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ATp 1< FOLLOWING ASSESSMENT GOB ECONOMIC TEAM, THEIR EcONOMIC

: PROGRAMS, MEASURES PROBLEMS AND PROSPEcTS MAY BE USEFUL AS
E BACKGROUND FOR MEETINGS WITH FINANCE MINISTER DELFIM NETO,
AGR OUR EVALUATION CURRENT ECONOMIC SITUATION ADEQUATELY COVERED
COM IN RECENT COMMUNICATIONS.

F

}iﬁ 2. GUIDING FIGURE IN DEVELOPMENT GENERAL ECONOMIC PROGRAM 1S
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MDELFIM NETO, THIS DUE IN PART INSTITUTIONAL FRAMEWORK rINANCE

~ BLICY MACHINERY WHICH MAKES FINANCE MINISTER STRONG MAN IN
TEAM BUT ALSO DUE PERSONAL INITIATIVE AND INDICAT]ONS NETO
ONLY PERSON WHO HAS ARTICULATED GENERAL ECONOMIC ILOSOPHY.
ALL DIRECTORS CENTRAL BANK, INCLUDING PRESIDENT RUI LEME,
FOLLOW MIS LEAD. PLANNING MINISTER HELIO BELTRAO INTENDS
CONCENTRATE ON ADMINISTRATIVE REFORM AND IMPROYING EFFICIENCY
GOVERNMENT OPERATIONS, WHICH ALSO CONSISTENT NETO S VIEWS.
NETO AND BELTRAO HAVE NOT HAD ADEQUATE TIME, OWING [N PART
LATTER.S EXTENSIVE TRAVELS, COLLABORATE IN DEVYLOPINC
APPROACHES TO NUMBER PRESSING ISSUES, BUT THEIR INTERESTS
AND CAPABILITIES APPEAR COMPATIBLE. WHETHER THIS GROUP ABLE
TO CARRY OUT A SOUND AND RATIONAL PROGRAM WILL DEPEND ON
ABILITY COSTA E SILVA UNDERSTAND CONTENT AND NEED FOR MEASUKES
THEY WILL PROPOSE aND HIS WILLINGNESS ACCEPT CONSEAQUENCES OF
UNPOPULAR MEASURES, THERE ALREADY ARE MANY PRESSURES FOR
EXPANSIONARY MEASURES FROM MANY INTERESTS, PUBLIC AND PRIVATE,
E.GC., BANKS, COFFEE AND LABOR. UNKNOWN FACTOs IS ROLE OF
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_EE?éLHAES PINTO AND MACEDO SOARES IN SHAPING DOMESTIC ECONOMIC
IES,
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3. THERE IS GROWING EVIDENCE NEW GOB TEAM HAS SUBSTANTIALLY
DIFFERENT APPROACH, EMPHASIS, AND STYLE IN AQHIEVING ECONOMIC
DEVELOPMENT AND STABILIZATION OBJECTIVES. BOTH NETO AND
BELTRAO BELIEVE THAT THE INEFFICIENT GOyERNMENT SECTOR HAS
BEEN MAJOR OBSTACLE TO ACHIEYEMENT THESE OBJECTIVES; SOLUTION
IS TO REDUCE ROLE OF GOVERNMENT IN ECONOMY AND STIMULATE
GROWTH IN MORE EFFICIENT PRIVATE SECTOR. GOB HAS MADE CLEAR (T
WILL GIVE SPECIAL EMPHASIS TO DEVELOPMENT AGRICULTURE TO
REDUCE IMBALANCE BETWEEN INDUSTRY AND AGRICULTURE. NEW TEAM
BELIEVES THAT UNDER PROTECTIVE TARIFF UNBRELLA INDUSTRIAL
PLANT GREW FASTER THAN CAPACITY ECONOMY TO ABSORB PRODUCTION.
MEANWHILE AGRICULTURAL AND COMMERICAL SECTORS HAVE REMAINED
STAGNANT,

4, INITIAL MEASURES TAKEN BY COSTA E SILVA GOyERNMENT IN
FINANCIAL AREA ARE IN GENERAL CONSISTENT WITH THIS BROAD
ECONOMIC PHILOSOPHY; THEY WERE INTENDED TO HAVE, AND HAVE
HAD A FAVORABLE PSYCHOLOGICAL EFFECT ON ENTIRE ECONOMY.
MOREOVER, TOTAL ECONOMIC COST OF MEASURES TAKEN TO DATE HAS
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NOT BEEN HIGM3; AND NETO HAS STATED HE WILL MAKE COMENSATING
CUTS IN EXPENDITURES. HOWEVER, WE MAVE NO INDICATION THAT

HE NAS DEVELOPED ADQUATE PLANS TO DEAL WITH OVERALL FISpAL
PROBLEM ARISING IN PART FROM REVENUE LOSSES FROM DECREE L AW
157 (FISCAL INCENTIVES TO INVESTMENTS IN STOCK MARKET) AND
OTMER FISCAL MEASURES. REVENUE LOSSES FROM ALL THESE MEASURES
ESTIMATED AT SEVERAL HUNDRED MILLION NEW CRUZEIROSZFOR 1967.

