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Behind the political and constitutional discussions in the context of the Brazilian unrest lies the 
trigger of the crisis: rising inflation, depreciation of the currency, a low growth rate and rising 
unemployment rates. Although most analysts agree that such macroeconomic scenario was mainly 
caused by misconduct regarding monetary policy under Dilma’s Administration, the original flaw 
was still not discussed internally within the country.

The Brazilian Financial System and the Brazilian Central Bank were created by the military regime 
in 1964, under a centralized structure common to the spirit of the ordinary south american military 
dictatorships at that time. The model recreated the same concentration of power under the Head of 
State within the financial system, the Central Bank authority was placed under the Palace and the 
monetary policy was organized under a political decision making process.

The years passed and the result is well known: hyperinflation, artificial economic stimulation 
packages, “dropping zeroes” policies and eight different currencies adopted in less than 20 years. 
A typical south american economic environment. And beyond that: IMF was always the external 
enemy to be declared guilty for such macroeconomic nightmare.

The surprising fact is that although the dictatorship regime fell in 1988, the succeeding democratic 
governments maintained such concentration of power and maintained the Central Bank and the 
monetary policy under the political decision making process of the president of the Republic. 
Instead of creating a solid financial system, Brazilians opted to rely on solid presidents elected by 
the newborn Democracy.

From then on, Brazilians and international creditors - specially the IMF - had to pray for the next 
president to be prudent about monetary policy. This tension has always been present previously to 
all Brazilian presidential elections since the inception of the democratic regime. This very same 
tension is responsible for the highly volatile periods for the Brazilian currency rates during ten to 
twelve months prior to any presidential election, which is a well known cycle for currency traders as 
speculation in currency trading scales up during such periods.

Former presidents Sarney and Collor showed the country examples of non-solid presidents, while 
the Renascence of Brazilian Economy led by Persio Arida - under presidents Franco and Cardoso
´s administration - unveiled a new era of rational behavior towards monetary policy within Plano 
Real.

The Plan stabilized the economy and drove the figure of the Central Bank also to a new era under 
central banker Arminio Fraga. Nonetheless, the Central Bank and the monetary policy were 
formally maintained by Cardoso under the power of the Palace in an attempt to win the election as 
the “Father of Economic Stability”. Once more the flawed system was maintained, however this 
time under a positive performance.

However, after four different Brazilian presidents - only half proving to be rational - the international 
creditors learned the lesson and IMF stepped in appointing former Citibank CEO Henrique 
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Meirelles to candidate Lula. Lula´s wisdom rests in the dialogue with the international community, 
in this case, with the international creditors and the IMF.

After election, the result of Lula´s decision is also well known: the continuity of a rational monetary 
policy during the period of 2002-2010, under central banker Henrique Meirelles, which broke 
Cardoso´s “monopoly” as the only option to provide a stable economy and proved to the nation that 
the labor party can also manage the Brazilian economy.

In 2010, it was the chance for president Dilma to use Lula´s positive performance ahead of the 
economy, break the cycle of high uncertainty, recognize the maturity of the Central Bank as an 
institution and implement a solid financial system, finally separating politics from monetary policy. 
In the opposite way, the market witnessed a turn-back movement towards centralization of 
command and a politically biased monetary policy.

In this context, Dilma´s Administration failure cannot be simplistic analyzed under the technical 
evaluation of the damages caused to the economy by its populist approach to monetary policy - 
which places it closely to Sarney and Collor in contrast to Franco, Cardoso and Lula. Beyond that, 
Dilma is interrupting a 16-year trend which was being slowly consolidated toward a solid financial 
system and a solid and independent Central Bank. More than a non-rational monetary policy, 
Dilma´s Administration is maintaining the system´s flaw, but this time with a negative performance.
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