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r "1 
B r a z i l is now passing through a c r u c i a l phase i n i t s h i s to ry . The 

revolu t ion of M a r c h 31 -Apr i l 1, 1964 turned out of power leadership elements 
which had brought B r a z i l to the b r i n k of economic and po l i t i c a l r u i n . 
Corrupt , weak, ineff icient , and i r respons ib le , this leadership represented 
d i r ec t ly , or through i ts p o l i t i c a l maneuvering pe rmi t t ed to f lou r i sh , a l l 
the wors t elements in the B r a z i l i a n body po l i t i c , f r o m negative u l t r a -
nationalists at one end of the p o l i t i c a l spectrum to communists at the other. 
In the economic sphere, i ts actions ref lected the statist and paternal is t ic 
economic and social philosophy of Getulio Vargas 1 "Estado Novo" combined 
w i t h a more v i ru l en t xenophobia toward fore ign pr ivate capital and enter­
p r i se and a greater degree of f i sca l i r r e s p o n s i b i l i t y than B r a z i l had 
hi ther to known. P o l i t i c a l l y , i t fostered disunity w i t h i n the country and - -
pa r t ly by design but perhaps even more as a by-product of i t s maneuver-
ings designed to consolidate i t s hold on power - - a dangerous growth i n 
power and influence of the communists and other extreme le f t i s t groups. 
In i t s in ternat ional posture i t was becoming increas ingly neut ra l i s t and 
a n t i - A m e r i c a n . 

The revolut ion gave leadership to forces which are i n many ways 
the antithesis of the Goulart admin i s t ra t ion . The in t eg r i ty of the 
Castel lo Branco government is widely recognized even among i ts enemies. 
I t has been successful i n great ly d iminish ing co r rup t ion i n government, 
although i ts public image i n this regard is m a r r e d by i t s unwill ingness to 
take d i rec t action against Governor Adhemar de B a r r o s , whose v i r tues 
as a supporter of the revolu t ion are regarded as outweighing his sins of 

|_corruption. _J 
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I t has moved courageously to s tem inf la t ion by ra i s ing taxes, 
cut t ing expenditures, e l imina t ing i m p o r t and other consumer sub­
sidies, and con t ro l l ing bank c red i t , to re -es tab l i sh B r a z i l i a n i n t e r ­
national c redi t , to encourage the flow of pr iva te foreign capi tal to 
B r a z i l , and to provide increased opportunities for expansion of the 
pr iva te sector of the economy. In contrast to the Goulart admin i s t r a ­
t ion , which used " r e f o r m " only as a p o l i t i c a l slogan, the Castello Branco 
government has embarked on genuine and much needed reforms i n 
ag r i cu l tu re , housing, and banking, and has made a s tar t on the complex 
and d i f f icu l t p rob l em of r e fo rming the government admin i s t r a t ion . I t 
has turned i ts back completely on the demagoguery of the Goular t admin­
i s t r a t i o n . I t has, i n fact, c a r r i e d this v i r t ue to the point of a fault , 
proceeding doggedly to adminis ter the b i t t e r medicines which are needed 
to cure B r a z i l of the i l lnesses acquired under past adminis t ra t ions , 
whi le appearing, at t imes , to ignore public opinion. The government is 
so l id ly an t i -communis t . Eschewing completely the negative na t iona l i sm 
of Goulart , i t has made B r a z i l a responsible and construct ive member 
of the i n t e r - A m e r i c a n system and a posi t ive force for defense of freedom 
i n the w o r l d . 

I n short , the new government has turned its back on the excessive 
s ta t i sm, the over-indulgence of consumers and organized labor, the 
ca ter ing to special in te res t groups, the easy c red i t pol ic ies and defici t 
financing of public expenditures, and the economic na t iona l i sm which 
for decades have f rus t ra ted the attainment of the great potential which 
has long been ascr ibed to B r a z i l . I t has set B r a z i l on a path which, i f 
i t can be adhered to long enough, holds p romise of r ap id economic and 
social progress , and the emergence of B r a z i l i n the not distant future as 
a modern nation enjoying free ins t i tu t ions and capable of self-sustained 
economic growth . 