5. FROM FEW COMMENTS BY NETO AND CONVERSATIONS FROM ~LOSE
ASSOCIATES WE BELIEVE NETO HAS A VALID PHILOSOmHY ®F MONETARY
MANAGEMENT WHMICH IS ALSO CONSISTENT WITM ADMINISTRATION
OBJECTIVE OF STRENGTHENING PRIVATE SECTOR. HE HAS SPOKEN TO

US ABOUT "REDUCING EMISSIONS (WHICH WE TAKE TO MEAN" PRIMARY
MONEY) AND INCREASING MULTIPLIER™., WE UNDERSTAND THIS TO

MEAN THAT HE WOULD LIKE TO CONTAIN DOMESTIC cREDIT OF MONETaRY
AUTHORITIES WHILE INCREASING FLOW OF pUNDS TO PRIVATE S=CTOR
THROUGH COMMERICA!L RANKS THROIIGH REDUCTION IN COMPIISORY
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RESERVE RATION. HE ADMITS THAT RATION CANNOT AND NEED NOT BE
REDUCED NOW BECAUSE OF UNEXPECTEDLY HIGH BANX LIQUIDITY,

BUT MESSAGE IS CLEAR THAT HE WOULD LIKE TO DO SO WHEN SITUATION
PERMITS. HIS APPROACH WOULD SET MONEY SUPPLY AS MONETARY

FOLICY TARGET INSTEAD OF NET DOMESTIC CREDIT AND RESERVE RATIO,
AS UNDER CURRENT FUND STANDBY AND CIAP ;ETTER COMMITMENTS.
USING MONEY SUPPLY AS GUIDE MONETARY POLICY AND pEDUQING
RESERVE RATIO SO AS TO CHANNEL MORE FUNDS THROUGH COMMERCIAL
BANKS ARE ACCEPTABLE MEASURES ONLY IF NET DOMESTIC CREDIT
MONETARY AUTHORITIES CAN BE CONTAINED WELL BELOW CURRENTLY
PROJECTED LEVEL., AS IN FISCAL AREA THERE APPEAnS BE TENDENCY
TO IMPLEMENT THAT PORTION OF APPROACH WHIAH IS POLITIEALLY
POPULAR, A/{Z. MAINTENANCE OF UNCHANGED RESERVE RATION®WHEN

BANK LIQUIDITY ROSE TO EXCESSIVE LEVEL. THUS FAR NO FRM

EFFORT IS APPARENT TO BRING ABOUT NECESSARY CONTAINMERT OF
PRIMARY CREDIT THROUGH FISCAL POLICY, COFFEE, pOLICY,SBANX

OF BRAZIL LENDING POLICY, ETC. e

Ml

6. IN PURSUANCE OBJECTIVE OF INCREASING AGRICULTURAL RODUCTION,
NETO INTENDS USE MINIMUM PRICE PROGRA TO MAXIMUM EXTENT
POSSIBLE AND TO ALLOCATE ADDITIONAL cREDIT TO AGrICU)TURAL

SECTORS THROUGH COMMERCIAL BANKS. TO EXTENT OMME CIAL BANKS
CAN SATISFY AGRICULTURAL CREDIT NEEDS IN LIEU BANK OF BRAZ L
LENDING, THERE COULD BE LESS EXPANSION NET DOMESTI CREDIT
THAN PREVIOUSLY PROJECTED. BUT AS YET THERE IS NO EVIDENCE
OF PROGRAM TO INCREASE COMMERCIAL BANK PARTICIPATION IN
AGRICULTURAL CREDIT PROGRAMS AND MINIMUM PRICE PROGRAM,

7« IN SUM, WHILE NETO SEEMS TO MAVE A COMERENT ECONOMI
PHILOSOPHY, HE HAS THUS FAR IMPLEMENTED SERIES OF MEASURES

OF MORE POPULAR VARIETY WHICH ARE CONSISTENT WITH THAT
PHILOSOPHY, BUT HAS FAILED TO TAKE THE LESS POPULAR COMP:EMENTARY
MEASURES WHICH ARE NECESSARY TO FORGE A FIRM AND CONSISTENT
ECONOMIC PROCRAM, WE ARE AWARE OF PRESSURES ~ROM MANY SIDES

TO CONTINUE POPULAR MEASURES AND REFRAIN FROM HA-DER DECISIONS,
THME MAJOR QUESTION TO BE ANSWERED OyER THE NEvT FEY MONTHS

IS WHETHER THE GOVERNMENT WILL MAVE THE WISDOM AND INTEGRITY
TO RESIST THESE PRESSURES. ADDING TO THEIR PROBLEM WILL BE THE
NECESSITY OF INCREASED PUBLIC SECTOR EXPENDITURES IN EDU ATION
AND HEALTH, IN ADDITON TO AGRICULTURE, IF PROGRESS IS TO BE
MADE TOWARD ACHIEVING STATED DEyELOPMENT OBJECTIVES OF O0STA

E. SILVA GOVERNMENT, TO MAKE THESE EXPENDITURES WILL REQUHIRE
SIGNIFICANT REFORMULATION PUBLIC SECTOR ExPENDITURE PROGRAM.
THERE HAS BEEN LITTLE INDICATION THAT NETO AND HIS TEAM

HAVE FACED UP TO THIS PROBLEM.
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