
Report from Rio by Silvia Palacios 

The cost of suspending the moratorium 

Brazil' s effort to propitiate its creditors has led to record levels 
of looting , hyperinflation , and less new foreign investment. 

On Sept . 2 1 ,  President Jose Samey 
solemnly proclaimed, to a meeting of 
the National Security Council , the end 
of Brazil ' s  debt moratorium. This ges
ture was performed the day before 
Brazilian officials and hundreds of 
commercial bankers signed contracts 
in New York to renegotiate Brazil 's  
$66 billion foreign private debt. It was , 
in fact, one of the preconditions for 
ending more than a year of banker 
stalling on the contracts . 

Although the moratorium was 
broken in practice last December, the 
bankers demanded that the govern
ment as a whole formally ratify that as 
state policy . The National Security 
Council (on which the military ser
vices are well represented) was pre
cisely the body upon whose authority 
the moratorium was decreed Feb . 20 , 
1987 . Samey' s  act of penitence is also 
the harbinger of the new ratchet of 
austerity to be ordered at the upcom
ing IMF annual meeting in West Ber
lin . 

Brazil has paid for ending the mor
atorium with the worst economic loot
ing in the country' s  history . This is 
palpable even to financial analysts , one 
of whom recently observed , "The 
bankers pinch themselves every 
morning to make sure that the moun
tain of money Brazil is now paying in 
interest is not just a dream.  " 

The looting is accomplished large
ly through Brazil ' s  running up mega
surpluses on its trade account . It has 
done this by exporting at ever-cheaper 
prices and by shrinking the internal 
market. New statistics show , for ex
ample , that meat consumption per 
capi ta is at the lowest level in 34 years , 
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while meat exports have soared . As a 
result, the only productive sectors now 
growing are export-oriented. Orange 
juice production ,  for example , is up 
4 . 2% and auto up 14%, while the 
economy as a whole will not grow even 
1 % .  

Thus, August exports reached a 
record $3 . 645 billion , led by food 
products : soy , beef, and orange juice . 
With imports held to an austere $1 . 549 
billion, there was a record $2 . 096 bil
lion trade surplus .  In the first eight 
months,  the surplus ,  at $ 1 2 . 59 1  bil
lion , has equaled the total for 1 987.  
At this rate , 1 988  will bring in a $ 1 9  
billion surplus ,  almost all to b e  trans
ferred abroad. (See EIR, Sept. 16,  page 
9, for more details .  ) 

This year's looting is at record lev
els . A total of $ 1 8 . 6  billion, equal to 
25 % oftotal internal savings and 5 . 5 %  
o f  gross national product,  will b e  sent 
abroad as tribute for financial ser
vices . In 1 987 , the year of the mora
torium, the total transference was $ 1 0  
billion, 1 3 . 7% o f  internal savings and 
3 . 1 % of GNP. This year's total in
cludes: 

• $ 1 0 . 2  billion in interest on the 
foreign debt; 

• $3 .6 billion for "informal" debt
for-equity conversions; 

• $ 1 .6 billion in profit remitt
ances by foreign corporations ; 

• $3 .2  billion in flight capital . 
The conversion of the foreign debt 

into ownership of Brazil ' s  productive 
apparatus is producing windfall prof
its for the investment banks and bro
kers who speculate with debt obliga
tions they can pick up on the interna
tional secondary market for 48 cents 

to the dollar. "Informal" debt conver
sions , performed without any regula
tion or monitoring by Brazilian au
thorities , are expected to drain $3 .6 
billion in resources from the country 
this year, while formal debt auctions 
carried out through the stock ex
changes will cost another $2 billion . 

Informal conversion, genuine 
bloodletting of resources abroad, is 
done with debts coming due . The bank 
owed the debt sells collection rights to 
a wheeler-dealer at the discount pre
vailing on the international market 
(now 52%) . This intermediary col
lects from the Brazilian debtor entity 
in the local currency ,  the cruzado. He 
uses these cruzados to buy dollars on 
the black ("parallel") market and sends 
most of these dollars abroad, while 
keeping a hefty profit for a few hours ' 
work. 

These operations have created ex
traordinary demand for black market 
dollars , causing their price to rise to a 
60-70% premium over the official ex
change rate . As is now being admitted 
even by the banks involved, debt pay
ments in cruzados are ballooning the 
money supply and thereby causing hy
perinflation, now approaching 1 ,000% 
annually . 

Multinational companies are mak
ing scandalous arbitrage profits from 
this officially tolerated aberration of 
exchange controls .  They are register
ing a record $ 1 . 6  billion in profits so 
as to obtain that amount at the official 
exchange rate . They sell these dollars 
on the black market or use them for 
informal debt conversions and end up 
with 70% more cruzados than they 
started with . 

Cruzados available at a discount 
through debt conversion schemes have 
totally ended inflows of hard currency 
for investments-the supposed objec
tive of Brazil ' s  free market reforms . 
As Gresham said, "Bad money drives 
out good. "  
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