
Ibero-American debt deals shaky; 
elections loom for several nations 
by Mark Sonnenblick 

Since the Latin American debt crisis first erupted in 1982, 
the Reagan-Bush administration has claimed the problem had 
been "solved" through "case-by-case" treatment of the na
tions involved. On Oct. 12, Dukakis will promise "debt re
lief' through confidence games which would undermine na
tional sovereignty for both debtors and creditors, while con
tinuing looting resources. Neither of these shams will work 
for long. 

The bankers' nightmare, that all postponement deals with 
the major debtors will become unstuck at the same time, is 
rapidly approaching. None of the debtors, even those like 
Colombia, Venezuela, and Panama which were model "per
formers" during the early years of the debt crisis, can pay. 
Whatever jerry-rigged schemes the bankers concoct will be 
blown out by rising interest rates , which add $4 billion a year 
to the region's interest bill for every percentage point rise. 
Rates have gone up 2% in the last year. Dropping oil prices 
will further strike at the abilities of countries such as Mexico, 
Venezuela, and Ecuador to service their debts. 

The simultaneous collapse of debt deals throws the ball 
back into the political court. Debtor nations could decide to 
unite and drop a "debt bomb" to force creditors to let them 
make their way out of the debt trap through economic growth. 

The framework for such debtor unity was created at an 
Aug. 9- 1 1  "Meeting Toward a Second Amphictyonic Con
gress" in Panama, Brazilian congressman Ruy Nedel report
ed back to his Chamber of Deputies on Aug. 16. Nedel 
briefed his fellows, "It was clear from studies, from lengthy 
discussions day after day that not only Brazil, but all of Latin 
America would be capable of escaping its economic crisis if 
it effectively unit, j in a moratorium at least five years long," 
Nedel chastised ilis legislature "for not having even studied 
Latin American unity, a common market among our Ibero
American brothers." 

Nedel, of the majority Brazilian Democratic Movement 
Party, indicted his own government's policy : "By entering 
isolated negotiations with creditors, we are massacring our 
people, increasing popular suffering, increasing unemploy
ment and recession, and not solving anything at all." This 
assertion is now being documented in every study of what 
the continent has gone through since 1982 :  

• The Inter-American Development Bank (IADB) notes 
that per capita income in the region has fallen 9% since the 
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crisis began, that 130 million people are in utter misery, and 
that social and health spending levels have collapsed. 

• The poorer countries of the world are paying the richer 
ones $39. 1 billion more than they are receiving this year, the 
World Bank reports. Such "reverse welfare" is up from $3 1.2 
billion last year. 

The World Bank itself collected $1.27 billion more than 
it lent during the past fiscal year. This misnamed "Interna
tional Bank for Reconstruction and Development" is no long
er lending for either of those purposes. Even loans which are 
tagged for "building infrastructure" are merely bookkeeping 
devices for repaying old loans and interest. 

What would have happened had creditors allowed Ibero
America to keep up the growth rates of the early 1980s? A 
document released by the Latin American Economic System 
(SELA) on the eve of its Sept. 14-20 annual meeting found 
that the region would today be producing 30% more than it 
is. In 1987, the region produced $230 billion less goods and 
services than it would have. From 1982 to 1987, the total 
production loss was $ 800 billion-all because the Reagan
Bush administration and the banks refused to allow debtors 
to grow their way out of the crisis. That is on top of the $ 146 
billion the region spent servicing its debts during the same 
period. All this was lost thanks to a debt which has been 
inflated to $450 billion. 

Every country in the region has made it serious effort at 
the bone-grinding austerity, the "internal economic reforms" 
the U. S. liberal media say "will get their house in order" to 
obtain "new investments." 

IMF statistics, however, show that only 17% of the re
duced GNP is being invested , down from 24% in 1980 and 
25% in 198 1. And a much larger proportion of that is going 
into speculation than into productive investments. 

The president of the World Bank, Barber Conable, 
summed up the political reason why creditors have strangled 
debtors. In a recent memo , he wrote, "Wholesale debt for
giveness will weaken the creditors' hold over debtors. Once 
granted, debt relief cannot be ungranted. It therefore marks 
a sharp break with the principle of conditionality, the foun
dation-stone of the current approach." 

