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ToO: . Ral an ite House

K. R. Hansen

As we discussed this morning,

REMARKS: attached is the Rostow paper. T

do not necessarily concur in the final
paragraph, except as part of the scenario.
Clearly the key is to step in heavily on
the political side and keep our powder dry
on this matter of providing financisal
assistance.

FROM:

Attachment
CC Memo fm Rostow to Edwin Martin,

11/14/62
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SECRET November 14, 1962
TO: ARA ~ Mr., Edwin Martin
FROM: 8/FP - W, W. Rostow

SUBJECT: Comments on the Dreper Report

Herawith, as reguested, my comments on the Drapar
Report.

1. Underlying the Prsper Report is 2 possible
implication which should be squarely faced; nsmely, that
US policy should consciously eim at the removsl of Goulart
and the creation, if necessary, of a wmilitary dictatorship.
Although I am acutely aware of dsngerous trends in the
pattern of Coulart's policy and political btehevior, 1 be-
lieve it is too soon for us to conclude that he is either
determined to or capsble of cresting & Castro-type
dictatorship in Brazil or that he is cotherwise a lost soul
from our point of view. Morsover, I em not confidemt thst
the outcome of his overthrow would be orderly end effective,
if sutocratic, military rule, Nevertheless, the ambigyui-
ties and doubts sbout Goulart justify systematic contingency
plaoning on 2 numbar of possible situstions and altermativoes
wvhich might 2rise (or might be made to arise) in the next
gix months or so.

2. The Drepsr Report correctly identifieg the major
sconomic problems of Brazil:

&, & rats of population increasgse which is
dangerously outstrippliang the rate of bulld up of socizl
overhesd capital, notably in the fields of housing end

education, g o,,igh_
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b. The failure of Brazil Lo allocete sdeguate
resources and technicel sssistence to the development of
its agriculture, for both domestic end export purposes;
end & more genersgl failure to generate export esrnings,

¢. The failure of Brazilisn (and U.8,)
authorities to come to grips with sufficient energy and
on an appropriste scale with the grievious problem of
the northeast.

d., The failure of the Brezilisn suthorities
to develop an gdequate monetary policy: specifically,
“to make substsntisl progress towards g balanced budget by
eliminating the huge subsidies to the railroads, the mer-
chant marine, snd the other stste enterprises, and zo
making these services pay thelr own way; by cutting uu-
necessary and unproductive personnel snd other exvenses;
by incressing tax rates gnd by lmvroving tex collections,
The Covernment will heve to develop and firmly administer
a proper wage policy...Finally, more flexible and realistic
foreign exchange rate and other policies must be sdopted
both to encourasge axports and an inflow of capitel, and to
discourage ummecessary imports.”

3. The weskness of the DPraper Report comes to this:
it correctly fdentifies & ceries of major structursl dise-
tortions in che sattern of Brazil's investment outlays and
in its institational errsugements governing publie servicss,
finsnce, and foreign exchange policy; but its prescriptions
~= in conventional monetary stebilization terms -~ do not
promise tc correct these distortions. The Draper Report
holds thst what we fi{rst need is a phase of monetsry ortio=
doxy; snd then Brezil could procead with belanced growth
without infletion. This, in my view, is not a tecimiceslly
coryect view,

4, As 1 pointed ocut st the LAPC meeting, when Genersl
Dreper spoke, structural problems of the kind identified in
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the report cannot be golved by the kind of gulck stabili-
zation messures underteken in the postwar years in Japan
and Cormenyy. They coms clossr to representing the sort
of problems faced in the imeodiats postwsr years in lcely,
Framce and Creece - problems that yielded only efter a
protracted two-pronged effort: one nrong dirscted to an
expension 1in the level and sn inprovement in the pattarn
of investmant; the other prong addressed to a saries of
eoncrete massurss designed to improve tex collections;

the handling of public services (Iucluding, in the Freach
case, the governwent regulation of remte); and foraign
exchange policy. vWhen & monetary system 1z as structurally
distorted =g Brazil's or Italy’s (as of 1947) one requires
£ flve-year stabllization prosram, not a quick«fix,

$. what is required In Prezil, than, is the design

‘of & protracted program adiressed to both the monatary

sud development gldes of the ceonowic egustiom; a ona-
shot drastic monetary effort will avidently not suffice,
qulte apide from the fact Chet 1t would be politieally
unaccentable.

6. It does not follow fxom my criticism of the
Drapey Ravort, howsver, that we should not put sressura
on Coulsrt to undertake certain initial steps to Incressa
tox collection and Lo do other worthy things that the IMF
might recowmend in the nrer future, Eut what is essentisl
is that we snd the Brezilisns come Lo an understanding
that despite thelr high over-sll rate of growth, the dis-
tortions fin their pattern of growth sre eresting scenamic,
socisl and political svoblems of »xtreme denger £o thome
selvas and to the hemiasnhera. The vitality of the privaete
sntevrorise gector inm southern Brezil «~ 2 vere and pracious
exgat, which the Drager Rspoart doas not take iully inte
sccount - is no substituts Jfor san overe-sll policey which
comes to grips with the {ive mejor stiructural problems
thst tha Draper Report covrazotly fuentifies.
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7. 1t {s wy recowrsndetion, theraiore, that st
sowme politicelly eppropriste time the President write to
Goulart stating specifically the character of our concern
with the fate of the Brazilian aconomy; {dantifying the
major problems vhich we fa2l must be addrassed in the con-
tent of the Allimmce for Progress; committing oursalves
to work gystematically with Brazil towards thelr aolutiom
1f Coulert will coemit himself and his govermment to the
effort; and suggssting, parhaps, the desfign of 2 joint
U.%.-Bragilisn progrea on which our representative would
be jmbassador Gordon.




