e e/

s

Jue 18, 1962
CONFIDENTIAL

latin America
dum to: Mr. Teodoro Moscuso, Deputy Adni.nigf.rator for
—— ] Agency for International Development

From: Roberto de Jesus Toro

Subject: Report on Brazil

The Backgrouwsd

Brazil is in seriows trowble. It is politically, economically :ad
sociologically sick. The cause of ite disease is political. 'nie ‘f°‘;""’
is in a disturbingly confused state, Its leadership is indecisive;
goveraing system uncertain and. ineffective. Brazil is driftiag lﬂ.llell]:m
deeper and deeper into a possible chaos under a mskeshift political regime,
vaich lacks adequate popular support. More than eight months have passed
simse the dramatic abdication of President Janio Quadros andnthe country 2
is still in a quandry, with the economy worsening. The new parlismentary
system just isn't working. Iews go unpassed because there are rarely
enough members of Parlisment on hand in Brasilia to form & quorum. There
is, in reality a political vacwum. 2

This political vacuwm mmst soon be filled by comstructive democratic
forces or there will be a revolutionary explosion on the extreme right or
left,

Brazil has little experience with democracy. Simce 1889, most of
its govermmemts have beem dictatorial. The few periods of “demooratis”
government, such as Dutra's and Kubitscheck's have not beem inapiring.
There is 1o history of party responsibility., More than minme parties (all
:;thp:t zut within) rival one another. Voters elset persomslities amd

s 8.

But these leaders are frequent: venal rrupt
This situstion is generally tmm . o e

result 1s growing dhilnuimt,

voters; there is a groving feeling
The politisal economic ory

2 ganizational

;;::;1:: h;n G:::.ﬂo 1':: structure of labor and employer syndicstes was

e 888, closely-patterned after the

sssistanee in exchange

gimented gove:
e Tmental control
gsme between workers m‘man- C;I:sn
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economi tem seems to be breaking dows.
But the whole corporate ¢ sYys T
Iz the first place, the 1abor syndicates are not fumctioning we.

vho behave, The small
tical sinecures, for those labor leaders -
::: gﬁiv: group of rr‘- democratic labor leaders is at an obvious dis
sdvantage in their fight for the workers' allegiance.

Caught in the dizziest imflationary spiral im Brazil's inflatiom
-ridden :f:oq, the present regime has dome 1ittle to stop the wage-price
spiral. In fact, President Joao (Jongo) Goulart, a prime co-architect of
ihe inflatiom of the Fifties as a wage-boost propoment-and public spender
par exsellamce, seems %o be totally wmconcerned. Inflation at present is
procesding st the rate of approximately ho% - 50% per sammm. A startlisg
L% tudget defieit is tke primeipal csmse. It results from the emormous
losses of the govermment publie corporatioms (swtorquios), such as oil
produgtion and refining, railresds, shipping amd others. This situstion
is likely to get worse with the operating deficits $o be expected from
the foreign -held publis wtilities soom to be matiomalized umder the
Kemmedy-Goulart understandiag.

5 What is even more surprisimg, there doesn't seem to be & vibrant,
strong opposition to this vicious imflatiom. Most people will agree that

i‘;mgoutoofarhtembnkmu-tobem-iwdto'um' infig-
OR.

- of w::u,‘tlu galloping ?‘1::1““ it impossible to plam
1y soe program
hvndln-u-m-.mmmmm 'ml. o8
S DI e g
ere is mo imcentive to tal ca 3
il‘u masses of citizens. The working l-:::-fdn':;antl:a th o
sue, but they certainly feel its effects; amd it is painful, BT

Commmist agitation, iafilt:
:‘:egtrn of the picture, ““o.m we talked to confirm
T n:;‘mnl Communist Party apparatus has effectively hfmt
i e r:; of effective power. They lesd the Principal =
-uuzrm'm 5 maxy studenmt groups, have officers iam g -
ol ave & fev men in the Army, especially at th:':::lm“

This is rougnly

right or leftigt Cm.the sl -

ni-lll:ululmfornoxtr-
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i1 for years to come. Ir
would be the end of freedom in Braz Npo
it cu:uit is unlikely that there will be a mass popular opposi
Most pec;h are fed up vwith the present political scemery.

This is no prediction emn our part that a coup will tuk:iglz;"u
ve shall note later on in this report, some powerful democra redios
are beginning to exert themselves. But we heard from many we. i; . mdu
cources that this is indeed a possibility. Democratic forces raz
deem it urgent to find means to prevent an nnconstitufiml solution
pefore October. As Governor Carlos Lacerda told us, "The important Ehins
is to get to the October elections. They will clear the atmosphere.

