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Brazilian institutional cepabilities. Als© we have found from a year's experience with
the Program Memorandum that analysis can besgt take place through asking at both the
aggregate and sector levels what are the principal changes or reforms desired in the
Brazilian economy, institutions and public policy and how can we best use aid both as
leverage to get these reforms and to transfer real resources to help implement them.
For these reasons, AID/W looks forward to an even higher standard of analysis in the
1967 program submissions from Brazil.

Listed below are some of the issues concermhg our development assistance strategy for
Brazil which are likely to arise during Washington or fileld program reviews this year.
We welcome informal, frank exchanges with the Mission on these or other questions
during the coming weeks to insure the best possible preparation for the Washington IRG
reviews of the CASP and the field review of the draft Program Memorandum scheduled for
August.

A. General Policy Issues and Macroeconomic Strategy

l. To what extent are GOB objectives and intentions consistent with the develop-
ment goals stated in the 1966 Program Me
describing only U.S. hopes for Brazil a o what extent are they Brazilian
goals which the new government wil .ctually pursue? The answer to this should
more clearly reveal the degree of change to be sought and the leverage necessary
to bring this change about. Two particular points require treatment.

m

orandum? To what extent are we
o -—
[¥3

a) The nature and likely influence of government planni l:,\.,Aatc:ro,, regional, or
Sectoral) over the next four years. Is Brazil likely to swing back toward
more decentralized decislon-making by various government agencies on
economic policy issues? If so, what changes are necessary in our analytical
approach, or in our ass 1stance program? (e.g., Univ. Calif. contract)

At the present stage of national planning in Brazil, what is the
Mission's judgment as to the overall viabllity of the resource allocations
projected? Are they politically feasible, and economically sound?

the political

b) Given theboddddoak outlook for the new government described in Embtel 8620
What are the likely Davameters of U,8. influence in bringing about the
changes identified under (1)? Can the extensive U.S. influence on GOB
decision-making, ﬂurtlcu¢qr15 in sensitive domestic areas such as national,
development planning, monetary policy, tax administration, education reform,
etc. be sustained dwrlng the next administration? Will the political
climate require alteration or asbandonment of the program loan negotiating
procedure devel red SO succe szJLly with the @astello Branco Government?

How can broad spifmheln commitments best be elicited under Costa e Silva?
How could putting all lending on a project or sector basis within two-three
years affect U.S. leverage? (Ho e that to date we have been singularly
unsuccessful in exerting leverage on this basis in other Latin American
countries).
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Does the total impact of U.S. assistance programs in Brazil tend largely to bolster
\\\ The status quo; identify the U,S. with modexnizing trends in Brazilian society, both

economic and political; ox have peither effect in any clesr way? Are Alliance forx
Progress programs’affecting the internal power structure in Brazil to any appreciable
extent? (possible examples: political effects of coffee diversification program if
any; lagging agraxian xeform efforts of GOB; education reform efforts and theixr
effects on politically active students, etc.) Do U.S. programs have any discexrnible
effect toward reducing regional disparxities, ox wards increasing populaxy partici-
pation in the development process?

OST

3. Macroeconomic issues within the 1966 Program Memorsndum model:

a.) Are there any changes in the employment assumptions of the Program Memorandum?
What are the most recent data on employment trends, growth of labor force
(rural end urban), end best current estimates for investment/job ratios in both
urban and rural sectors?

b.) What are the real development effects of the proposed degree of import
liberalization? Is the resource transfer of investment goods now taking place
more effective than previously? What are current impoxt coefficients for new
investment in selected areas? Are the import projectionsin the 1966 PM still
valid? What further liberalization measures are needed? What implications
should be drawn from the Claxk study? Is the level of projected foreign
exchange reserves ressonable? Does Brazil's foreign exchange position suggest
8 lesser requirement for balance of payments support and a consequent shift
in 1968, 1969, and beyond to sector and project loans?

c.) What axe the best current estimates of payments flows from exports, other lenders,
L and from prlvate forelgn investment? For plamning purposes, Xocapix assumeofkies
3 pidcoariateay £ odevecdsr that coffee prices will remain at present

levels.
d.) How can the actual allocation of U.S. assistance be shifted more rapidly to

reflect the sectoral priorities described in the 1966 Program Memorandum?

The major share of U.5. resources from project lending continues to go into
power, industry and transportation.. While apprecisting the importance of rosd
construction/maintenance and agpo-industrial development to agriculture, how can
e more rapid shift away from other types of infrastructure lending be achieved?
In considering this question the Mission should discuss factors which may now
limit the transfer of U.S8., resources to priarity sectorsFuch as agriculture and
education, e.g., restrictions on local cost financing, concern fox U.S. export
promotion, instituticnal weaknesses, etc. We expect the Mission throughout the
Program Memorandum to present what it congiders to be the optimum development
strategy, clearly pointing out the costs to this strategy should other policy
choices, €.g., reduced local cost financing, be selected. In. the'selection of
projects for U.S. flnan01ng censideration ghould be given to.the xekax relatlve
cost of procurement frpm the'U,54 jand - Lromdother sources.
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e) :To what degree can domestic investment targets of the BM plus some degree of wage
liberalization be made campatible with price otablleatlon objectives? What policy
changes are needed to simulate private investment and/or finance larger public
investment to achieve the goals of the PM? Can the monetary stability assumption
be reconciled with these goals? How would the growth model, Savings/investment
ratio, etec., be modified with different assumptions about the rate of inflation
throughout the planning period? What guantifisble degree of wage policy "human-
ization" might be accomodated to the stabilization goals? 1If some change in wage
policy occurs, would it better be confined to specific worker groups, e.g.,
minimum wage earners; for optimum economic and socigl effects?

