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SUBJECT I FINANCE MINISTER ON THE DEFENSIVE 

1 . FOR THE FIRST T T M E IN HIS SUCCESSFUL FOUR-YEAR TENURE 
AS: MINISTER MW F I N A N C E ' DELFIM NETO FINDS HIMSELF ON THE 
DEFENSIVE REGARDING HjS P O L I C I E S . AT ISSUE IS THE RATE OF 
INFLATION, WHICH FOR THE FIRST NINE MONTHS IS RUNNING AT 
ABOUT THE SAME RATE AS JN 1 9 6 9 * IF, AS NOW SEEMS LIVELY* 
RIO COST OF LIVING INDEX FOR 1970 RISES B Y 23*25 P E R C E N T , 
THIS WILL BE FOURTH STRAIGHT YEAR THAT THERE' HAS BEEN NO 
REDUCTION IN INFLATION R A T E . SO F A R , THE PUBLIC ATTACKS 
ON DELFIM'S INFLATION PERFORMANCE HAVE BEEN MUTED AND OBLlOUEl 
N E V E R T H E L E S S , THERE HAS BEEN SUFFICIENT CRITICISM TO HAVE 
CAUSED: DELFIM TO SALLY FORTH IN THE PAST SWO WEEKS W i T H A 
NUMBER OF PUBLIC S T A T E M E N T S , INCLUDING ONE SIGNED NEWSPAPER 
A R T I C L E , DEFENDING THE' GOVERNMENT»S ANT!^INFLATION RECORD^ 
WHILE HIS E N E M I E S , BOTH WITHIN AND WITHOUT THE GOV' 
CAN B E COUNTED ON TO MAKE AS MUCH OF THE INFLATION 
AS POSSIBLE* TWE ODDS SEEM TO FAVOR DELFIM'S 
THIS F L U R R Y . 

i R N M £ N T * 

P R O B L E M 
W E A T H E R I N G 

THE CASE L A S T Y E A R * T H E : R E C O R D O N INF1 
F I R S T S E M E S T E R W A S GOOD.? W I T H ? H E V A R : 
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P A G E : 0 2 R I O D E 0 7 5 8 6 8 0 2 2 * 9 2 

I N D I C E S R I S I N G A T A B O U T 9 P E R C E N T F O R THE: SIX M O N T H S , A G A I N 

A S : I N 1 9 6 9 * THE I N F L A T I O N A C C L E R A T E D D U R I N G THE T H I R D Q U A R T E R 

A N D BY END S E P T E M B E R , S T O O D A T 16-J7 P E R C E N T , DEPEND I N G ON 
W H J C H I N D E X I S U S E D . D E L F I M , N K N HIS P U B L I C UTTERANCES* 
ATTRIBUTES THE P I C K - U P I N THE I N F L A T I O N RATE TO C O R R E C T I V E 

M E A S U R E S T A K E N B Y T H E G O V E R N M E N T T O FREE P R I C E S O F C E R T A I N 

C O M M O D I T I E S IN W H I C H I N F L A T I O N H E R E T O F O R E HAS BEEN S U P P R E S S E D # 

H E ' P O I N T S P A R T I C U L A R L Y T O BEEF A N D STEELo A F T E R THE G O V E R N ­

M E N T S U P P L Y A G E N C Y , S U N A B , GOT OUT O F THE BEEF BUSINESS 
E A R L Y T H I S Y E A R , B E E F PRICES ROSE SHARPLY 1 3 0 P E R C E N T ' T H R U 

A U G U S T ) . THE G O V E R N M E N T HAS ADJUSTED S T E E L P R I C E S U P W A R D BY 
28 P E R C E N T D U R I N G 1970 IN A N E F F O R T T O G I V E STEEL I N D U S T R Y 

SUFFICIENT I N T E R N A L F U N D S T O H E L P F I N A N C E : B A D L Y - N E E D E D : 

E X P A N S I O N O F C A P A C I T Y . THE BEEF S I T U A T I O N HAS B E C O M E 

P A R T I C U L A R L Y C R I T I C A L DURI N G THE: L A S T M O N T H W I T H S U P P L I E S 

TO THE R I O M A R K E T O F N U M B E R O F I T E M S B E I N G 5 0 P E R C E N T 

O F N O R M A L . M E A T HAS V E R Y H E A V Y W E I G H T I N THE C O S T O F L I V I N G 1 

I N D E X , S O THAT R I S E I N I N D E X I N O C T O B E R C O U L D BE D R A M A T I C » 