I t is not to be imagined, however, that the revolu t ion provided the 
forces now i n power w i t h a definite and conclusive v i c t o r y . The forces 
which have mismanaged B r a z i l for so long are s t i l l numerous, powerful , 
and vocal i n the i r c r i t i c i s m of the present government. They and the i r 
pol ic ies w i l l be f ina l ly d iscredi ted only i f the pol ic ies of the present 
government y i e l d demonstrably more r ap id progress and increased 
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economic and social wel fa re . Thus, the revolu t ion is to be regarded 
as p rov id ing the forces represented by the Castello Branco govern­
ment w i t h an opportunity, ra ther than a f ina l v i c t o r y . 

Eleven months after the revolu t ion the accomplishments of the 
Castello Branco government are already impress ive to the objective 
observer . I t has made great progress toward putt ing into manageable 
f o r m the mass of s h o r t - t e r m external debt which a year ago threatened 
B r a z i l w i t h bankruptcy. I t appears to have set the stage for a v e r y 
considerable inf lux of foreign pr iva te capi tal over the coming months. 
Most impor tan t of a l l , i t has slowed to a t r i c k l e the supply of fuel to 
the engine of inf la t ion provided by the budget defici t , although the 
engine continues to move f o r w a r d l a rge ly under the impetus of i t s own 
momentum. 

Despite these accomplishments (or perhaps because of them) 
the government is not popular . The government 's s tabi l iza t ion p r o g r a m 
has induced a ve ry substantial recession i n business. Impor tan t business 
fa i lures have occur red and more are i n prospect . Consumers are not 
happy at being forced to pay more for such things as bread, pe t ro leum 
products, e lec t r ic power, rented l i v i n g quar ters , and public t ranspor ta ­
t ion and communications serv ices . Labor resents the government 's 
efforts to hold down wage increases whi le pr ices continue to r i s e . 
While few businessmen would wish to r e t u r n to the conditions of the 
Goular t per iod , most of them are opposed to the t ight c red i t pol ic ies 
and the heavier tax burdens imposed by the present government. The 
u l t ra -na t iona l i s t s have been offended by the government 's efforts to 
a t t rac t fore ign pr iva te cap i ta l . Thus, whi le the government has demanded 
sacr if ices and i n other ways roused the opposition of many segments of 
society, i t has not been able as yet to del iver v e r y much in the way of 
tangible benefits. 

Although not popular, the government, and especially President 
Castello Branco himself , commands a considerable degree of respect. 
I t continues to enjoy the broad support of the m i l i t a r y establishment, 
and there is l i t t l e prospect that i t w i l l be removed by unconsti tut ional 
means or forced to modify marked ly i t s p r o g r a m for the s tabi l iza t ion, 
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development, and r e f o r m of the economy. The next great test of 
whether B r a z i l can continue along the route which i t s present leaders 
have charted for i t is therefore l i k e l y to take place i n the nat ional 
elections scheduled for November 1966. 

While the Castello Branco regime has moved v igorous ly to 
reshape the economic l i f e of the country, i t is only now beginning to 
address i t s e l f to the problems of p o l i t i c a l r e fo rma t ion . There seems 
to have been a tendency to react to p o l i t i c a l developments ra ther than 
to seize the in i t i a t ive to shape p o l i t i c a l phenomena to the revolut ionary 
m o l d . Thus, the shape which the coming p o l i t i c a l contest w i l l take 
remains far f r o m c lear . Who . w i l l be the p r inc ipa l candidates for 
the presidency, whether Castello Branco w i l l h imse l f be a candidate, 
whether there w i l l be a f o r m a l r e s t ruc tu r i ng of p o l i t i c a l part ies and, 
i f so, i ts nature, are moot questions at present . I t appears ce r ta in 
that the government i n coming months w i l l give much higher p r i o r i t y 
than i n the past to p rov id ing answers to these questions which are 
sat isfactory to i t . Whatever shape the coming p o l i t i c a l s truggle takes, 
however, the l i k l i h o o d of a continuation of the present government 's 
pol icy l ine i n the years beyond 1966 w i l l depend in considerable measure 
on the success which the government is able to demonstrate for i t s 
economic and social pol ic ies this year and next. 

