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Repor t from Rio by Silvia Palacios and Lorenzo Carrasco

Brazil’s patrimony ambushed

In his zeal to “internationalize” the economy, Collor is serving
up the state sector on a silver platter.

President Fernando Collor de
Mello’s economic cabinet has an-
nounced that the next sacrificial vic-
tim of its failed anti-inflationary poli-
cy will be the wealthy Brazilian state
sector. It, and the private companies
associated with it, will be offered up
to the creditor banks as tribute for “in-
serting” the country into the interna-
tionalized free market economy which
President Bush has been peddling.

Following a visit from Trilateral
Commission banker David Rockefel-
ler to Brazil in December, the Collor
government agreed to submit to the
scheme of swapping its foreign debt
for equity, a scheme it has resisted
since former Secretary of State Henry
Kissinger first launched it in 1983.
And thus it is revealed that the govern-
ment’s so-called toughness in its ne-
gotiations with the banks is nothing
more than theatrics, to divert attention
from the most scandalous surrender of
the national patrimony in the coun-
try’s history.

In fact, when talks with the steer-
ing committee of creditor banks re-
sume shortly, the Brazilian govern-
ment will offer as its “trump card” the
green light that central bank president
Ibrahim Eris gave on Jan. 4 for “con-
version of debt into fixed assets.” That
is, bankers with worthless foreign
debt paper will be able to capture
whole chunks of national equity.

Eduardo Modiano, president of
the National Economic and Social De-
velopment Bank (BNDES) and presi-
dent of the Commission for Privatiza-
tion, gave an interview to Jornal do

Brasil Jan. 6, in which he explained
that the objectives of the privatization
plan have nothing to do with encour-
aging productive investments. “The
idea is that resources derived from the
sale of state companies be used princi-
pally to rescue internal and foreign
debt. . . . We are talking about selling
assets worth $18 billion, through the
end of 1992.”

The government, in its zeal to ac-
celerate the privatization program,
has added to the number of companies
on the block, to include the National
Steel Company of Volta Redonda and
the Rio de Janeiro electrical company,
Light.

Modiano frankly admitted that his
sole function is to bolster the value of
the international banks’ debt holdings
by plundering Brazil’s patrimony.
“To the extent that the government is
privatizing and thus reducing its debt,
the debt will begin to be worth more.
That will be the point at which debt
holders will be more interested in ex-
changing it for state sector assets.”

In its drive to internationalize Bra-
zil’s economy, the economic cabinet
is trying to force changes in the Con-
stitution which would, among other
things, permit changing the percent-
age that today limits foreign invest-
ment in public companies to 40% of
voting capital, thus allowing de facto
foreign takeover of the companies.
Central banker Eris, ina Dec. 23 inter-
view with Folha de Sao Paulo, deni-
grated the 1988 Constitution as “in-
flationary,” because of the social
obligations itimposes on government.

The BNDES’s Modiano cynically
explained to Jornal do Brasil that,
“case by case, the law allows us to
consult Congress to increase the par-
ticipation of foreign capital now limit-
ed to 40% of voting capital. However,
there is no limit to non-voting stock

. . if we keep that structure, foreign
capital could retain nearly 80% of to-
tal capital.”

Economics Minister Zelia Cardo-
so de Mello told a cabinet meeting on
Jan. 4 that this ambush of the public
sector will include drastic cutbacks in
state sector investment, equivalent to
1% of GNP. Such a measure will not
only dramatically worsen the econom-
ic depression, but also the financial
problems of the ipublic sector itself,
thereby increasing their vulnerability
to takeover.

To complete. this assault on the
state companies, it is rumored in Bra-
silia that the government will $hortly
be declaring a moratorium on the $10
billion in debt that the state companies
have with the private sector. This will
in turn unleash a chain reaction that
could collapse a substantial portion of
the capital goods industrial sector cen-
tered around such energy giants as Pe-
trobras and Electrobras, the most
powerful in all of Ibero-America.

It could even reach the state banks
which hold a large part of that debt.
On Jan. 11, M.F., Thompson, vice
president of the Brazilian Association
to Develop Basic Industries, wamed
that “the major creditor of the state
companies is the state banking sys-
tem. The BNDES, for example, holds
$2.5 billion from the steel and electric
sectors alone. . . . Some state compa-
nies are also creditors of other state
companies. Last November, Petro-
bras held nearly $1.2 billion worth of
credits, $470 million with the electri-
cal sector, $140 million with Sider-
bras, [and] $53 million with the Fed-
eral Rail System.”
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