Exactly hov the October elections will settle the present lack of
a purposeful and decisive government is not emtirely clear to us. Espe-
cis1ly so since Goulart wowld comtimue in the Presidemcy. Most Braziliams
are of the opiniom, however, that the political sbmormality created by
Qusdre's resigmation will be remedied.

Brazil's Tmportance to the United States

Brazil is of paramount importance to the United States. With half
the territory of letin America, a population variedly estimated at between
70 %o 75 milliom, huge natural resources, a variety of climates -it is
potentially a world power to be reckoned with.

Bmericn W 55 el b Sowt Shere s Soreuiy Mo Sn Tatts
LR i et e Rl B e
RN A R S
:\1:: :m necessary to u)’aisvue;&:“:;;:::;v: e

The Present Economine Picture
=——resent Ecomomis Picture
Brazil's economy is
Froblen, vhatever the respant. inf1s un.c'ﬁm’m'"m“ ihe serious coffee
e
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onal Product pres of overall

s e t an :v:hr::: r&mﬁ‘uﬁ 5.2 during
produe e &

?“ﬁ A-eric-:o 1960:?.:.1::;. terms. Between 1955 and ;259, ‘:I::iz:tﬂl

‘hn’;:rt:m&jﬂ». nmitcnto“.mnli:. ol

::::c‘:.u difficulties, to near 6f. Theirate of expans °f mliticnl

slnveddmsmvhntowrthe last 9 months in the wake of Po

events. Nevertheless, it is sti11 notable.

Industrial production has more than doubled between 1955 snd 1960,
shen the index (19555100) averaged 21k,

ther facts and figures could be cited to show a generally
rosy e:z-:c picture, It would seem that, if Brazil could only maimtain
i4s presemt rate of growth for another decade, most of its pressing eco-
zomic problems would be solved. This seems +o be precisely the issue.
Brazil is a wild galloping horse that must be kept om the track.

What is wromg then with the present ecomomic situation? If is not
sur parpose to amalyze this questiom in detail here, but we would like to
&t least emumerate some of the key problems:

1. Political instability raises the question of whether the presemt

expansionary course can be maintaimed. This imstability, im twrm, affects
the imvestment climate.

2. Inflation has become a way of life in Brazil. The cost of living
index (1953:100) has risen seven-fold during the past 8 years. Present
estimates put it anywheres from 40 to 50 percent a year.

3. Increases in agricultural production have not kept
pace with
industrial production. Although no reliable figures exis
informed Brazilians confirm this. ¥ e e

4. Economic growth has taken
place almost exclusi:
mdiscuth-Center regions. The Northeast's econamy is u:z : mﬁ
85 1t vas 50 years ago. This is an explosive social situation, i
It seems evident that thes lems
Brazil is to continue its praaen: ::eo::.:eme e

expansion,
The Commnist Memace

The Communists are an rtant part
'::W&h nobody seems to have .i:p: t el
ey ield somshermuen TLLL S67ee that *real cainin %
rable infa: - are few.
Psitions of political ang e::::i:’pc'e“e:r boidoso iafiltration Ot‘k:’

¢
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fields:
This is a quick rundown of their relative strength in various

their
Student | unions are largely controlled by CMi;tsle:mnte
. This is true throughout Brazil. The high sc oominority ot
swpatmﬁ“.mfm“ced, but to a lesser extent. Actually, & Pl
the li.k;e :: are Commmists, but thru their activism, propaga.uda‘,: E tm;.ent
:::: ;:“mcngm, thru the indifference of the majority, they control &
elections.

2. The principal labor syndicates are likewise controlled by Com-
mmists and by their friends. As in the case of the students, a xama.'lJ.LE
organized minority comtrols the important elections. This process 5
helped by the considerable assistance received from important govermme:
lesders in the form of political jobs and influence.

3. The ministries, the important public corporations (autorq;uios),
even the President's Office, are effectively infiltrated by some Communists.

L4, The Armed Forces officer class is relatively free from infiltra-
tion. But we heard that some infiltration does exist amongst Army officers,
and especially in the sergeant class.

5. The most incredible example we heard of Commmist influence is
the financial help granted by well-known Brazilian milliomaires to Com-
mmnist: campaigns. Two specific names are the Mattarazo femily in Sao
Paulo and Moraes in Pernambuco. But there are others. Apparently the
Teason is black-mail. These financial interests are in effect paying the
Commmists for protection against labor strife.

