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Introduction

The adequate provision of infrastructure is critical to 
ensure the effective functioning of an economy1. The 
World Economic Forum measures the competitiveness of 
a country through a set of pillars, among which infras-
tructure is a basic one. Even though at the policy level 
there is an explicit commitment to improve the extent and 
the quality of infrastructure provision in Brazil, the recent 
trends in the country are not positive2. In such a context, 
it is worth investigating the main bottlenecks to unlock 
the required investments in network industries in Brazil. 

The era of concessions and its challenges

Similarly to several other countries, in Brazil until the 
1990s vertically integrated monopolies controlled by the 
State were the main providers of infrastructure such as te-
lecommunications, oil and gas, electricity, railways, ports 
and roads. 

Following a liberalization trend previously experienced 
by some economies such as the UK, and Latin American 
countries such as Argentina and Chile, Brazil underwent 
a reform that included a privatization program. The 
Brazilian privatization program attracted more than USD 
73 billion between 1995 and 2002 and allowed a signifi-
cant expansion of access while improving the quality of 
service provision in several utilities. 

In order to create the legal background for such pro-
gram, in February 1995 the National Congress passed law 
8,987/95 (the general public services’ concession law), 

which recently celebrated its 20th anniversary. It repre-
sents the inaugural landmark to rule the contractual rela-
tionship among the State and its partners – a public or 
private infrastructure provider – in the rendering of public 
services3.  

Concessions and Public-Private Partnerships (PPPs) 
are to date still the main drivers for investments in public 
utilities in Brazil. For the sake of illustration, in 2015 the 
government launched new Programs to foster investments, 
aiming at attracting R$ 200 billion for transportation 
infrastructure and R$186 billion for electricity between 
2015 e 2018. The success of such investment programs, 
however, relies on several factors that are yet to be handled. 
Among the main obstacles one can cite political and regu-
latory risk as well as lack of proper financing mechanisms 
and transparency. 

From the economic perspective, concessions are a 
combination of efforts between public and private par-
ties. Often the providers are able to meet the provision´s 
revenue requirements through user charges – amounting 
to the full and standard concession. Under some circums-
tances, however, the concern with high prices or tariffs 
that could lead to exclusion of users motivates the choice 
for a strict PPP4.  

The effectiveness of public-private partnerships to 
promote investments in infrastructure depends on seve-
ral items. Firstly, the public partner/Administration must 
either develop the projects directly or, in case of third par-
ties, assess the results properly. The success of the conces-
sion is critically dependent on the quality of the projects 
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and studies in the preparation of the bid. In Brazil, the 
awarding of concessions to build and operate infrastruc-
ture facilities usually takes place when the projects and 
viability studies are not sufficiently developed yet, adding 
to uncertainty and risks. 

Despite the privatization process, the State remains to 
be an important player in infrastructure through its State-
owned companies. This poses additional challenges to the 
institutional design and the regulation of public utilities, 
such as how to mitigate political interference. Corporate 
governance of State-owned companies has proved to be a 
sensitive matter, especially in light of minority sharehol-
ders’ rights. 

Financing infrastructure investments. 

The country has been facing huge challenges lately. Private 
investments in infrastructure have been declining signi-
ficantly in the latest years. As a consequence, Brazil is 
lagging behind other BRIC countries. Considering both 
private and public origins, investments in infrastructure 
range from 2% to 2.5% of the GDP, an amount consi-
dered insufficient to restore the existing stock of assets. 
Tables 1 and 2 report data on the evolution of aggregate 
and infrastructure investment in Brazil.

The stimuli from governmental programs such as the 
Logistics Investment Programs I (2012) and II (2015) have 
not been able to overcome this scenario. Fiscal constraints, 
budgetary imbalance and high regulatory risk are causing 
postponements in the launching of new concessions. 

