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Subject: Political Considerations Affecting (.3. assistance
to Bragil.

Transmitted herewith for the consideration of the President are
two documents dealing with political considerations bearing on dragilis
ourrent, negotiations with the United States for economic asaistance in
support of Brazil!s new stabiligation and development program. The
first document is a memorandum from Ambassador lincoln Gordon to the
President which assssges the present situation and recommends a course
of action., The second is a background paper which swmarizes and
assesses developments since the President's review of U.S5.-drazil
relations on December 11, 1962 with the NSC #xecutive Committee.

The atteched documents were discussed on March 5 by senior repre=
sentatives of the same agencies (Departments of State, including A.I.D.;srd
Defense; and C.Il.&.) which contributed to the documents for the
December 11, 1962 H3C Executive Committee meeting. These senior agency
representatives agreed on March 5 with the basic gsneral approsach set
forth in the attached dosuments and with the recommendations on pages 3
and } of Ambassador Gordon's memorandum to the President. The agency
representatives further concluded thet the decision of lecember 11 as
among alternative courses of action was stlll valid, and we should main-
tain the policy then approved; namely we should continue "to seek to
¢hange the political and economic orientation of Goulart and his
government'.

/s| E. S. Little

v
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William H, drubeck
Executlive Secretary

Inclosures:
Ambagsador Gordon's
Memorandum to the President.
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MEMORANDUM TO THE FRESTDENT

Subjeet: Brazilian Political Developments and
U. 8. Assistance.

I. The Problem

Brazil's new Finsnce Minister, Dr. San Tiago Dantas, is now planning
to engage in talks in Washington for e week to ten days beginning Merch 11
with high officials of the U.S. Government, the Managing Director of the
IMF end representatives of other international financial institutions. He
will be Beeking external financial assistance to support the Goulsrt admin-
istration efforts to reduce substantially and progressively the rate of
infletion in Brazil while mainteining a2 high rate of economic development.
His sim will be an assistapce package, including debt postponement, short
term balence of payments assistance, and long term development assistance
within the Alliance for Progress, if possible backed jolntly by the U.S.
Government, Furopean governments and Japan, ‘the IMF, and perhaps the Inter-
American Development Bank and the World Bank.

Our preliminary anzlysis of the Bragilian stebilizetion and development
effort, which is still being reviewed in technical bilsterel and IMF talks,
inficates that it does contain the essentisl ingredients of an effective
program, glthough a large pumber of technical and policy questions have yet
t0 be resolved. Actions heve alresdy been teken by the GOB under this
program, ineluding tax incresses, elimination of major import sSubsidies,
restrain of excessive credit expansion, and formal adoption of a program for
large-scale budget cuts. The program is being pursued with an apparent firm-
ness of purpose unmatched in Brazil in recent years. The GOB has also taken
steps 1o eliminate certaln specific¢ areas of friction between Brazil and the
U.B8., including a sstisfactory interim settlement of the IT&T expropriztion
case, tentative agreement to ressonsble voluntary purchase terms for the

AMIFORP electric utility properties, and the removal of discriminstion ageinst
import of sulphur from the U.S,

At the same time, elthough there has been some imprpvement since last
December, there is a continuing problem of commmist and other extreme
nationalist, far left wing, and anti-Americen infiltretion in imporitant
civilian and military posts within the government, and govermmentel tolerance
or even encouragement of communist and other extreme left wing influence in
trade union and student organisstions, The forelgn policy of the Goulart
adminigtration, likewise, although showing some gense of greater cooperative~
ness with the U.8., is still equivocal, with neutralist overtones, on various

issues including Cuba, arms control, and trade and aid relations with the
Soviet bloc.
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Assuming egreement by the GOB on an effective economic program for
stebilization and development, thetefore, the guestion remains whether
Brazil's demestic and foreign political trends warrant U.S. economic
support and 1f s0, on whet Gterms, If the ahswer is negative, there arises
the subsidiary problem of whether Finance Minister Dantes should not be
advised to cancel his now scheduled mission.

Our preliminary analysis indicates that, if an agreement can be worked i
out betiween Brazil and the IMF, and if reasonsble Buropean suppbrt can be
secured, the U.8. reacurces required for aid to BErezil duridg the 12 months
of April 1963 » March 196k, apart from the rélease of #84 millipn rememining
from the May 1961 "stabilization support package,"” would be in the general
magnitude of $200 million.