Conable also admits that it is getting much harder to 
perpetrate the "new money" fraud, the game under which the 
best behaved debtors are given "new loans" by their creditors 
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with which to pay old loans . That makes banks ' offshore 
lending portfolios look "performing," when they are really 
dead in the water. In his terms, "it will be extremely difficult, 
perhaps impossible, to generate aggregate net flows for the 
heavily indebted countries in the necessary amounts exclu
sively through the concerted new money approach . "  

Debt-for-equity swindles 
Thus, in the next phase of the debt crisis, not even those 

who crawl to the IMF and kill themselves to meet interest 

"Wholesale debtforgiveness will 
weaken the creditors' hold over 
debtors. Once granted, debt relilif 
cannot be ungranted. It therlifore 
marks a sharp break with the 
principle of conditionality, the 

foundation-stone of the current 
approach. "-World Bank head 
Barber Conable 

payments will be assured that the unpayable principal will be 
postponed by such gimmicks . A conclave of bankers con
vened by the United States Association for the United Nations 
"specifically rejected recommending debt forgiveness," for
mer New York Federal Reserve chief Tony Solomon wrote . 
They called, instead, for more "structural reforms" inside 
debtor nations and a wide gamut of "innovative mechanisms" 
for banks to take over the physical wealth of their bankrupt 
debtors . 

Their only concession is to offer small amounts of "vol
untary debt relief' as a sugar-coating to make such augment
ed looting more easily swallowed by debtor countries .  In his 
September 1988 study, "Voluntary Approaches to Debt Re
lief," banker strategist John Williamson writes that such write
offs "could also have some psychological importance in re
assuring debtors that the costs of past overborrowing (equals 
overlending) are being shared. "  

On Sept . 1 7 ,  the Brazilian central bank president boasted 
his government has repaid $6.7 billion in foreign debt by 
exchanging debt for equity . These swindles are packaged for 
relatively easy marketing in the debtor countries, since they 
usually involve old debts being ripped up at a discount from 
face value . A creditor may get 70 cents on the dollar for debts 
which would never otherwise be repaid by the bankrupt debt
or. In its stead, the banker gets equity ownership of properties 
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at a cost one-half to one-tenth of what they are worth . The 
swindle only works in countries which permit unlimited out
flows of "profit remittances . " They expect to reap 30% annual 
profit on such "investments . "  Ending controls on "foreign 
investment" is one of the "structural reforms" bankers de
mand as a condition for any such "debt relief. " 

Michael Dukakis is going to parade a number of those 
who have pioneered such swindles before a debt forum in 
Boston on Oct . 12. Brazilian Finance Minister Mailson da 
N6brega, Venezuelan presidential candidate Carlos Andres 
Perez, and Peruvian investment banker Pedro-Pablo Kuczyn
ski are among those expected to help Dukakis mold such 
"voluntary mechanisms" into the perception that he has a 
solution to the Latin American debt crisis . 

Bush will flaunt Brazil ' s  Sept . 22 signing of a $5. 2  billion 
debt refinancing package with its creditor banks before the 
IMF/World Bank annual meetings as proof that his campaign 
chairman James Baker III has succeeded in "defusing the 
debt bomb . "  But the bankers made Brazil put itself into 
depression and cause hyperinflation of 1 ,000% before they 
would , reluctantly, sign on for another round of new money 
fraud . The inflation and the way Brazil is triaging its own 
grain and meat consumption in order to export three times 
what it imports has put its finance minister on thin ice . (See 

ReportfromRio). 

In Mexico, the bankers have already gotten their hands 
stuck in the cookie jar, by forcing their local lackies into such 
abject subjugation that a political rebellion, led by Cuauht
emoc Cardenas, is probably strong enough to block deeper 
austerity, bankers now believe . 

Argentina's  bankers' boys are also likely to fall in the 
spring 1989 elections.  President Raul Alfonsin is finding the 
bankers to whom he has sacrificed his country's economy 
and well-being unresponsive to his political plight. They 
flatly refuse his pleas for $3. 7  billion in new money to pay 
debt arrears and prevent bankruptcy before the elections . 
Anglophile bankers are determined to make Argentina suffer 
for the Malvinas War, which they blame for the eruption of 
the debt crisis in 1982. 

The bankers have a political scheme to keep debtors in 
tow . Socialist International agent Carlos Andres Perez is their 
political point man to keep the defenders of national sover
eignty who met in Panama from forging a unified debtors' 
front. His plans to offer well-behaved debtors special rewards 
from a Dukakis administration could, however, be spoiled 
on election day . 

Their ultimate resource is to murder those who get in their 
way . They are well along in making a bloody example out of 
Peruvian President Alan Garcia, the symbol of debtor resis
tance . Since Garcia became President in 1985, New York's 
Journal of Commerce opined in early September, "Peru has 
pretended it could survive as an island outside the world 
economy . "  It offers "scant hope" for Garcia. (See Andean 

Report.) 
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