The National Development Bank (BNDES) has been 
the most important financier of infrastructure in the 
country in the last decades. The institution is the major 
source of long-term financing, providing funds referenced 
in the Long Term Interest Rate (TJLP)5. This rate is com-
paratively lower than regular rates from commercial banks 

The bank’s disbursements in infrastructure increased 
significantly since 2003, going from USD 938 million6 to 
USD 11.2 billion7  in 2014. However, several reasons such 
as the recent economic downturn coupled with corrup-
tion scandals involving major construction companies8 led 
to a decrease in BNDES’ financial operations. As a result, 
in 2015 the conditions to long-term funds became more 
stringent for both existing and new concession contracts 
(Table 3)9. 

The closing of the infrastructure gap depends not only 
on promoting investments but also on the strength of 
regulatory institutions, the reduction of legal uncertainty 
and more emphasis in market mechanisms.

It would also be useful to look for recent developments 
in regulation of network industries in mature economies, 
which are facing the need to adapt to major trends such 
as digitalization, decentralization and climate policies. In 
particular, it would be useful to reassess the role of mar-
kets in these industries. For the sake of illustration, there 
seems to be no emphasis in market mechanisms to allocate 
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5 Long Term Interest Rate (TJLP) depends on historical inflation, expected inflation and country risk premium. The methodology is updated every year by 
BNDES. For details see (in Portuguese): http://www.bndes.gov.br/SiteBNDES/export/sites/default/bndes_pt/Galerias/Arquivos/produtos/download/tjlp.pdf
6 It is equivalent to R$ 2,71 billion (Brazilian currency). It was considered the exchange rate at 12/31/2003 (R$2,8884/USD) as released by Ipeadata.
7 It is equivalent to R$ 29,9 billion (Brazilian currency). It was considered the exchange rate at 12/31/2014 (R$2,6556/USD) as released by Ipeadata.
8 “Lava Jato” is the federal police and Attorney-General task force operation designed to investigate frauds involving Petrobras and other State-owned com-
panies. Several major Brazilian construction firms are being prosecuted as well as officers and politicians.
9 In order to illustrate the dimension of these disbursements in USD, it might be considered the annual average exchange rate (R$/USD) released by the 
Central Bank of Brazil: 1.7412 in 2009, 1.6662 in 2010, 1.8758 in 2007, 2.0435 in 2012 and 2.3426 in 2013. However, it is important to keep in mind 
that since the disbursements are made in Reais, the calculation of the respective values in US Dollar does not reflect the original trajectory of disbursements 
throughout the years.
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Table 1 – Infrastructure Investments in Brazil (% GDP)

Source: Velloso 2015

Table 2 – Infrastructure Investments in Brazil by sector 

(% GDP)

Source: Frischtak and Davies (2014)

Table 3– BNDES Disbursements in Infrastructure (R$ billion)

Source: BNDES annual report (2013)
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demand response, ancillary services and energy efficiency 
in the electricity industry. In addition, the use of economic 
instruments to allocate water rights among its multiple 
uses (such as navigation, electric energy production and 
irrigation) is still lagging behind (OECD, 2015)10. Stimuli 
should also be granted to the development of a natural 
gas market, considering the increasing participation of this 
resource in the electricity mix. 

The urgent need to foster investments in logistics

Among its main challenges, Brazil urgently needs to close 
its logistics gap in order to become more competitive in 
the global context. According to the Logistics Performance 
Index, in 2014 Brazil ranked 65 among 160 economies 
assessed, having fallen from the 45th position in 2012. 
Roads are the dominant mode, amounting to almost 60% 
of the transports. Since 1994, 61 concessions representing 
almost 12,000 miles of roads were awarded to promote 
investments, aiming at an adequate provision of trans-
portation services at both the federal (21) and state (38) 
levels11. It is worth noting that the quality in the private 
provision of road services is consistently assessed as better 
than the public roads12.