In all these groups, and others, the Communists are s
pending huge
sums of money. Relisble reports estimate th xpenditure: PPro:
mately $10 million a month. i G el o

The present Commun:
of power and to disrupt
this field follows seve:

iet strategy seems to be to infiltrate ki

itions
the economic system. The Commun: P
ral effective means: g i

s e Fostering inflationary measures,

2. Fostering nationalisti
e -
government, policies (e.g, e

rei
foreign remittance Ly (espectarly anti-u.s.)

ce bill),
3. Nationalization of

224 refining, many private ente:

shipping, railroad Prises (o1l production
vhich, wh 4 » eleetricity prog
el ‘en operated by the Federal Governme tl: 5 ““ti:‘: telephones, ete.)

large operating
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% et in
Brazil is & shining example ‘:ih t::t c:::in P:::{-l eg. acy .
T adhe: mrtllc
ewulduﬂL: '1:5“1@“{1!1:::?1;‘ :h‘:’::.r;e non-Commmist majority got together to
block its influence.

Suggestions on AID Policy

x inis~
ool g g p:{iq v;‘::::g:: zeoz:lh‘r;r:c:zd
eems to be one of cooperation.
3::::::." now open to us. It is fraught with dangers but it seems to
be the lesser evil.

While maintaining this policy for the time being, it is importamt
+that we recognize the need to emcourage a constructive democratic solutiom
to the presemt political vacwmm. This will not be easy, but we would like
to submit for your comsideration some specific suggestions:

1. It should be an unwritten policy to separate our friemds from
our foes.

We should set a policy of active and prompt cooperation for comns-
tructive friendly leaders, accord the red-tape t for the d ie
neutral leaders, and the "icy-cold" treatment for our ememies. In practice,
this would mean that financial requests from groups, such as, COP E G
(Companhia Progresso do Estado da Guansbara). should get almost instanta-
neous approval, with the barest minimum of analysis. The same policy
would hold for men such as Governor Juraci Magalhaes of Behia, Governor

Cid Sompaio of Pernambuco and others. Most of these leaders are impatient
vith vhat former Finance Mimister Clemente Mariani called "...
red-tape in the U. S, Embassy”. e

Projects submitted ", "
Pleaty of red-tape, by such"neutrals” as Janio Quadros should get

The "icy-cold” tre t
Leonel Brizdle and atment would be

reserved for men
Mayor Miguel Arrais of Recife. such as, Governor

The friends of democracy and of
the U. 8.
tress vith vhat they alleged to be U. S. practic mfnmd considerable dis-
foes together., e of bunching friends and
We are in no Position to s
it vould Ye a grievous '“R-uKZ::..“;i';":; is true or not. If go,
Perhaps, :

the political ofey,
in thes cers of the U, §,
could .:raec:tesorie- the principal 100 Brazilism Embassy could class

5 ity
to the A.I.D.Progrem. leaders and the 1ist

CONFIDENTTAL
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5. Tt seems to us that the role of the c.mnitg::ni: riy‘:r
. t recol
e~ Soeietyll;nc:::c:e::egga ;r:::fm;:ence znut Brazilians
. The Catholic iy
g;‘:;l social levels, andespecially so emongst the rural wo: :lpo .
There are many indications that it z; -:dm?a?tii‘;?unme St mof
ial change and in the an omun. . inal
;ﬁe!’::l:ocror instance, is & most controversial figure for hishad;u:::‘{
of uochl,nnd economic reform. So are some of the bishops of the to
east. These are not isolated cases. We were told in the Northeast,
that Francisco Juliao (who mever had anywheres as much influence as
has been reported in the U.S.) has lost considerable ground recently
because of the aggresive tactics in the rural areas of Padre Melho and
other priests.

0f special interest is the work conducted by Don Eugenio de
Araujo Soles (Bishop of Na%al) thru his Servicio de Asistemcia Rural.
Everyome we talked to in Rio Grande do Norte (imcluding Govermor Aluisio
Alves) confirmed the efficacy of Don Eugenio's program. There is mnot a
single Liga Camponesa in the State of Rio Gramde do Norte (Don Eugenmio's
priests, however, have organized many rural labor syndicates.)

Don Eugenio's work follows gemerally the pattern of Monsefior Salcedo's
Sutatenza Program in Colombia. It has over 25,000 regular students in its
Escuelas Radiofénicas”. Don Bugenio has just been appointed to head the
Secretariado del Nordeste, which will cover the whole Northeast. Eventually
this program will be extended to all of Brazil.