IT. Recommendations

It is recommended thaet support be glven o a technieally satisfactory
'Brazili%p program for econcmic stabilization and development, but on a
"ghort=Tench' basis permifting periodic veview and meking possible the with-
drawal of support on either ecomomic or pelitical grounds. The suppert
progrem should be sesled over time in relation to brlance~vfrpayments needs
ap_{i spould be contingent upon explicit stendsrds of (OB performence in im-
plementing the hecessery economic policies: At the same time, comtimuous
diplomatic pressure should be maintained for the reduction of commwnist end
other extremlat influences within the government and for the mirsult of
policles fevoring democratic developmént, strergthening the private sector
of the BraZilian ecopomy (both domestic and foreign), and progressively
shifting the "indepepndent foreiga policy"” toward more systematic collsboration
with the U.8, and the free world:

Parallel with the basic relationghip yith the Bragillan goveriment sum~
marized shove, efforts should be mainbteined $o strengthen ard encourage
demoeratic anti-communist forces cutside the govérnment. The principal
orgehizations invelved are the Congress, the vast majority of the stebe
governors, the militery officer corps, the Sa¢ Paulo infustrial oommmity,
mass medie of puplic information, the Ghurch, and lsber and studént groups.
This effort should be directed at redusing the likelihood of a furbher
leftist=nationalist swing by Goulart and, 1f this proves impossible, to
prepare the most premising possihle envirenment for his replacemsnt by e
more desirable régime in the event that tonditions deberiorate to the point
vhere ocoups and counter-coups are etbempteds

The besie strategy, in short, should combimme o be one of encoursging
Goulart to eoustructive courses of action, strengthening the forces restrgin-
ing him from undeésirable courses of action, and strengthéning the prospects
for a fevorable successor reglme 1f the constitutional order breeke dowm.
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As en immediste step, the Dantes mission shonld be recelved on Masrch 11
end the program for economic stebilizetion and devélomment should bé encouraged.
During the Dantes visit, sppropriate occasions should be used to restate oyr

eontiming concern with the political problems polnted out to Goulart by the
Attorngy Geneyal in December.

IiT. E;ona;ﬁ.era*@iqns

A. Political develommente since NSC recommendstions of December 11, 1962

Pursuant to your decision a% the NSC executive committee mesting last
December 11, the Atberney General canrhzb’ged a first hand digcussion with
President Goula.rt on December 18, The Attorney General emphasized our strong
desire for frultful collsboration with Bresil and our deep concern &t the
deteriorating ecotiomic spd Finsndial situation and et the ineressing infiltra-

tion of communiete and other antl-Americen elemepts into positions of inflnence
in Brazil,

Sing:a that time, the Bragilian censtitutional position has been clarified
by the plepiscite of Januar;,r 6 and the adoption of & constiltutional amendment;
resboring fuld presidential authority under the 1946 Constitytion in dete
Jamary, Althopgh vhe oubcome of the plebiceite was ms anticipated; the size
of the vote was mmth higher than expected. Over 10 million votes were oast
for the return to presidentialism. Goulart has construed this 8s & massive
vote of personsl confidence if him, comppring it with the 6 midlion votes
received by Quadros in the election of 1960, Bince the plebideite, he has
showvn mich greater pelf-confidence, less fear of & right ywing coup, ani perhaps
spma vi.t.lingness fho reduce his collaboration with the far ieft, which he had
been using as a '"shock force" agaifist center end right wifiz opponents.

In the first presidential cébipnét appointed by Goulart, the dominant
figure is Finpnce Minister Ban Plapgo Dentas (ses comsent below). The bulk
of the cabinet is moderste in political orieptation and technicelly tompetept,
This is gspecially true of Transtort Minister Helio de Almelda, Mines end
Energy Minister Fliezer Betista, BEiueation Minister Téotenio Monteirg de Barros,
end (to a ledser riegr‘ee Ind,us‘brg,r and Gommerce Minister Antonio Balbino. Two
seademic soclalists ﬁi es Idmn end Joeo Mangsbeira) wére held over as Foreigm

nister from the prewious cabinet, But neither is expecbed

to sbay long and their tentabively indicebed suceessors are bobh centrist in
orientation. Agricultiral Minister Bose Ermirio Ge Moraes is & wealthy Smo Paulo
industrigiist vho won = semate sebt FProm Pérnambuco and suppovrted the campalgn
there of for leftist Goyarnor Miguel Arraes, while mrejudiced sgainet American

business, he is not generslly anti-American and cannct be copsidsred himsels
e for left wing figure.
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Tne blg questieon mavk smong the regular nivilian cebinet members is
the young and energetic Iabor Miplgter, Almine Afonso, Fformer leader of the
lebor party in Congresa. He heg in the past worked olcsely with the commnist
end other left wing lebor elements., He now professes 1o support the government
stabilizetion efforts, which ere oppossd by the ecommmists, and is said to be
anxiocus for a successful administrative record on which 0 base a campaign
for the governship of Sao Paule in 1966, '

