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rff 2. US approach to debt problem is based on general important ‘—1
and financial

- foreign policy/considerations. Primarily because of poor economic
policies of recent years, Brazil faces é burden of debt which is
_greater than it can possibly service. There'is serious question

whether payments due official creditors (let alone many private
creditors who already in arrears category) can be met in March and
_Aprila At same time, ﬁounting pressures for a defiant, unilateral
statement of debt moratSrium have come from the extreme left of |
Brazilian politicse If\this group were able to precipitate such a
moratorium, this would probably be accompanied by Ex successes in

other of "their extremiét, ultra-nationalist aims, Accprdingly, Us

hag concl?ded it is in our interest to provide Goulart Adﬁinistration.
with a limited amount of foreign debt relief (covering remaining two
years in office) to avoid a declaration of unilateral moratorium and g
to maintain relations with Free world on an orderly basis.

3 US assumes other/%%%%rfnsegn%irs/w(;rici Jaeg;aer;) that an orderly use ;-‘."_

of future Brazilian exchange earnings to meet part of its maturing

debt can best be achieved through a negotiated rescheduling of a
multiihﬁeral character, Brazilians have taken position that official

approach should be made to OECD and probably have hoped that '5;

LH_ negotiating forum could continue to be OECD itself rather than some ;_I

other

Boornor s GONFIDENTIAL
i “ . Classification:

Bl

3 i ~ o . ¥ . + ;
ok o \"ﬂ' T i<y s ‘niH "h.—‘«'\‘;'._..w-‘.n' S e wimae L et T g e N o ol e - ) BT R ¢ el i b e e T A s L el
¥ PO L e s 3T Jizrins i : i T : g
P CAETY 7 j g E ; 1 5 = ‘ J 4 "
k LR (e R B Tas iy R B 4
f?‘.. e § i W J E - a4y D ot S ) { 4 A i
L= “ itk Aers - 2 9

Toung Il e e =, e T B e S, i
3 {5 s Ay

CAMRRN P e it i Tt e o e i A s s




L T e T SR N S . N S P N ——
LS

: STOCKHOLM BERN, OTTAWA - by Pouch)
‘: Pnge_3_,of telegram to_. ._._u_.__

‘CONFIDENTTAL
Classification

-

and earlier meetings, US has no preference for any particular multi- -

r_. other group., Re concern expressed by several Europeans in Feb 18

lateral forum and would be ready to proceed to negotiations in Paris
Club (or similar group) enlarged to include US and Japan, Because
_ inteﬁational financial agencies are also important creditors, would
appear reasonable for 3aris Club~type group to make provision for
“some form of participation by IMF,=suk¥eé®bix LBRD and Fossdibxiy IDB.
4, As general priﬁbiple, burden of satisfying part or all of
eff Brazilian request should be spread equitably among all creditors--
. international agencies, goﬁerﬁments and various types of private

; credltors: (Would not wish any IDB settlement to be on more favorable
terms to Brazil than IBRD.)

5o Under present Brazilian leadership there is 11tt1e ¢hance
,'Of obtaiping meaningful commitments (as part of debt negotiations)
to iﬁprove internal economic polipies during next two years. For this
' “reason, US agrees with German view that Paris Club-type group should
‘1_ndt be considered as group being formed to consider stabiliaation
' assistance or as development consortium for Brazil. For similar
reasons, US agrees with German position of opposition to any Brazilian

g ¥
' proposals to reschedule commercial credit payments on any terms which

4
]

WOuld look like a 20=year development 1oana
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[-f 6. While US extremely dubious of chances of obtaining -_1
significant internal financial reforms, do believe that--at an
appropriate stage in negotiations--it would be reasonable for official

in cooperation with participating creditors,
creditors to seek certain external financial policy commitments/aimed
at limiting further deterioration in Brazil's long run foreign
exchange and debt position.

7. Interest payments should not be subject to rescheduling,

8., General settlement should include an adjustment feature under
which an agreed portion of any increase in exchange receipts related

- to rise in coffee price woﬁldube allocated to an acceleration in

 negotiatéd rate of debt liquidation,.

9. Goulart's letter to OECD will request debt relief of
'$350-400 million during two years 1964-65. Expect IMF report will
provide indication regarding Bra;il's foreign exchange prospects.
-Peqding receipt of Brazilian proposals and IMF report, US considers

it premature to attempt to be specific re such issues as percentages

-1 of debt to be rescheduled or repayment terms 6n rescheduled amounts.

10;_ Re timing next steps, highly desirable that Kristensen be
authoszed maké prompt encouraging feply tq‘Goulart letter. IMF

-Consultatibn§7Mission now in Brazil with objective completing report
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| rff_to be issued to IMF Board by March 15-20, US agrees with European '_1
vaiew that negotiations cannot be concluded until report is received
 Iand analyzed by interested governments. HOWgyer, becéuse of Braéilian
.domestic politicalzﬁactors discussed para 2, US hopes Raxkigx@imhxRyps
grou@ could begin meetings early and prior to IMF report. As one
possibility, initial meeting could include presentation by Brazilian

- officials of their problem and proposals, and meeting could establish
) arrangemeﬁts for future negotiating session to take place after
'.analysis IMF Report,

11, FYIL From US standpoint, one of most difficult negotiating
issues will be treatment of US private creditors., Contrary arrange=
‘ments made in previous Bfazilian debt negotiations, USG does not
_intend "bail-out" private creditors. . Because of complexities of
problem, action addressees should refrain from any elaboration point
implicit in para 4., However, all addressees shpuld be aware that
agreed .US position paper contains following: US should suggest to

'  Brazilian Govt that it take initiative in approaching private creditors
about same time as official approach 'is made to governments and inter=
national agencies, and that negotiations with private creditors should

-'préceed about same time ags negotiations with official agencies. As

L4

[a;-occasion requires, USG would explain to US private creditors that iq_J v

I is
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. also explain our evaluation of alternatives facing all creditors and '

'rfi is unable to provide financial assistance for their relief, but wou

~discreetly encourage US private creditors to seek satlsfactorv agree=
.ment with Braziliaﬁs. While US would be prepared to facilitate
;PegOtiations betweeg Brazil and private US creditors, US would not
expect be directly involved those negotiatioos nor would it expect
private creditors to be involved in governmental negotlatlons. In
our various discussions and negotiations with Brazilians and 5;22;22;
governments, we would take position that Brazilians should offer to
-reach agreement with privare oreditors on terms which were no less
favorable than those which might be agreed with governments.

12, Embassy'Rio has just informed Department that Goulart delivered
speech February 19 announcing exchange reform and stating he could
"affirm to the nation that the expressions of agreement and support
already received from countries which are our major creditors enable
me to announce that in the next days the bases for the rescheduling

of the external debt of Brazil will be definitively arranged in the

terms proposed by my government'',

f
¢

l
4

This public Brazilian statement prior receipt reply letter from

l__ OECD unfortunate development, which we hope will not adversely affecc—]

attltudes
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attitudes other creditors.

In response reply to iaquiry from local press regarding US
attitude, Ambassador.Gordon made- following statement: ''United
States as one of inﬁereste& creditor countries is participating in
discussions mentioned by President Goulart, which are taking place
in Europe. In lipne with geXX policy eanunciated in letter which
President Johnson sent to Presildent Goulart last December, United
States Government is favorab.ie to Brazilian initiative of holding
multilateral negotiations with creditors on questions of foreign
indebtedness and is prepared to participate in such negotiations.

END FYI
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