5 Despite the touchy problems im the U. S.
ships, ways must be found to assist the educational reformist -
Commnist efforts of this decisive force in Bmui;n SOchty.' \.i:t}cmd
mich criticism amongst Brazilians of all s

hades of opinion and rel
beliefs because the U. S. will not rec e e
Church is a reality of Brazilian muﬁ%m frdtioio 47 1 s,

of Church-State relatiom-

We suggest that
z:r:::m;n on profits repatriated to the U. §, t:‘:m babwiorye s
€ abroad which sell a certain Percentag o gyl
to nationals, e of their equity capital

; . going to attaim th: irable goal

o w.rur;tgglz_nrazil, there are o‘llvlo:: :::-m?u ul.. .

o the Daited BroN + But there is a clear Political ld':l‘;..
P abroad take nationals
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By the way, everyone we talked to seemed to ‘g::eczlﬁd tl;:tl.(em
Goulart asremnt,on foreign utilities. To enlighte: s ‘: o g
inefficient government operation with higher cos s15 Prinsi % i
E;::tcally they accept that it is the only answer. It it e
l:» note here that a group of Brazilian businessmen, hendedmbyﬂle vl
Huber, has submitted to Coulart a specific offer to purchase il
phone,eolyany. Tt is reported that Goulart has react:d sy:zla e
to the proposal. If the deal is consummated, it might pro
precedent.

We found much criticism im Brazil of U. S. companies. Much more
so than in Colombia. The nationalistic fever there is running high.

k. We found considersble criticism in mamy quarters with the slow
consideration by the AID program of fimancial requests. The need to pre-
pare economic feasibility studies, detailed plans and specifications,
justifications in English, etc. seemed to tax the patience of govermment
and private leaders. This, plus the delays between the Rio and Washington
offices of AID. Some Brazilians insisted that the funds should be autho-
rized, transferred and that they should be allowed to spend it.

Of course, this is not possible. Besides, we can readily understand
the need for proper justification of each individual project, the fantastic
administrative task involved in the consideration by AID of hundreds of

requests from the 20 Latin-American republics, and the difficulties in
organizing a program so large and complex.

It is evident, however, that Brazilians are to submi-

i;euing mmhet r of applications in the near m.sogssem to :sl:h::
e project analysis staff in Rio must b ngthen

decentralization of decisions is a mt.e g oS

5.

The Sudene Program for the North gram
\sr::;t;l);::tt;:en Allo\i.ted. the largest share o;“mt 1;\1111,.:: z::e;;:gln: ’ge
n Fund.) Therefore, it is
- 5 proper that we q: length
e talked to more People in Rio, Sao Paulo, and the lort;‘:::: i:b::t :
£
ooy ingle issue. This is a resmé of our

a) The need for an ory

& ' ganization and fi

‘uil‘ﬂ:::t:’urmmly accepted. It ig r::d::l;esmm Ryl

= Yon t:u;he :zrtheut-vihh their inadequate M“W:G:ill:htht =
i Petty polity ets, their

and execute an ertectinp;egio:i ;:::r incompetence-could ;‘"“ Plan

b) Sudene's enabi
ing legislation is als:
; © generally accepted as

ConFTommTLAL
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to the
) There is not the same kind of unanimity :i:l{l :egaﬁ:t i
5 of Sudene's work. Some persons intarviﬁwe dcesn%t e am'thing".
ef“cmill of its money and effort planning and ... e
;ﬁ?:df:riticism i stronger in Rio and Sao Paulo than

impressed us as

Bk i b mﬁ;d’o'leniey ofpd.rive. From

tent economist, an effective leader, v P e
;«;zn;:em be surmised in the course of a convelz:aation, his plann: ng o5
the "economic infrastructure of t}h;e;:rt)::z: Bg:::fstgnl::l::e:::sB;azil

8s

ﬂmSux--‘ret mg:la;:&::ge‘;?rﬁethamt b°1962 and Sudene's present activities, are
voeﬁg.ly inadequate in their provisions for effective agricultural hiiv:i.zp-
ment activities. Thru the -application of modern agricultural tec idq
food production in the Northeast can be multiplied many times. Besides,
we saw plenty of good agricultural land completely uncultivated.

d) The really comtroversial aspect of Sudeme is Dr. Celso Furtado
lhimself and some of his principal collaborators. Socme people accuse them
of being Commnists. Most of the others assured us that they were
"Marxist-oriented”. Ambassador Lincoln Gordon stated that Furtado was
definitely a Communist until 1957 or 1958 and that he is not certain of
his present ideological position, although he (Gordon) believes that he
is not now a Communist. Dr. Jorge Oscar de Mello Flores, President of
Banco Hipotecario Io Brasileiro and of Sud America Capitalizacao, assured
us thet as head of the Getulio Vargas Statistical Imstitute, he fired
Celso Furtado several years ago when he discovered that he was a Commmist.