In pddition to the regular cebinet positiops, Celso Furtado has been
named Minister for Plauning, but with 2 position distinctly eecondary to the
Pinance Minister's. Furtado is a Mgrxist inclined nationalist, probably a
Commmnist in his éarlier phase, but & professional economie planner who is
supporting strongly the stabilizetion and development program vhich was lergely
devéloped by him in the “Three Year Flan" prepayed at the end of 1962. The
obher Minlster Extracrdineary, Amaral Peixoto, the conmervative heed of the
Sopiel Demotratic Party is in cherge of administyative veform.

On the militery side, after some weeks of nervousness snd tension within
the Army, Goulart meintained es War Mindster the vigorously antl-communist
but persopally very loymil General Amavry Kruel, rejecting (ot least for the
time being) the candidacy of leftist-nationallst General Opvino Alves, Commander
of the First Army {(in Rio de Jeneiro). O the other hand, the disturbing
tendency toward promotion of left-wing and anti-Americen officers to key posi-
tions hes continued to some extent in ell three services. fThe weak and un-

populer Ministers of Ailr and Navy, the latter leaning towerd the left, were

On balance, the cébinef ean be considered mbre competent and somewhat
more favorable in orientation then its recent predecessérs, only the Isbor
Minister coming from the extreme leftistenationalist group. Mach more disturb-
ing were a series of hold-overa and new appolntments in the Fresidency in
Brasilia, The commnist press gide of the President, Raul Ryff, was retained.
Former Attoiney General Evendro Iins, probably else a commmist, was promoted
to Chief of the Civil Household. Other disturbing eppointments include
Cibilss Vianna, e far left wipng econcmigt frém the Bricola camp, as technical
adviso? to the Frésident and Joso Guruso, Bfizole's former Becretery of Agri-
enltufe in Rio Grande da Sul, ab head of the new commission on Agrarian
Réform Poliey,

In the trade ufiion field, the influence of the govermment has conbimied
ta be thr'own in guppert of commmist and fellow traveling elements, and against
iebor leaders commecied with the (RIT and ICFIU, althGugh there are some in-
dicetions that the government is now concerhed thet excessive commnist influence
in the labor field mey escepe ibs effective control.
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Judging the political developments against the hoped for results
from the Attorney General's visit, it is clear thet théy are neither un
unguelified success nor an ungqualified failure, They cen be considered
slightly on the favorable side, lesving open mu¢h room for improvement
but also the possibllity of o sharp turn for the worse.

B. Qualities ahd Attitudes of President Goulsrt

In these recent months, Goulart has not acquired the qualificsztions
to be g truly efféctive president of a huge country of T5 million people
with very difficult domestlc and expernsl problems. He hug shown himself,
however, &n exceptionally shrewd polibicsl tacticlan, whese performance in
winning back full pover would get the highest marks in ferms of pure politics.
How he will exercise this pover remains obscure. His history and instincts
would leed to & policy of démogogic populism. He has been véry itolerant of
commnists, although he =ppears 4o be somewhat more eoncerned now about thelr
getbting out of hand., He instinctively resents the dependénce of Brasil on
the G. 8. #nd would prably like 40 be free of that dependence., On the other
hand; he wants to stay in vovwer, would like to leave a good repubation in
history, and dppears te be convinced thst contimuetion of inflation as 4t wus
gbing would meke impossible his own survivel.

The Ochober confrontaticn between the U. 8. end the Soviet Union and
Cubz hag spperently deeply impressed him, raising grave doubls on the vigbility
of support from Russia as & pregtical alternative for Brazil, even though he
will certeinly try to expand trade with thée Boviet Union ahd mey perhaps seek
some ald thére. Iacking any clear long term strategle concephs; he tends to
make policy from week to week, and is heavily influenced by his appraisal of
the marging of manguversbility given him by opposihg ahd supporting forces,

As a loysl disciple of Getulto Vargas, he mst odegsionally refilect on
the poosibilitics of a '"White goup” to perpetuate himself in offiee, (In the
early 1930's, Vargos "imtervened” all the States and in the late 1930's he
shut down the Gmgregﬁ.) So far, however, he has shrunk frem overt action in
this direction, Whether he may be tempted in the future will depend on hig
appraisal of the resistance from the mlilitary, the Gongress, the state governors,
and other Forpes, as well as his evaluubion of the chances that he can meke a
succeéps of his presidency within cgmt;l_;tutianal ldimitations.

