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IEASON ONSIDER TI6N LN REFTEL
SOMEY Pbl PTE ATURE. UNLESS SITUATION DETERIORATES Di
WE APPEAR TO HAVE AL, BASIS FOR WITHOLDING TAN AITELY.
TIMING OF RELEASE RIKE DELECATE BALANCE BWITWE
OF ¢A) GIVING GOB I0OM OF US COMPLANCENCY ABOUT
IA -5 AND (B) RAISI STION OF CRRDIBILITITY US FULFILLMENT
OBLIGATION. ANOTHER IMPORTANT FACTO! 0 BE CONSIDERED IS THAT
GOE Y TABLY USE REALE OR PROPAGANDA E AS EVIDEMNCE
OF US REGARDLESS OF F PRECUAT WE MAY
TAXF
2. FOLLOWING RESPONSES ARE KEYED TO SPECIFIC QUESTIONS REFTEL:
A. PRIVATE SECTOR nrACTIu”.
1. IF US WIMHMOLDS $50 MILLIOMN TRANCHE FOR PROTRACTED
PERIOD, E.G., MORE THAN ONE ADDITIO MONTH, IT WILL BECCME
WIDELY KNOWN IN 1” US AND BRAZILIA! INE COMMUNITY.
THERE ARE LARGE NUMBER OF IMPORTANT FIRMS WHO USE PROGRAM LOA!
FINANCING \SJ THESE FIRMS HAVE ALEREADY BFEN WAITING FOR THREE MONTHS
FOR MEW FUNDS TC BECOME AVAILABPLE. IN EYES OF PRIVATE SECTOR,
PROTRACTED WHHOLDING OF TRANCHE WILL VDVE GREATER IMPACT AND
POLITICAL SIGNIFICIANCE THAN LAY IN OTHER TYPES OF AID. UNDOUBTEDLY
MAJORITY OF US BUSINESS COMMU yILL BE UNHAPPY, GIVEN
ITS FEAR THAT ANY ADVERSE REACTION EY USG TO IA-5 MIGHMT ADVERSELY
AFFECT ITS INTERESTS HERE.
2. IT 1S DIFFICULT TO PREDICT, HOWEVER,WHAT EFFECT WOULL
BE QA RUSINESS CONFIDENCE. WE DOUBT THAT PRIVATE SECTOR 'T‘ifjl
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$5¢0 MILLION TRANCHE BY ITSELF AS SPELLING THF DIFFERENCE BETWEF!
SUCCESS OR FAILURE OF GOR FCONOMIC PROGRAMS, HOWEVER, IF

PRIVATE SECTOR INTERPRETS WITHHOLDING OF TRANCHE AS INDICATION OF
SIGNIFICANT REDUCTION IN US SUPPORT OF GOB, FINANCIAL AND OTHERWISE,
IT MIGHT WELL ADVERSELY AFFECT BUSINESS CONFIDENCE.

THIS WOULD BE PARTICULARLY TRUE IF US
PRIVATE FINANCIAL SOURCES ALSO TOOK A
S0, PRIVATE SECTOR MIGHT NOT ENGAGE IN SIGNIFICANT
SPECULATION, OARTLY DUE TO ITS REDUCES ABILITY TO
AUGUST EXCHANGE RATE POLICY AMND Ct4FFVT TIGHT CRED
BUT ALSQ DUE TO ITS FEAR OF GOVERNMENT REPRISALS.
B@SSIBILTITY OF SPECL LQIIO\ C“TTAIILY EXISTS.
B. GOR POLICIES IN FACE OF EXCHANGE SPECULATION.
GOB MUCH MORE LIKELY TO USE IMPORT RESTRICTIONS TO
E SPECULATIONS BEFORE RESORTING TI0 EXCHAMNGE

EXCHANGE
BECAUSE LATTER RUN SO DIRECTULY COUNTER TO GOB'S

AND EUROPEAN
MORE CAUTIOUS

Do

-~

POSITION, EVE
10UNT OF EXCHANGE
SO0 GIVEN THE

IT CONDITIONS

NEVERTHELESS,

Al

COMEAT
CONTROLS,

ECONOMIC PHILOSOPHY AND ALSO CONTROLS WOULD BE A SIGN OF GOVERNMENT

WEAKNESS, IF NOT PANIC. ON THE OTHER HAND, THERE ALWAYS EXISTS

STRONG PRESSURE FOR IMPORT RESTRICTIONS, SINCE BRAZILIAN PRIVATE

SECTOR OVERWHELMINGLY ORIENTED TOWARD SHELTERED INTERNAL MARKET.

IN FACT, WE HAVE ALREADY SEEN IN PAST FEW DAYS SUCH MEASURES IN

FORM TﬁPIFF 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 WISH

TO EXAGGERATE IMPORTANCE OF US AID IN THIS REGARD, PART OF HIS

"T"Wi GTH UNDOUBTEDLY LIES IN HIS ABILITY TO DELIVER SIGNIFICANT
AMOUNTS US AND OTHER FOREIGN AID.

D. EVEN MORE IMPORTANT THAN EFFECT ON DELFIM PERSONALLY

OF DELAY ON TRANCHE IS ITS EFFECT ON GOB POLICIES. IN THIS REGARD,

FOLLOWING
lis: THERE

CONSIDERATIONS APPLY:
IS SIGNIFICANT LATENT XENOPHOBIA AMONG
LINE MILITARY. THESE VIEWS MIGHT BE STRENGTHEN
THAT US WAS REACTING TO IA-5 BY CUTTING DOWN AID.
MAKE IT MORE DIFFICULT FOR THOSE MINISTERS,

ED IK IT
THIS
CHIEFLY

HARD-
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MTARUT
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AND

DELFI!

MACEDO SOARES, WHO RECOGNIZE IMPORTANCE OF FOREIGN INVESTMENT TO

BRAZILIAN DEVELOPMENT, TO RESIST THOSE WHO WISH TC REDUCE FOREIGN

PRESENCE HERE. OF COURSE, WE CANNOT LET OUR POLICIES PE ENTIRELY

SHAPED BY FEAR OF SUCH REPRISALS; HOWEVER, IF THERE IS TO BE A

SIGNIFICANT CHANGE IN THE NATURE OF OUR AID PROGRAM HERE, SUC

RISKS MUST BE TAKEN INTO ACCOUNT, g
e v
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2. ON THE OTHER HAND, AS EVENTS UNFOLD, IT IS ENTIRELY
POSSIBLE THAT DISCREET US POSTURE MIGHT SERVE TO STRENGTHE

HANDS OF THOSE BRAZILIANS (INSIDE AND OUTSIDE OF GOVE
ARE ATTEMPTING INDUCE COSTA E

5 DIRECTION
OF REESTABLISHMENT BASIC DEMOCRAT

V
IC ORIENTATION.

EXACTLY WHEN TRANCHE SHOULD BE RELEASED FOR OPTINAL EFFE
EMBASSY WILL CONTINUE TO ASSESS SITUATION 0N DAILY BASTS
RFCOGNIZING OF COURSE THAT WE WLL HAVE TC !MAKE A DEFINI

ON TRANCHE IN NEAR FUTURE. TUTHILL
-

T

3. IMPLICATION FOREGOING IS THAT WE CANNCT AT THIS DSrT

L o
e 8, ] * DECLASSIFIED

Classification Authority NN bszl 5 b/

POST ACTION COPY

FORM Fs-412
8 = 65