The controversy over Dr. Furtado's ideological position is a hot
issue. Many people claim that many of his principal collaborators are
known Commmists. We are attaching to this Report a recent article by
l:r. Furtado vhich he asked us to remit to Mr. Moscoso. It is interesting
to note that the article does not: 1.) mention the United States; 2.)
;entlon the Alliance for Progress, much less credit it with providing
udene with substantial help; 3.) take a clear anti-Commmist stand.

We are in no position to state where Dr. ¢
- Celso Furtado'
:\cilfﬁogigi allegiance may rest. Much less that of his prinei]saagr::zgf
cal collaborators. But he deserves very close observation.
It seems to us that the B " hall
Judge them"is most applieableetoigiicmce “By e s
actlons towards the private sector of the ec;n it 5l b

omy in the Northeast.
To practically eve:
ldeological allegiance, ueryr:‘f“e“m Who showed fear of Dy,
for private agricy —

nded that they d Furtado's
L dovsluymant 4 Y ocvelop conerete projects
upon these projects by: a) extending ege:::i:(,::::si' Sudene mugt act

ines and other
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vided for
the various tax incentives Ppro’
g ;:mce:étml‘f’)nfm;;ﬁdo :lnck-, or obetructs, these specific
i e . . -
::-o?;:ta ythe political issue would have to be met

the
T+ would have to be met by the Brazilian uovebr::::: ::dwlgl st
Alliance for Progrese. The sooner we find out, the
everyone concerned.

businessmen told us of their
+ is encouraging to note that many
plans t‘t.; expand to the Northeast. Many of these businessmen Ar;ofz:
Gao Paulo and Rio and they are sincerely concerned with the explos
political situation in that area.

We would like to recommend that the ATD mission in Rio and Washington
give a top priority to the consideration of requests for private projects
from the Northeast.

6. The word "reforn” is applied to almost every program im Brazil.
It is a good political word. It seems %o us, however, that the most im-
portant of all is "administrative reform"; and probably the most difficult.
Without a thorough public administration reform, the public sector's com-
+ribution to Braziliam progress is bound to be inadequate. Second in
importance is tax reform. The tax system in Brazil is archaic, regressive
and enforcement is weak. The State govermments' principal source of income
is sales taxes. From producer to consumer, the sales tax is sometimes
collected 8 or 10 times, depending on the mumber of intermediaries.

I cannot get too excited with agrarian reform in Brazil as a whole.
There are undoubtedly some spots in the Northeast and elsewhere where land
distribution may be desirable. But in a country the size of Brazil, where
most of the arable land is mot being cultivated, there is no prellh'lg

"economic need”. In certain areas, however
£ there »
A", Orenb dare Rhalt T m“; “r: may be a "political

to see that production is not
affected. The real agricultural problem of Brazil onal: i
production, thereby increasing present inc b .

ome many times.

T. It seems to me that the
ite ammmition if it uses its Tes
projects, school classrooms,
of the funds should be allo

%

Alliance for Progress would be wasting

ources principally to build
hospitals, etc. by housing

But the basic solut
£ v allotted $3 billion o yoe prr o, 7% Brazilians themselves. o
$he gurface of the prob: 5 years, ve would be barely touchi

lem. The needs are that large,
in semsitive areas witn wmt{umihll; to the stimulation of

ally Projects
@ a Brazilian public mltiplier effects. Projec:
Progress; Don Bugentots seroo 2OSTER in Jects, such

support of
de Asistencis Rural a.-t::. A].um:‘ ::r
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financial support to private model farms in the Northeast and other agri-
cultural areas of Brazil; technical assistance in various fields, such as
industrial and agricultural productivity, education, health, and others;
financial assistance to basic industries, such as Dr. Paulo Ferraz's salt
project in the Macao district of Rio Grande do Norte.

8. We were informed that the AID program will defray half of the
expesnes of any economic feasibility survey, but only for U. S. firms.
Perhaps, it would be advisable to extend this same financial cooperation
to Brazilians, and nationals of other countries. The need for "levanta-
mientos” (surveys) is urgemt. Since the technicians are usually from the

States or Buropeans and must be paid in hard currencies, this becomes a
substantial item of expense.



