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tion of primary surpluses to avoid more debt. These new elements, in-
troduced into the equation by Cardoso’s government, have been intensi-
fied by Lula’s.

In March 1999, the new inflationary plan was adopted with the
Harmonized Consumer Price Index (HCPI) as the official inflation index.
As the macroeconomy got in order, it went down in just a year to 19 per-
cent, with inflation closing at 8.94 percent.

External vulnerability was significantly reduced due to the changes
in exchange policy and the privileges granted to foreign capital, which
were associated with the rapid growth of exports in the favorable inter-
national situation of the last few years.3 All indicators in table 1 are ex-
tremely positive, but credit for that progress cannot be given solely to
the government.4

Table 1: Some indicators of external vulnerability
Indicators 2000 2001 2002 2003 2004 2005

Total Foreign Debt/GDP (%) 36.02 41.18 45.87 42.41 33.29 21.28

Net Foreign Debt/GDP (%) 28.41 31.92 35.88 29.79 22.43 12.69

Debt Service/GDP (%) 8.15 10.35 10.09 8.37 8.03 6.11

Debt Service/Exports (%) 89.08 90.64 76.80 58.07 50.32 41.14

Interest on Foreign
Payments/GDP (%) 2.84 3.46 3.33 3.02 2.53 1.97

Current Transactions/GDP (%) -4.02 -4.55 -1.66 0.82 1.94 1.78

International Reserves/
Total Foreign Debt (%) 15.22 17.08 17.95 22.94 26.29 31.75

Source: Bacen, Boletim do Banco Central do Brasil, several editions. 

Since the end of the Cardoso administration, the foreign debt as a per-
centage of GDP fell from 45.87 percent to 21.28 percent in December 2005.
In the same period, the foreign debt service fell from 10.09 percent of
GDP to 6.11 percent, interest payments shrank from 3.33 percent to 1.97
percent.

Exports and the results in current transactions as a percentage of GDP
have been the two most impressive items in the process of building more
solid fundamentals for the economy. In the last three years of the
Cardoso government current transactions as a percentage of GDP were
negative but showed a tendency to improve and turned positive in the
first three years of the Lula administration, thus confirming the evident
reduction in the external vulnerability of Brazil.

On the fiscal front, the Lula government has continued and intensified
the policy of creating large surpluses adopted in 1999. The president