The most impor tan t sho r t - run objective of United States pol icy 
toward B r a z i l ought, therefore, to be to assis t the present government 
and i ts backers to the utmost to exploi t the opportunity provided by 
last year ' s revo lu t ion . In the r e a l m of economic pol icy this w i l l mean 
supporting i n generous measure the efforts of the Castel lo Branco 
government to s tabi l ize the economy and put B r a z i l on the road to p r o s ­
pe r i t y and rap id economic growth . I n contrast to the economic assistance 
provided the Goular t government, which could do no more than slow down 
the rate of economic and p o l i t i c a l de te r iora t ion , a id extended to the 
present government offers the poss ib i l i ty of ve ry great re turns i n the 
f o r m of r ap id economic progress , which w i t h i n a decade or less could 
put B r a z i l i n posi t ion l a rge ly to finance i t s own future development. 
The amount of economic assistance made available to B r a z i l over the 
next few years f r o m a l l free w o r l d sources therefore should be l i m i t e d 
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only by the country 's capacity to absorb i t usefully and eff icient ly 
for economic development. While i t w i l l be no s imple mat te r to 
proceed f r o m this c r i t e r i o n to the f ix ing of a id levels , the c r i t e r ­
ion w i l l provide a useful general guide to the establishment of a id 
pol icy w i t h respect to B r a z i l whi le the prospects for good re turns 
f r o m such assistance r ema in as favorable as they are at present. 
Measured against this c r i t e r i o n , no serious fault can be found w i t h 
United States a id pol icy since the revolu t ion . Viewed in retrospect , 
what seemed to many Braz i l i ans to be unnecessary and undesirable 
delay i n putt ing together las t year ' s a id package appears to have 
been whol ly jus t i f i ed by the improved planning made possible and 
s t imulated by this delay, whi le the magnitude of the package appears 
roughly to meet the above c r i t e r i o n . I t is of great importance, 
however, that the pace of implementa t ion not be hampered by unnec­
essary admin is t ra t ive obstacles. 

W i t h respect to pol icy to be fol lowed by the United States i n 
prov id ing technical assistance to B r a z i l , two considerations are 
fundamental. F i r s t , there are indicat ions that B r a z i l is at a c r i t i c a l 
phase i n i ts process of ins t i tu t iona l r e f o r m and modernizat ion, and 
that the next five to ten years could constitute a basic turn ing point 
i n i t s whole ins t i tu t iona l per formance . Secondly, for the present, 
at least, there exists a general d isposi t ion i n B r a z i l to look to the 
United States for technical assistance. Whi le some decrease i n the 
diffusion of our present technical assistance efforts may be desirable, 
we should a i m at p rov id ing technical assistance to b r i n g about the 
effective implementa t ion of those elements of B r a z i l i a n ins t i tu t iona l 
r e f o r m or modernizat ion which meet three tests: (a) they are of 
c r i t i c a l importance to the nation's economic and social progress; (b) 
a significant difference can be made i n the t ime pe r iod or i n the 
effectiveness of the resul ts through the p rov i s ion of outside technical 
assistance; and (c) the United States possesses relevant resources 
which can be mob i l i zed by A I D . 

The foregoing pol icy considerations provide the basic f r ame­
w o r k w i t h i n which the rev iew of the assistance programs for B r a z i l 
i n FY 1967 through FY 1970 requested by A I D TO C i r c u l a r X-942 is 
being conducted by the Embassy and related organizat ions. 
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Another economic pol icy area impor tan t i n affecting both our 
relat ions wi th B r a z i l and B r a z i l ' s future rate of economic progress 
is that of t rade. While the extreme posturings and demands of the 
Goular t pe r iod for trade concessions by the developed to the under­
developed countries are a thing of the past, there remains both 
w i t h i n the Castello Branco government and among educated Braz i l i ans 
generally a strong convict ion that posi t ive steps need to be taken to 
improve the conditions affecting the trade of less-developed countries 
i n general , and B r a z i l i n p a r t i c u l a r . The present government 's desire 
to substitute "trade for a id" as rap id ly as possible is evident f r o m i t s 
determined efforts to promote exports and was stated exp l i c i t l y i n 
Castel lo Branco 's le t te r of January 8, 1965 to President Johnson. 

