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Banking by David Goldman 

The flight-capital wars 

Brazil sprang the "Gebauer Affair" to turn the tables on the 
bankers. 

Brazilian sources indicate that the 
sorrows of Antonio Gebauer, the for­
mer Morgan banker pilloried after $6 
million allegedly disappeared from his 
clients' accounts, resulted from a Bra­
zilian government ploy to tum the ta­
bles on the U.S. Treasury. The Trea­
sury and the commercial banks are us­
ing Ibero-America's continuing prob­
lem with flight capital to demand that 
these countries open their economies, 
privatize their state sector, and gen­
erally conduct a garage sale for credi­
tors. 

Brazil saw the chance to prove that 
the $100 billion in flight capital lost 
by Ibero-America since 1980 was ab­
sorbed by the same creditors who are 
making these demands-putting the 
matter in a different light. Brazil is 
saying, in effeq, "We weren't incom­
petent managers-you burglarized 
us!" 

Gebauer's missing $6 million al­
legedly turned up in a Morgan internal 
audit. It appears that the audit was 
prompted by complaints by Gebauer's 
clients in Brazil, who, in tum, were 
put on the spot by Brazilian authorities 
who had detected their illegal deposits 
at Morgan. Now, the Brazilian au­
thorities are demanding full disclosure 
of Brazilian accounts at American 
banks, to the enormous discomfiture 
of the Treasury. 

A Treasury spokesman was quot­
ed in 0 Clabo newspaper of Rio on 
May 28: "It is very unlikely that the 
U.S. government would provide Bra­
zilian authorities with the names of 
Brazilian depositors in Morgan Guar-
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anty Trust or any other such establish­
ment in the United States, in case there 
were a formal request in that regard." 
He said that foreign depositors are 
usually not identified by countries, and 
that banking secrecy can only be vio­
lated in specific cases of things that 
are considered crimes in the United 
States. 

That is, the Treasury has taken the 
same stance that the Swiss have against 
the United States, when the United 
States has sought information on 

criminals abroad! 
Peru's President Alan Garcia, 

whose debt-service limitation plan is 
under consideration throughout the 
continent, picked up on Brazil's ac­
tion May 25, saying that all of Ibero­
America's debt could be found in pri­
vate bank accounts in the United 
States. 

For the past several months, the 
Treasury has added insult to injury, 
demanding that debtor nations sell off 
national assets at prices low enough to 
attract capital back. Secretary James 
Baker had the following exchange with 
Sen. Richard Lugar (R.-Ind.) at hear­
ings of the Senate Foreign Relations 
Committee May 20: 

Chairman Lugar: "But how 
would you answer persons who would 
say that additional fresh money for 
Mexico which may be required during 
this calendar year, will be offset by 
capital that still seems to flow out of 
Mexico in very large amounts. On a 
net basis, are we assured that monies 
that are new and fresh are going to, on 
a net basis, stay and, if so, is there 

enough rdform at this point, in terms 
of the salb of the state-run industries 
or allegations at least of malpractice 
and the use of funds, to give you con­
fidence in how we're proceeding 
there?" , 

Secre�ary Baker: "Mr. Chair­
man, I thip.k the Mexican government 
understands very well that taking the 
easy couq,e domestically might well 
result in iln absence of new capital 
flows. It might not be sufficient to at­
tract new capital flows. And until cap­
ital flight lis reversed, I think frankly, 
the first thteshold that has to be crossed 
by any ¢ountry seeking to adjust 
through the adoption of growth-ori­
ented ecopomic reforms is to reverse 
capital flight. Until capital flight is re­
versed, there won't be additional 
lending. I� simply will not-as far as 
private seftor lending is concerned, it 
simply won't take place. 

"And With regard, for instance, to 
Mexico, there has not been additional 
lending. II do believe that the govern­
ment of Mexico understands realisti­
cally what is required, but the fact re­
mains that it is exceedingly politically 
difficult tQ get there." 

Chainnan Lugar: "Well, that's 
true, but �e're already at May and 
you're right, the additional capital has 
not been forthcoming, is there-how 
would we know that capital flight has 
stopped? ... " 

Secretary Baker: ". . . The ques­
tion is wqether or not they are going 
to take the reforms far enough. That 
will be the test of whether or not they're 
able to teverse capital flight and 
whether or not they're able to attract 
new private flows of capital." 

The Sflme week, Morgan pub­
lished a study of flight-capital volume 
in lbero-America. The Gebauer affair 
has, thanks to the Brazilian govern­
ment, made clear why Morgan knows 
so much afout the subject. 
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