€. Abtitudes end Mobives of Ban Tiago Dantas

At the moment; Ientas is elearly the number two man on the gevernmenbal
gtene, acting more like a Primé Minister than eny of the thyee official Prime
Ministers under the parliesmentsry régime, He 15 & highly educated, extremely
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intelligent, and epergetic and resourcefyl wman with enormous venity and
ambition. His politics heve run from being & leading young fascist intelleatual
bafore the wer, throngh membership in the haute bourgepisic as an immensely
successful lawyer and banpker, to his present position as a leading figure in
the Igbor Payty who flirted actively last summer with extreme left elements.

He evidently has his eye on the presidency for 1966 (elections scheduled for
Ostobar 1965). He would like to pe the saviour of Brazil from the inflation-
gry sbysa.

At present, he appears strongly commitbted to the policy of sffecbively
combatbing inflation and Pavers of collshorabion with the U,8. for thie purpose.
He is defending this poldcy ageinst sbtecks from Bpizols, orthodox commmniets,
unorthodox (Ghinesé-Cube) commmists, and extreme nationalists, taiking hie case
repetedly to the public throngh radio, TV, =nd préss. He is beeomiiig do firmly
comnitted to this line that 1t is incrensingly doubdful vhether he could per-
sopelly suryive & change, despite his extraordinary gkill ab cpeuistry.

Dantas 1w, OFf course, known ag the mincipal expeonent of Brazil's
"indepatident foreign policy” and the leadsr of the minority on Cuban policy
at the 0AB meeting in Punte del Este in laet Jamuexry. He has shown fio signs
of sbanioning foreign policy "independence', but he too was apparently impressed
by the October confrontétion on Cube dnd may be inelined now to Gohstrue inde-
pendence in & way more favorabls to the U, 8, and to the free yorld.

. antiqui-ng Pplitical Uncertainties

Many aspects of the political seene remein cobscure. Although the program
for economi¢ stebilizetion and development is now the main focus of executive
action, there is also much 4alk shout yroposing radiesl "besie reforms” 4o the
nev Congrees when it meebts on Margh 15, The Natlonalist Parlismentary Fropt,
in which the Ieber Party ip predominent, ic conbtifuing to pursue a highly
dempgogic mnti-Americen line, ealling For the Bragilisnizaticn of wvany Tields
of private Americon invesiment in Bragil and th¢ withdrewel of Brazil from 0AS
treaty commitments, Goulart, es head of the Iabor Parby and with many gldse
asgociates in the nationalist fromb, showld be in & posibich to temper thédr
pldtforms, but it is not yeb clear how fax he desizves o do go. A Substantial
atigunt of demogogic toligue-rattling is endemic to Brazilian pelitics, bub the

_Heft will comé when the new Congress begins to funchtion.

Brivoie is leading a campaign from within the Congregs agninst alleged
Congressiopal wnwiliingness to vobe the reforms “needed by the mspsk of the
peeple. " Toportant reforms are indeed in brder in Prauil, buit they are construc-
tive #nfl demotratic reforms rather than the revélubticnery @lichés whieh ave
Brigola's stotk in politicel trede.
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Goulart hag maintained a reserved position, neither supporting neor
opposing the extreme antics of some of his party sssoelates. Home of the
more conservative governers, notebly Adhemar de Bayros of Sao Paulo, predict
thet efforts will bs made for federal intervention of theilr states during the
next fey months., Simliler predictions 188t year proved unfounded, but we would
be unwise to tske for granted & period of comstitutional and political tram-

guility slmply because the constlitutionsl fsue which plegued Brazil last yeer
hag now been resolved.

E. BPapldng for the Dantes' Feonomic Progrem

A eritical question is the strength and continuity of presidentiel
support of the Dantas' program, That program has bsen publicly snd viplently
sttacked by Brizole, both wings of the commnist party, and exstremisi labor
apd student leadeérs. Ooulart hes seid privebely to us that he is fully hehind
it, and bas pow shown a degree of public éndorsement at a formal presidential
cabinst meeting on February 28. On the other hand, Goulart has npt publicly
denounced the Brizola attacks, and he appésrs reluctent to cut off all lines
of retreat in the event that international finencial negotiations fail or

damestic pppular resisténse t0 the necessary sacrifices appear to be getting
ouh of hand,

The program itself implies tensions with meny of Goulsrt's extremist
supporters. I1te contimued pursuit may itself require him progréssively to
separate himaelf from them, Dantas hes now publicly vefuted Brizela's cherges,
describing him as o would~be Fascilst dietetor. It can not yet be said with
asswranée, howaver, that Goulart is ixrebrievebly committed, either to the
stebilizetion program or to the collshoreiion with the U. B. which its success
requlres,