Having taken a long step f o r w a r d several years ago by playing 
a leading role i n the crea t ion of the Internat ional Coffee Agreement , 
US pol icy over the past year, as seen f r o m B r a z i l , has fa l len some­
what short of fu l l support for the ins t i tu t ion which i t helped to create. 
Since a p r ice of 25 or 30 cents per pound would be sufficient to assure 
product ion of a l l the coffee the w o r l d can consume, i t is i m p l i c i t i n 
US of f ic ia l sat isfaction w i t h the present leve l of pr ices that Washington 
accepts as a leg i t imate purpose of the Agreement the t ransfer of a 
ce r ta in amount of resources f r o m the wealthy consuming countries to 
the poor coffee-producing countr ies . The long delays i n enacting 
leg is la t ion to enable the United States to f u l f i l l i t s obligations under 
the Agreement , and the negotiating positions sometimes adopted i n 
London have revealed a reluctance to accept the res t r i c t ions on our 
own freedom of action i n the coffee marke t which w i l l be inevitable i f 
this purpose is to be accomplished. A more posi t ive role by the United 
States w i l l be necessary i f the Agreement is to be developed into an 
effective ins t rument for accomplishing the purposes o r ig ina l l y intended 
for i t . 

United States pol icy w i t h respect to the other trade demands 
voiced by the less developed countries at the 1964 United Nations Conference 
on Trade and Development also requires better def ini t ion. Thus far the 
posture of the United States w i t h respect to these demands has not con­
vinced Braz i l i ans that the qual i f ied acceptance in p r inc ip l e by the United 
States of some of these demands constitutes more than l i p serv ice , A 
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more intensive effort by the United States to gain the in i t i a t i ve i n 
this area, and to escape f r o m i ts present equivocal and defensive 
posi t ion, would be highly des i rable . The poss ib i l i t i es of p rov id ing 
B r a z i l and other L a t i n A m e r i c a n countries w i t h improved trade 
opportunities w i t h i n the f ramework of a Western Hemisphere t rad ing 
system need more intensive examination than they have received to 
date. 

The recent decision to increase s ignif icant ly the leve l of 
m i l i t a r y assistance to B r a z i l by supplementing grant assistance w i t h 
c red i t assistance i s welcomed by the Embassy. While helping i n a 
sma l l way to reduce the burden of m i l i t a r y purchases on the B r a z i l i a n 
balance of payments, i t should also help to reduce the tendency of 
the B r a z i l i a n m i l i t a r y i n recent years to look increas ingly to other 
countries as potential a l ternat ive sources of supply. I t should resul t 
i n improved planning of m a t e r i e l purchases. The most impor tan t 
effects may be intangible psychological and p o l i t i c a l ones. The 
B r a z i l i a n m i l i t a r y establishment is n o r m a l l y an impor tan t construct ive 
and s tabi l iz ing force i n B r a z i l ' s p o l i t i c a l l i f e . However, as a rchi tec t 
and ins t rument of the 1964 revolu t ion and an impor tan t source of support 
for the present government, i t is l i k e l y to play an unusually impor tan t 
ro le i n influencing the c r u c i a l p o l i t i c a l decisions which w i l l be made 
over the next two years . 

In any circumstances the " s ty le" of US pol icy and actions w i t h 
respect to B r a z i l must take into account the pecu l ia r ly v i r u l e n t and 
sensitive B r a z i l i a n nat ional ism, which stems i n par t f r o m the Country 's 
size and re la t ive importance i n L a t i n A m e r i c a and in part , perhaps, 
f r o m i ts past fa i lu re to real ize more ful ly i t s potent ia l i t ies . I n present 
circumstances i t w i l l be desirable to be more than n o r m a l l y aware of 
these sens i t iv i t i es . The Castel lo Branco government has taken a 
number of construct ive steps of special in te res t to the United States--
the A m e r i c a n and Fore ign Power Company purchase, the r ev i s ion of 
the prof i t s remit tance law, the new i r o n ore export pol icy, and the 
signature of an investment guaranty agreement- -which have l a i d i t open 
to c r i t i c i s m f r o m the nat ional is ts . I t seems cer ta in that a p r i n c i p a l 
campaign theme of the opposition candidate or candidates i n the coming 
elections w i l l be that the government has been "entreguista", that i s , 
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that i t has been pl iant i n the hands of Uncle Sam, I n placing demand 
on B r a z i l i t w i l l therefore be necessary to weigh careful ly the advan 
tages to be gained by the United States against the advantages which 
we may provide to the opponents of the present reg ime in B r a z i l , 
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