f) What kind of revenue performance can be expected from the Brazilian tax system?
What ere the likely effeets of recent changes dn tax poliey and administration on
revenues, on income distribution; and on allocationz of resources to federal,
state, and local governments? When all levels of government are considered, the
ratio of Brazil's public revenues to GNP is by far the highest in Latin America.
(Is GNP undervalued?) This level implies that the primary problem is keeping ex-
penditure under control and meking sure that its composition covers the country's
development needs and Allisnce commitments. Can you make g detailed analysis' of
expenditure patterns, perhaps as a Special Study? Your analysis should identify
also needs for further improvement in the planning and budgetaxy control systems.

The remainder of the public finance problem centers around the guality of the tax
gystem, its elastieity in the face of inflation, its effects off rivate saving and
investment incentives, and its effect on income distribution. What is the current
situation in these respects, and likely Brazilian policies? What additional insti-
tutional strengthening should we propose?

g) What are bett estimates for capital/output ratios in various sectors or industrial
sub-sectors?

1
At least one alternative development strategy for Brazil should be outlined and seriously
analysed in brief form with axguments for and against it. It may take into aceount the
following points:

a) Is an 8% annual GNP growth target or a 21% savings ratio target by 1971 really
possible for Brazil on a sustained basis? Is there, for example, a lowexr growth |
rate, higher labor-intensive investment plan possible which might better meet the
overall employment targets at more attainsble savings and investment levels. If so,
how would the U.S. design assistance to- support such a strategy?

b) Or, for another example, could a plausible development strategy utilize a relatively
high continuing rate of inflation to effect forced savings and income transfe .
needed for higher investment rates? (i.e.,20%-30% range). Analyze whether/%ﬂfi&%%%ﬁg I

of these magnitudes can be prevented from "taklﬁgfﬁxxxﬁxxnnxxxnxxg
f.pn
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c) Can savings and foreign investment really increage at an adequateiy rate to allow
an &% growth rate and a politically tolerable increase in mmmxup consumption?

From 1939 to 1960 national income in Brazil grew by about 229% with the ratio of
savings to gross domestic product remaining relatively constant. Leff indicates that
this was largely based on heavy foreign investment and short-term supplier credits
and resulted in a redistribution mm of income such as to substantially increase
consumption. With the development of such consumption patterns (and the resulting
political consequences likely from continuing austerity at the level of 1966) plus
the increasing defensiveness in key sectors of Brazilian industry in the face of out-
side penetration, how can the pattern of growth be reoriented to provide for a .
greater degree of savings but also permitting a consumption level which is politically
tolerable? While such a pattern does reqguire, we think, a substantial inflow of
private foreign capital what policies would maximize the inflow that is politically
tolerable to the Brazilian business community and the new government? What would be
the implications for the stabilization program of policies which would permit such
growth?

Given the above analysis, what alternatives to the Program Memorandum model are
most likely?

Sector Issues

The sector discussions should to the extent possible present a comprehensive strategy for °
agriculture, and education, and a general plan of action for public administration.

They should proceed from the question of reforms or changes needed and proceed to the
A,I.D. leverage to bring such changes zkwmk about. They should state wherever possible

how far Brazilian society has moved during the last 12 months toward the quantified tar-
gets in last year's Program Memorandumk .

1
1. Agriculture: The agriculture sector paper should provide a comprehensive strategy 1
to integrate the total U,S. program in the sector. For example, changes in credit
policy and total credit requirements should be so stated to permit comprehensive anzixx
analysis of counterpart requirements for this purpose from the Program Loan, the

Sector Loan, and the P,L, 480 agreement. Some important questions are:

a) Will the presently planned coffee diversification incentives be sufficient to
bring supply intom balance or will additional policy changes be required?

//%) Is there real economic justification for the GOB's channeling more credit to
the agricultural sector for export promotion or for employment creation? If so,
4&\\ how mpch more? S?ould credit be concentrated in a few regions where it promises
greatest returns
c) What have been the E real effects of pricing policy changes 1thon-cg§fee 8789 4745 974
agriculture on real return to the.,farmer, and what addltlonal changes, if any,
should the U,S. seek? lwo RYER
OSINEL R /G ¢ Mec £DoR
d) What is the present state of improving the operations of the Ministry of Agricul-
ture, of clarifying responsibilities and simplifying procedures? How may AID
best further a more rational. coordination of the numerous extension, research,
AID-5-39A (9-62) ORI PRINTED 10-86
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credit and other agricultural institutions?

e) Is the sector loan technigue still regarded'as the most effective way to produce
sufficient self-help commitments in agriculture even when such changes depend on
several ill-cooxdinated GOB institutions?