IV -, Alftﬁrmtiﬂ.ve un:c_qes _c:_i‘ !&.,c_'t:{icm

Support by the U. 8. for the Braszilian effort at ecohomic stabilization
and deyelopment involves two dimensions: time and guantity. There is fonasider-
able flexibility 28 o the lengths of time for whith we might make & forward
comnitment, tlhe circumstances for periodic review, and the essocieted conditions
of performence on the Brazgilian side. In the dimenaion of quentity, however,
theve is lesa fl&xihility, gince effective support requizres that the cémhimad
externsl sources - U.8., Buropesn, Japanese, end internatiopa] institutiops -
be sufficient to germit Bu:a.zil t6 mainbain the inflow of rew maberiels, @apital
gauata oll and wheat reguired for contimned growth waile also medting its
gg:bernal financinl cbligations., In the first phese, therefore, vhich inoludes
the irmediate balance-of~payments nseds pending negotiation of aa seocord with
the 1P, Tollowed by alne lo twelve moaths of copbined balance~-pf=payments
aud Asvelepment support related to aspistence from the IMF and frem olher
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creditor countries, the reslistic alternatives are adequate support or no
support, In a later phase, implying a well theught through development
progrem under the Alldance for Frogress; there might be a mueh wider renge
of chuice on the velums snd sources of support.

The alternative of withbholding suppor’t is sdvocated by s few conservatlivs
Bragilian political leaders and by some U. 8. businesemen with long experience
in Bragil. Thelr argument is that Gouldrt is ebsqlutely untzustworthy, enti-
American by instinet, and consciously or uncénseiously inclined toward putting
the eountry either u.nder outright commmnist eontrol or under some form of
national-socialist, Peronist, syndicaiist dictatorship-~-which would be almoot
88 bad from the viewpoinb of U.85. =Brazilien yrelationships. If we refuse
support, they argue, the resulbent combination of debt defanlis and import
shrinkage wlll bripng sbout such a deterioration in social and economic condi-
tione as to shtail perious internal digorder parmitiing a right wing doup to
replece Goulart by a moyre satisfoctory ragime, The bulk of the Bragilian
business community, and some portion of the American, are disposed to give

some margin of confidence to the Dantas' bffort, although they are deeply
susplicious of both him and CGoulert,

The Frbessy has sought 40 appraise carsfully ihe strength of center ami
right wing opposition to Coulert and the likelihood of e successful coup
egainst him, Our present view is thabt, in the zbsence of overtly unconstitu~
tieonal action by Goulart himself there does not noy exist in Brazil adeguete
leadership, organlzajion, or strength to carry out such & coup successfully.
The military attitudes are crutcial in this regurd. The bulk of the officer
corps, although suspleious of @oulart, rebain their deeply rooted Rrazilian
tradition of support for legally comstitubted oivilian authority. If an
obviously illegel initiative wers token by Gonlert, there is a substantial
prospect of a successful genter-right reacticon., The mere deterioretion of
confidence as & résult of gon-suppdtt for the econtmic program by the U. S.,
however, ocennotf;, be r»elied upon to lend o & successful center-right action
sgainst Goulart,

The exact nature of a Goulart reaction to a refusal of U. S. support
is fiot easy to predict. At tne point last November, he indicated as the
altefnative o kind of blackmeil threat of turning to the Russians, es weld
o8 dehouncing the U. 8., defeulting on debt payments, natlonalizing forelgn
enterprise, and tightening the Brazilian belt through a radical socialising

program. BSubseguently he bes cerefully eschewed the repetitien of such thrents.

In recent weeks, the Boviet Ambassador has besn mctlvely courting Goulsrs,

but we are not informed on the deteils of their conversations., Apert from the
dublous question of large sodle Soviet support, it is plausible to expect &
violently nationalist reaction against the stabilisetion effert in the event
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of Americen non-suppori, corbined with a debt moratorium and adverse action
of many types ageinst American businesg lnterests. The Alliance for PBrogress
in Brazil would come to a guick and sticky end. Although Brazilian economic
conditions would be gravely impalred, the nationelist impulse towerd closing
ranks behind Goulart might ketp him in power for e substantial period.

Given the presence of en appayently consiructive and genyine effort ab
sconomie stebidisetion apd develgpment, modest {though still far from
satisfactory) impiovement in demestic political oriemtetion, and at least
a temporary disposition for collshoration with the U. 8. under the Alliance
Tfor Progréss and in other ways, the superior alternative clearly appears %o
be as recommended in Segtion II ebove.

Iincoln Gordon
Amerlcsn Ambassafdor to Brazil