The initial roads concessions allowed investments at 
moderate tolls. However, the investments requirements in 
the new concessions are more stringent. Consequently, in 
future awards the government will have to choose between 
allowing higher returns (and tolls) or complementing the 
concessionaries’ revenues (through PPPs). Even though 
the PPP Law was enacted in 2004, no concession at the 
federal level has adopted such mechanism so far13.  

The railway system, on its turn, is quite poor in term 
of density and also when volume of cargo is compared to 
the road system14. Private investors entered into the sector 
in the 1990s by means of vertically-integrated long-term 
concession agreements executed after bidding processes. 
Although the concessionaires were quite successful in 
reducing accidents and improving freight movement in 
the existing railroads, the system experienced almost no 
expansion.

Hence, the government tried to reform the sector to 
induce investments mainly through additional conces-
sions and unbundling of the industry. The 2012 Logistics 
Investment Program (PIL I) proposed a reform that would 

mandate unbundling of infrastructure management and 
service provision. In order to lower freight costs and re-
duce demand risk to the new railroads, the new framework 
would rely on a scheme that would shift risks from the 
concessionaries to the government. A State-owned com-
pany (Valec) would buy the full rail transport capacity in 
advance and resell it to independent freight operators. 

Such proposal is perceived as plagued by government 
failure. Even though the 2015 version of the Federal pro-
gram (PIL II) did not bring any explicit regulatory reform, 
and the 2012 proposal was neither implemented nor for-
mally abandoned, it seems that the government is shifting 
back to a vertically-integrated model. 

Conclusion and challenges for the future

Since the mid-1990s, concession agreements have been 
playing a central role in public utility industries in Brazil. 

Lately, however, infrastructure sectors have been facing 
huge challenges in attracting new investments. Among 
the main obstacles one can cite political and regulatory 
risk as well as lack of proper financing mechanisms and 
transparency. Concession contracts should provide for a 
proper risk allocation, endowing the government with 
mechanisms to handle unforeseen or uncontracted events 
inherent to long-run relationships. It is also important to 
create an environment favorable to attract capital, assuring 
a viable financing structure. Besides, soft bottlenecks are 
important impoundments to the success of infrastructure 
concessions, adding to the perception of regulatory risk. 
Included in this category are the business environment 
and proper corporate governance of utilities, especially for 
State-owned companies. 

The reversal of this critical scenario requires private ca-
pital markets to complement BNDES funds; opening the 
market to foreign operators and construction companies; 
emphasizing market mechanisms; amending the auction 
design and the concession contracts to properly allocate 
risks between public and private partners; and improve-
ments in the regulatory agencies’ decision-making process. 
These issues are essential to enhance the role of concessions 
as instruments to foster investments delivering better and 
more reliable infrastructure, inducing the country’s com-
petitiveness and growth. 
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10 OECD (2015), Water Resources Governance in Brazil, OECD Studies on Water, OECD Publishing, Paris. http://dx.doi.org/10.1787/9789264238121-
en.
11 ABCR (2014). Statistics data 2014. http://www.abcr.org.br/SetoremNumeros/SetorNumeros.ashx?codigo=3&texto=http%3a%2f%2fwww.abcr.org.br%
2fConteudo%2fSecao%2f43%2festatisticas.aspx
12 CNT (2015). Pesquisa CNT de Rodovias 2015, Relatório Gerencial, Brasilia. http://pesquisarodoviascms.cnt.org.br/Relatorio%20Geral/PESQUISA_
CNT2015_BAIXA.pdf
13 Brandão and Saraiva (2008) model the BR-163 road concession as a PPP using a real options approach. Contrary to the favorable results of the adoption 
of the mechanism, the government awarded the concession allocating part of the investments to DNIT, a public company. Due to financial distress, the 
government initiated a renegotiation process to shift the responsibility of the investments back to the concessionary.
14 According to the National Logistics and Transportation Plan, in 2011 the rail system accounted for only 25% of the total cargo transported, whereas 
roads accounted for more than 50%. Ministry of Transportation. National Logistics and Transportation Plan (PNLT), 2012.
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