£) What are the prospects for the "GERAN PIAN" for modernization of the Northeast
Sugar zone? Is there a solid GOB commitment to implement this program? What
should be the U.S. role, if any? If GERAN concentrates primarily on the economic
problem of sugar, rather than the human resource-unemployment problem, is it in
U.S. interests to be identified with the organization? Can we exercise effective
<<: leverage with GERAN to avoid this undesirable result?
g)

The present education system cannct meet the manpower requixement for the anticipated
expansion of the agriculture sector during the next five years. What is the extent
of GOB recognition for the need= of such change and how may the U.S., within A.I.D.
manpower constmints, most effectively contribute to such change?

2. Education: As in agriculture a total sector strategy should be developed which will
sexrve gs the basis for all reforms sought in the program and sectoxr loans. The U.S.
educational planning advisory teams now in Brazil should be able to contribute
substantially to this strategy. It should state clearly what sorts of broad self-
help objectives the U.S. should seek in any education sector loan negotiation. Key
questions to answexr, however, are:

a) What are the realistic limits on U.S. influence in this politically sensitive
field? Have we already exceeded them?

<ézé) Is a broad sector loan with substantial self-help commitments likely to be
politically more ox less sensitive than other forms of assistance? Even if more,
does the increase in leverage for reform over that to be obtained from less
vulnerable project loans perhaps justify the political cost?

c) After one year's experience, what are the specific results of the work of the
elementary and secondary educational planning teams? What specific areas of
study are to be undertaken by these glong with the higher education team over
the next year? How are theixr conclusions now to be implemented? To what extent
are the program targets described in last year's M altered as a result of the
planning teams!' evaluation?

3. Development #z= Planning and Administrastion: A general plan for GOB reform ani U.S.
strategy should be presented in this field to the extent possible. How best can we
assure vigorous implementation of the constructive measures recently enacted in
Administrative Reform and what othexr reforms or changes, if any, should we stress?

a) Can or should we do anything more to stimulate integration of SUDENE and other
regional planning oxrgans into the national planning effort?

b) Can more be done to strengthen local and state governments' capacity to respond
to local needs without abandoning on-going USAID programs aimed primexily at
assisting national ministries? What are the priority problems for U.S. assistance
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What should be the future priority for U.S. assistance in the Northeast? Should

the U,S, continue to demonstrate a "special interest” in this region? If so,
with what level and kinds of resources? With what regional development strategy?
Should any other regions receive gpecial U.S., attention?

Do present projections for a phasing down of Public Safety programs accuarately

o

reflect the country Team's assessment of the potential insurgency threat and

Brazilian police capabilities -- taking particular note of likely sharp reductions

in MAP?

Title IX: We appreciate the thoughtful Mission reply (TOAID A-1288) to recent
circular airgrams on the promotion and utilization of democratic institutions
for development. It contains highly useful descriptions of on-going USAID

projects which have a Title IX dimension. What additional can be done to influence

the GOB toward greater reliance on local initiatives to help meet national
development goals? Can the principles of the National Water Fund be extended to
a Municipal Improvement Fund on a broader scale? How? Could projects like

that for building rural feeder roads in Rio Grande do Sul serve as vehicles to
involve municipal organizations more directly in rural development effcrts?
Could the CNEG community secondary school program utilize more assistance than
it now receives? What more can AID do to assist IBAM, the Bahia Institute of
Public Administration or other organizations to strengthen municipal and state
governmental institutions? Should some of the current priority emphasis givcn
to agsisting federal ministries be re-directed to a few selected states where
the pre-conditions for strong local government or development planning on the
state level already ex1st§9 We agree that Title IX objectives should be met to
the extent possible without increases in number of U.S. technicians, by means of
careful program design at the national level. What role can increase Peace Corps/
ATD collaboration play in thig Title IX effort?

To what extent can Peace Corps and AID increase thelr complementarity and collabora-

tion in the fields of agriculture, health and education?

Statistics:

Tn A-T96 of November T, 1966 the Mission stated that "Brazil is facing a statistical

i crisis which is hampering its development and mkmiviiizm stabilization efforts

and mpkes planning and decision-making a precarious adventure."” The above questionq

in Hirgram may serve to further point out the need for statistical improve-
ment.

a) Doeg the GOB adequately appreciate the need for improved statisties? 1Is
full advantage being taken of the U.S, Bureau of Census, FAO, and IASI train-
ing and consulting capabilities.

CONFIOENTTAL
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b) How soon can we reasonably and timely data on the national
accounts, on the LaOHT i loyment? What progress is being
made to improve statis ds as agriculture, domestic commerce,

industry, demography, should be offered by outside donors?
Project and Sector Lending:
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