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$52 MILLION TRANCHE BY ITSELF AS SPELLING THF D IFFFT T'CE 'T
SUCCESS OR FAILURE OF GOB ECONOMIC PROGRAMS. HOWEVER, IF
PRIVATE SECTOR I TERPRETS WITHHOLDING OF TRANCHE AS INDICATION OF
SIGNIFICANT REDUCTION IN US SUPPORT OF GOB, FINANCIAL AND 01IHE =i ’ISE,
IT ?‘IGHT '-'ELL ADVERSELY AFFECT TUSIFESS CONFIDENCE.
THIS WOULD BE PARTICULARLY TRUE IF US AMD EUROPEAN
PRIVATE FINANCIAL SOURCES ALSO TOOK A MORE CAUTIOUS POSITION. EV
SC, PRIVATE SECTOR "IGHT NOT ENCAGE IN SIGNIFICANT AMOUNT OF EXCHANGE
SPECULATION, OARTLY DUE TO ITS REDUCES ABILITY TO DO SO GIVEN THE
AUGUST EXCHANGE RATE POLICY AND CURRENT TIGHT CREDIT CONDITIONS
BUT ALSO DUE TO ITS FEAR OF GOVERNMENT REPRISALS. NEVERTHELESS,
POSSIBILITY OF SPECULATION CEETAINLY EXISTS.
R. GOB POLICIES IN FACE OF EXCHANGE SPECULATION.
GOB MUCH WORE LIKELY TO USE IMPORT RESTRICTIONS TO COMBAT
EXCHANGE SPECULATIONS BEFORE RESORTING TO EXCHANGE CONTROLS,
BECAUSE LATTER RUN SO DIRECTULY COUNTER TO GOP'S
ECONOMIC PHILOSOPHY AND ALSO CONTROLS WOULD BE A SIGN OF GOVERNMENT
’•’EAKNESS, IF NOT PANIC. ON THE OTHER HAND, THERE ALWAYS EXISTS
STRONG PRESSURE FCP IMPORT RESTRICTIONS, SINCE BRAZILIAN PRIVATE
SECTOP OVERWHELMINGLY ORIENTED TO ARD SHELTERED INTERNAL ""F''TT.
IN FACT, VF HAVE ALREADY SEEN I! PAST FEW DAYS SUCH MEASURES IF
FORM TARIFF INCREASES ON "LUXURY" GOODS.
C. EFFECT ON FIANCE MINISTER.
WE RECOGNIZE PROTRACTED DELAY OF TRANCHE COULD WEAKEN POSITION
OF FIANANCE MINISTER WITHIN GOVERNMENT. ALTHOUGH WE DO NOT BISH
TO EXAGGERATE IMPORTANCE OF US AID IN THIS REGARD, PART OF HIS
STRENGTH UNDOUBTEDLY LIES IN HIS ABILITY TO DELIVER SIGNIFICANT
AMOUNTS US AND OTHER FOREIGN AID.
D. EVEN WORE IMPORTANT THAN EFFECT ON DELFIW PERSONALLY
OF DELAY ON TRANCHE IS ITS EFFECT ON GOB POLICIES. IN THIS REGARD,
FOLLOWING CONSIDERATIONS APPLY:
I. THERE IS SIGNIFICANT LATENT XENOPHOBIA AMONG HARD¬
LINE MILITARY. THESE VIEWS MIGHT BE STRENGTHENED IF IT APPEAR
THAT US WAS REACTING TO IA-5 BY CUTTING DOUD AID. THIS ;ITn
MAKE IT MORE DIFFICULT FOR THOSE MINISTERS, CHIEFLY DELFT AFD
MACEDO SOARES, WHO RECOGNIZE IMPORTANCE OF FOREIGN INVESTMENT TO
BRAZILIAN DEVELOPMENT, TO RESIST THOSE WHO WISH TC REDUCE FOPEIG*
PRESENCE HERE. OF COURSE, WE CANNOT LET OUR POLICIES BE ENTIRELY
SHAPED BY FEAR OF SUCH REPRISALS? HOWEVER, IF THERE IS TO RE A
SIGNIFICANT CHANGE IN THE iATUPE OF 0’T AID HF ‘r ,
PISip MUST PE TAKEN INTO ACCOUNT.
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2. ON THE OTHER HAND, AS EVENTS UNFOLD, IT IS ENTIRELY
POSSIBLE THAT DISCREET US POSTURE MIGHT SERVE TO STRENGTHEN
HANDS OF THOSE BRAZILIANS (INSIDE AND OUTSIDE OF GOVEI f 1ENT)
APE ATTEMPTING INDUCE COSTA E SILVA DIRECTION
OF REESTABLISHMENT BASIC DEMOCRATIC ORIENTATION.

3. IMPLICATION FOREGOING IS THAT '-'E CANNOT AT THIS POINT PREDICT
EXACTLY V'HEi’ TRANCHE SHOULD > PLEA. SEO FC!? 0-ni’^L EFFECT ON GOB.
EMBASSY WILL CONTINUE TO ASSESS SITUATION ON DAILY BASIS,
RECOGNIZING OF COURSE THAT .'LL HAVE TO MAKE A DEFINIATE DECISION
ON TRANCHE IN NEAR FUTURE. TUTHILL
BT
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