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MEMORANDU. ; . :
M) : THE WHITE HOUSE
G ' WASHINGTON

CM Wednesday - November 22, 1967

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Brazilian Economic Performance and our 'Program Loan

& looked intorthe status of 6uF $IO‘U millistrprogranuloan-to-Brazily
for FY-1967 and believe “ftimportant-that y66 have the-whole picture.
¥ F0110w1ng the disbursement of the first $25 million in June, there
i3 has been a hold=up on.: thazxmwmmmn pendingrrensgotia-

t1o mg;wgemag;fuhﬂptargmvm" his nowipearingrconypletiongs

Poor performance on some of the original self~-help commitments
threatens the stabilization program which President Castello Branco
and his Planning Minister Roberto Campos carried out with such
success in 1964-66, FailufeBfthHerCostare:SilvarAdministration ¥ ik 3
take:corrective'measuresicould precipitate’an economic crisis-by.,; "
mid- 1968 .compazrable torwhatiPeri is now.andergoing. Since Brazil's
performance sets the tone for our Alliance for Progress elsewhere
~~—4in the hemisphere, the situation assumes added importance.

The Castello Branco Stabilization Program

Castello Branco's economic policies brought Brazil from the edge of
collapse to a sound footing:
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One trouble spot remained: price stability, Castello Branco had
reduced-the rate of incEease of thercostzof=living index from: 84%TER
in-1964 t6'41% in 1966. This rate of inflation was still too high,
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but steps were underway to bring it down to manageable proportions.

The 1967 program loan was designed to achieve stabilization which
last January was well in sight. Its key features included:

-- £urther.,un‘rperhvhbmﬂtm1ibn to make Brazilian industry more
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compehﬁve internationally.

--  jntermal coffee prices:which-wouldidiscouragesoversproduction

and enqpuz:agéﬂivemﬁc ation?

The program loan agreement was checked with then President-elect
Costa e Silva and his economic team, who indicated their support.

The Costa e Silva Administration Performance

The Castello Branco stabilization program, while successful, had
worked certain hardships on lower income groups and brought a mild
recession which hit business interests. Sensitive to both of these

sectors, and desiring to achieve political popularity, Costa e Silva

has made a special effort to help them. The stabilization program
he inherited and new price control measures he instituted have worked

to:

Judged on these factors alone, there is é.mple basis for proceeding
with disbursements. But Costa e Silva hz}s taken steps which give us
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serious concern over the longer-range impact of his economic

policy. By,lovvermg interest rates, reducing.or-postponing:taxeg,
‘mcreasmg the. coffee Ssupport prlcefand maintaining-levels of goverg-

ment expenchtures far in excess, of Aincome;: -the-government-has,

T i

Abrought about,expansmnary pressures. which-by-mid=1968 could
%lead. again-to-economic collapse, *‘Dﬁngegﬁ;gpmlmadrwm
evident, .1n_the.pro_]ected budgetdaﬂomm% Qﬁl.gqufpmcw
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The Program Loan Negotiations

After it became clear in July that the Costa e Silva was not meeting

~important self-help aspects of the program loan agreement, we
told the Brazilians that further disbursement would have to wait
until mutually agreed new targets could be worked out. Also
concerned over a resurgence of demand inflation, they accepted
this decision in a cooperative spirit.

Ampews-understandingreoyering:pexformengerduring
'Wmaa$£ogﬁptly@ymw centered on:

-l tlceep;ng,,};}zte.‘.h udget deficit withi
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But before the new agreement was Bubmltted to you for approval
and a new disbursement made, the. B taki ;
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We fully recognize that many of the problems we have had with the
Brazilians stem in the first place from the inexperience of the new
team as well as their desire to get away from the hard political
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image of the Castello Branco Government, A.t the . same-timey: our
over-riding concern-is-to. prevent.serious. reversal of the. move
itoward. sta,blhza.ta.ondn-wlmh. we- ha.ve mvested S0 muchmoney and =
effort durmg,the,pa.stwthnee yearé., Ad}ustznent of the. exchange—rate
__ id one of several measuresrwhichineedito be takens: In-the- -negotia-
tmns the- Costa. re.JS:.J’.x.ra.,C‘rcwrern:.’ne.n,t hasmecogmzed t',hat itris necest
sary. -The only remaining questipn-isgone;of timing:and:on this. Wen
; f&re flexible,
i S r———c.

Because of our over-riding interest in preserving the momentum

of stabilization we have kept pressing for a mutually acceptable
program of self-help. We-now-think-we-aresclose-to-success.” The?
2 B:amhan ‘Ministér of Finance-is.coming’ thasinngton anecembg 6
b 1 for further talkss In preparahon for these, WMIW?BI%
e Ga.ud &re*preparmgiwmemorandumm‘ efifiifigrthe: 2

: ing the alternativesrforsyoursde&iEion.
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The Congress has judged the success of our program lending in
Brazil on the basis of progress towardges erat’iﬁ’g‘?“&"n'ﬂa‘té@% At
éons equ.ences,ﬁto tha,whalem&llm '

B i

- WakTroson

R e e L3

i A el ikt s $ e

4

7

Vi T - e e T e T R R ST T

e e 4 kg oo
TS R S

Pt AL AR LRt T ey AW IR B R 41
HORARACI SRR S R A ey S R RS S S R



http://pasi-thr.ee

