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latin american issues 

Brazil's 

Controversia 1 

''Cruzado'' Plan 

As payment of Latín 
America's vast debt 
becomes increasingly 
difficult, ali eyes turn 
towards the southern giant's 
bold experiment to check 
inflation 

Geraldo Holanda Cavalcanti, 
Brazilian ambassador to 
Mexico, granted Voices of

Mexico an interview on the 
subject. He explained that 
the plan, put into effect last 
February 28, is basically a 
mechanism aimed at wiping 
out the tremendous loss in 
the purchasing power of 
wages because of inflation. 
He also made clear the 
reasons why it was neces
sary to put into effect such a 

non-orthodox economic 
plan. 

"W h e n  José S ar n e y  
beca me president earlier this 
year, he tried to contain in
fla t i  o n by resorting to 
traditional means," said the 
ambassador. He admits that 
failure of these mechanisms 
led the government to adopt 
more radical measures. 

Latín America·s most pop
ulous nation was the first to 
sign letters of intent with the 
lnternational  Monetary 
Fund, but it has also been 
known for bending the letter 
of the institution's "recom
mendations." During 1981

and 1982, Brazil underwent 
the bitter experience of ap
p lyi ng liberal monetary 
policies which led the 
country into its worst crisis 
in history, with three-digit 
inflation and outright in
solvency by the end of 
1982. The economy had a 
negative growth rate of 
3.4% in 1983, while the 
debt swelled by 10%. 
Despite all of this, Brazil still 
signed another four letters of 
intent between December 
1"982 and the end of 1983, 
but never fulfilled the com
mitments. 

Brazil signed its seventh let
ter of intent with the I M F 
during the last quarter of 
1984 and managed to meet 
c o n d i t i o n s  h a l f-w a y .  

Is spontaneous public sup
port sufficient guarantee for 
the success of a long-term 
economic plan? This is a 
question being asked about 
the Brazilian Cruzado Plan. 
Whereas the government is 
euphoric over the plan's in
itial results, critics are frank
ly skeptical. 

SOME FACTS ABOUT BRAZIL 

Brazil is more than the home 
of the samba, carnivals and 
soccer; it is also the nation 
with the largest debt in the 
world. The South American 
giant owes $104 billion, and 
must pay out $12 billion a 
year in interest, as well as 
another $8 billion on ac
count. 

Foreign Debt Foreign Exchange Net foreign 

The effort to meet payments 
to the more than 600 
creditor banks was dragging 
the economy into chaos and 
runaway inflation, which in 
1 9 85 r e a c h e d  2 35% . 
Est imates for 1 986 in
dicated the inflation rate 
could reach 400%. 

GNP lnflation Trade 

% % Balance 
annual annual USmillions 

1958 9.2 23.8 -1128

1978(1) 

1979 6.4 54.0 -2717

1980 7.2 98.0 -2823

1981 - 1.6 110.0 1594

1982 0.9 100.0 817 

1983 -3.4 211.0 6472 

1984 4.5 224.0 13068 

1985 8.5* 235.0 * 12000 * 

Observations: ( 1 ) Average for the period 
* Estimates

Sources: FEV, Brazil 
IDB 

lnterest and Reserves Debt 

Principal USmillions Export 
Payments Earnings 

2 942.7 4 502.3 1.7 

11 732.2 9 6�8.7 2.6 

9 753.6 6 912.5 2.3 

16 741.5 7 506.8 2.3 

19 502.1 3 994.4 3.3 

19 383.0 4 562.9 3.5 

17 917 .11 995.3 4.0 

1 O 700 * 8 200* 3.8* 
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These would be the political 
reasons tor concern. But as 
regards the labor movement, 
the CUT believes that 
" towards labor and unions, 
the plan seeks to stem the 
growing tide of labor and un
ion struggles and to under
mine the victories achieved 
through mobiliza.tions and 
strikes." In this vein, the ob
jective is to "create the 
necessary economic and 

46 política! conditions to adjust 
the Brazilian economy to the 
needs of the world market," 
and to "accelerate the 
necessary mechanisms to be 
able to meet interest pay
ments on the toreign debt." 
The ambassador disagrees, 
and says emphatically: 'The 
plan is interna!. lt is not 
geared towards paying the 
debt." 

DOES THE PLAN 

HAVE A FUTURE? 
Thus far the results are ob
vious, and superior to those 
of other similar plans which 
also sought the same "zero
inflation" goal. In Peru, for 
example, inflation reached 
43.8% in the tour months 
after their plan was put into 
effect;in Argentina the rate 
was 14.23% and the country 
was torced to devaluate its 
currency by 30.5%. 

The situation has evolved 
differently in Brazil, despite 
all the bad omens. 

In a first. overa!! assesment 
of the plan delivered on April 
14, Sarney recognized that 
in social terms, "we are in 
the same group with African 
and Asian countries, and this 
situation cannot continue 
because it is a terrible illness 
of  o u r  s o c i e t y." Hi s
diagnosis is supported by ir
refutable figures that appear
in a report prepared by
Brazilian political science
professor Helio Jaguaribe:
over half of Brazil's 138· mi I
lion people live in poverty;
the current unemployment
rate is clase to 25%, even if
the government only admits
to 4%; illiteracy stands at 
30%; half of the population
receives only 14% of the
nationa: wealth, while 5%
own 33% of the nation's in
come, and this is one of the

most notorious rates of ine
quality in the world. 

Unlike the more traditional 
medicine, this unorthodox 
s h o c k  t r e a t m e n t h a s  
p r o d u c e d  r e s u l t s .  The 
government is confident that 
the inequalities in Brazilian 
society will gradually be 
resolved thanks to this ef
fort. The official outlook is 
that the economy will con
tinue to perform strongly, 
that the trade surplus for 
1986 will reach $14 billion 
and that tor the first time in 
many years the balance of 
payments will be in the 
black. The GNP will increase 
4.5%, although economic 
growth will be lower than in 
1985. 

For its part, the opposition 
Worker's Central is less op
timistic, and believes the 
government will be hard 
pressed to control inflation 
for much longer. The CUT 
expects to see further strikes 
and mobilizations in favor of 
worker"s demands, just as 
soon as the pop u lation 
realizes that the Cruzado 
Plan is just a mirage. Or as 
the Worker's Party leader 
Luis Ignacio da Silva, "Lula," 
says: 'The Cruzado Plan 
d o e s n ' t  r e s o l v e  t h e  
problems, it just puts a 
freeze on them." Time will 
tell.* 
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