asked: 

 How has the local content policy shaped your strategy being a foreign oil service company 

operating in the Brazilian market? 

 How are your relations and interactions with the state, Petrobras, ANP and the industry in 

general? 

 How has the changes in the local content regime as of the 7
th
 round affected the attractiveness 

of doing business in Brazil? 

 In what ways has there been a conflict between political priorities and market mechanisms? 

 What are the main characteristics of political leadership in Brazil under Lula and Dilma? 

 

Summary of interview 

Contractor explains that the local content rules are not adapted to the realities further down in the 

supply chain, because it focuses on the relationship between ANP and the operator. In 2009 there was 

a Klondike atmosphere in the petroleum sector, but now the situation is drastically different. The state 

is beginning to realize that their expectations towards the local industry have been far too optimistic 

because they are not (yet) internationally competitive to deliver on price, time and to the desired 

quality. In addition, the local content regime has evolved along with the bidding rounds, which makes 

it difficult to establish predictions about capacity and competences based on the experiences from 

former rounds. The local content rules are complex and not all investments in the local industry may 

be calculated into the local content rate.  

The 7
th
 round made it more costly for companies to operate and for several companies it is no longer 

economically feasible to stay in business. Contractor highlights that although they are committed to 

the local content policy, it becomes an issue when they get penalized because the domestic market is 

not ready to deliver. They have to make a compromise between fulfilling local requirements, and 

delivering on time and costs. While the politicians wish to have most made in Brazil, this implies an 

overly protectionist regime in which the policy works against its purpose of developing a national 

competitive industry. Contractor claims that they have tightened the policy to much and too soon, and 

he is not sure whether the state has realized the challenges that the petroleum sector is faced with. 

Contractor is not convinced that the regulatory framework has improved, when taking into account 

that corruption is still present and that the lengthy royalty distribution debate. As a consequence, 

industrial development has been hindered. Potentially this has been a major opportunity for Brazil, 

however, it requires that there is a commitment towards making a larger pie together, rather than to 

secure the largest piece at the expense of other parties. 

 