I N E F F O R T T O R E M E D Y THE S U P P L Y S I T U A T I O N , GOB H A S B E G U N 

IMPORTING M E A T F R O M ARGENTINA F O R T H E R I O M A R K E T , THE F I R S T 

S H I P M E N T O F W H I C H A R R I V E D B Y AIR T H I S W E E K c D E L F I M A S S E R T S T H A T 

THE R I S E I N P R I C E S W O U L D H A V E BEEN A B O U T fc P O I N T S L E S S S O 

FAR T H I S Y E A R HAD I T NOT BEEN FOR T H O S E TWO COMMODITIES 
A L O N E , AND P O I N T S T O V E R Y LOW B U D G E T D E F I C I T AND C O N T I N U I N G 

STRENGTH O F B R A Z I L ' S B A L A N C E O F P A Y M E N T S A S E V I D E N C E THAT 
G O V E R N M E N T HAS THE D E M A N D S I D E WELL U N D E R C O N T R O L » 

3 * D E L F I M ' S O P P O N E N T S O N THE INFLATION I S S U E P O I N T TO TWO 
M A I N FACTORS A S A L L E G E D W E A K N E S S E S I N THE G O V E R N M E N T S 

POLICIESi I I I THE W H O L E S Y S T E M O F D E V I C E S , S U C H A S ' M O N E T A R Y 

CORRECTION O F D E B T I N S T R U M E N T S , W A G E INCREASES T I E D T O P A S " 
INFLATION, 
AND THE F L E X I B L E EXCHANGE R A T E P O L I C Y ' A L L O F 

W H I C H , T H E Y S A Y , P R O V I D E A C O N S T A N T I N F L A T I O N A R Y F E E D - B A C K 

I N T O THE E C O N O M Y , AND ( 8 1 T H E E X P A N S I O N Q F B A N K : C R E D I T W H I C H 

C O N T I N U E S T O B E A T S D R E E « I N E X C E S S * OFs 3 0 P E R C E N T P E R YEAR * 
T H E S E ' C R I T I C S B E L I E V E T H A T INFLATION C O U L D 1 NOW B E ENDED I F 

THE: G O V E R N M E N T T O O K A F J R M D E C I S I O N T O R E M O V E THE "FEED--

B A C K " F A C T O R S A N D B A C K E D U P T H I S D E C I S I O N W I T H A T I G H T C R E D I T 

P O L I C Y * A L E A D I N G S P O K E S M A N F O R T H I S P O I N T O F V I E W I S J A Y M E 

••«*SRASSI D E S A , P R E S I D E N T O F T H E N A T I O N A L B A N K F O R E C O N O M I C 
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C A B I N E T . D E L F I M ' S R E J O I N D E R T O T H E M A G R A S S I L I N E I S T H A T 

S U C H " S H O C K T R E A T M E N T " W O U L D R E D U C E B R A Z I L ' S C U R R E N T H I G H 

G R O W T H O F O U T P U T . D E L F I M I S F R A N K T O S A Y T H A T H E WOU|_D 

R A T H E R S A C R I F I C E F O U R O R F I V E P O I N T S I N T H E I N F L A T I O N I N D E X 

I N O R D E R T O P R E S E R V E T W O P E R C E N T A G E P O I N T S O F G N P G R O W T H . 

4 . C O M M E N T 1 B O T H S I D E S I N T H I S C O N T R O V E R S Y A P P E A R T O H A V E 

S O M E M E R I T . I T S E E M S O B V I O U S T H A T M O N E T A R Y C O R R E C T I O N A N D 

W A G E P O L I C Y P R O V I D E S O M E B U I L T - I N I M P E T U S T O C O N T I N U I N G 

P R I C E ' I N C R E A S E S . A T T H E S A M E T I M E * D E L F I M I S C E R T A I N L Y 
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B E H I N D T H E S C E N E S 

16 1* T H E R E I S 

T H E R E N O R M A L L Y 

M I G H T B E 

F R O N T * 

B O O N S T R A 

T O B E G I N T O S H O W S O M E I M P R O V E M E N T O N T H E P R I C E 

N O T E t A S R E C E I V E D * 

C O N F I D E N T I A L 


