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BRAZIL 

B. Sao Paulo/Rio: 

Sao Paulo Water Supply 
Loan Request for Water Supply Projects by BNH 
Status of Loans under Preparation - Industrial Credit (other 

than for the Northeast) 

C. Northeast: 

Lending posture 
SUDENE's Fourth Guiding Plan, 1969-1973 
Industrialization Policy in the Northeast and Bank Lending 
Agricultural Policy in the Northeast 
Recife port 
USIBA Steel Plant Proposal 
Tebasa 
Highway BR-324 
Possible Bank Loan to BNB 
Table - Lending Program -- Five-Year Forecast 

D. Status of preparation for Loans to be signed in fiscal 1969/70 

E. Economic Report 

F. Investments 

G. Rail and Highway Transportation Data 

LATIN AMERICA - GENERAL 

Tables 1 and 2 

Alliance for Progress pamphlet 

Latin American Reality 

Technical Notes for Speech to Inter-American Press Association 

Proposed plan for Implantation of a Family Planning Project in the 
State of Bahia 

Remark& at the Sigaiag ef Brazil Hi-ghway and Power Loans 
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(Rio) 

10/23/68 
(Rio) 
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10/23/68 
(Recife) 

10/24/68 
(Recife) 

10/24/68 
(Bahia) 

10/25/68 
(Sao Paulo) 

" 

II 

II 

II 

10/26/68 
(Rio) 

II 

BRAZIL 

President Arthur da Costa e Silva 

Luncheon hosted by Finance Minister Netto - list attached 

Mario Andreazza, Minister of Transport 
Col. Ajace, Deputy Minister 
Mr. Rezende, head of the Federal Highways Department 
Col. Arujo, head of GEIPOT (Governmtnt vgtncy supervising the 

Transport Survey) 

Jayme Magrassi Sa, President of BNDE 

Jose Costa Calvancanti, Minister of Mines and Energy 
Mario Bhering, head of Electrobras 
John Cotrim, President of Furnas 

Dr. Octavia Rodriguez Lima, leading gynecologist 

Nilo de Soufa Coelho, Governor of Parnambuco State 

Euler Bentes, Head of SUDENE 

Luiz Viana, Governor of the State of Bahia 
Angelo Sa, Industrial Secretary of the State 

Lelio Toledo Piza, President, State Bank of Sao Paulo 
Gastao Vidigal, President of the Banco Mercentil, Sao Paulo 
Walter Lorch, President of a trucking firm, Sao Paulo 

Abreu Sodre, Governor, State of Sao Paulo 
Luis Arrobas Martins, State Secretary of Finance 
Herbert Levy, Secretary of Agriculture 
Eduardo R. Yassuda, Secretary of Public Works 
Firmino Rocha de Freitas, Secretary of Transport 
Lucas Nogueira Garcez, President of CESP (largest power company in 

the State) 

Rubens vaz da Costa, President, BNB (Bank of the Northeast~ 

Roberto Campos, former Minister of Planning 

Julio Mesquita, Editor of Estado de Sao Paulo 

Delfim Netto, Finance Minister 
Ernane Galveas, President, Central Bank 
Paulo Lyra, President of the Banco do Brasil 
Vilar de Queiroz, principal assistant of the Minister 

Helio Beltrao, Minister of Planning 
Mr. Velloso, Deputy Minister of Planning 
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Roberto Marinho, Editor of 0 Globo 

Augusto de Azevedo Antunes, industrialist 

Candido Mendes de Almeida, lawyer and political scientist; visiting 
lecturer at Harvard, Columbia and other universities 

Mario Simonson, Vargas Foundation 

Luiz Ganzaga do Nacemento Silva, former Minister of Housing 

Nascemento Brito, Journal do Brasil 



Tues. Oct. 22 

~~~r Jo-uF cadi ®~, ~e. 
--;(j!)-~ . JU;IJ -r -..1 (/ 

Proposed Schedule for Mr . McNamar a's Tr ip to Brazil 
(October 14, 1968 edition) 

(J.0. 30 ) 
Arrive Rio on AR 130. Proceed to Copacabana Palace for private 
dinner and rest. 

Wed. Oct. 23 10:00 
------~ 

Call on Minister of Interior, Albuquerque Lima·. 

11:00 

12:00 

13:15 

Call on Minister of Transport, Mario Andreazza. 
I 

Call on President of BNDE, Magrassi Sa. 

Lunch hosted by Minister of Finance for various 
Cabinet members and heads of agencies wnich are past 
or prospective IBRD borro~ers. 

, After lunch presumably ~turn to hotel for brief rest 
and checking out. 

16:00 Call on P::-esid~nt with subsequent loan signin«.<!".. J ~ r"J . 
i1rl:lowed uy\ br:tef pre~s coufexeneo. ~~ 

17:30 Leave Presidential Palace for Galeao Airport. 

18:45~21:15 Presidential plane for Recife (111 Jet). 
Dinner on plane. 

Night at Grande HOtel. 

Thurs. Oct. 24 07:00 Check out of hotel • 

. 07:30 Call on Euler Bentes, Head of SUDENEo 

09:15 Visit Port of Recife for 30 minutes and drive 
straight to airport. 

10:30-12:40 SUDENE plane to Petrolina. 

12:50wl6:30 Visit to Sao Francisco Irrigation project (Juazeiro) 
and lunch hosted by Governor of State of Pernambuco, 
Nilho Coelhoo 

16:35-18:1.5 SUDEN'E plane to Salvador. 

19:00 Check into Plaza Hotel. 

20:00 Call on Governor of Bahia, Luiz Viana. 

Dinner in private. Night at Plaza Hotel. 
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Oct. 25 8:00-9:00 --------Fri. Receive at hotel, Rubens Vaz da Costa, President 
of Banco do Nordeste. Then check out of hotel. 

9:15-12:00 Visit Industrial Park of Aratu. 

~2:30-14:30 Jet 111 to Sao Paulo. Lunch on plane. 

15:30-16:00 Gall on Governor of State of Sao Paulo, Abreu Sodre. 

16:45 Arrive Hotel Jaragua. 

17:30-18:30 Receive Julio Mesquita (Editor 'of Estado de Sao Paulo) 
for tea. y y 

19:00-20:00 Cocktails for Messrs. Klabin, Vidigal, Lorch and 
Toledo Piza. 

20:30 Private dinner hosted by Mro McNamara at hotel for 
Roberto Campos. Night at .Hotel Jaragua. 

Sat. Oct. 26 08:00 Check out of hotel. -------
98:45-09:45 

,-,/'7-
11:00-~ 

tY!?f7 -:I~~ 

13:00 

15:15 

16:00-20:40 

Presidential plane (jet) to Rio (Galeao). (~.rlier 
takeoff doubtful owing to normally prevailing morning 

.fog.) (Pt ~-
~Jilet;Jg at Minis·terio da Fazenda with Minister 
of Finance/'~"'Minister of Planning , 
(~(Helio Beltrao). 
,-,?L:~L;::;: 'r-1-£ ) ' 
Lunch ;zth these two Ministers and President of 
Central ~nk (Galveas). 

Check into Copacabana Palace Hotel. 

Receiving intellectuals and thought leaders as follows: 

16:00-16:30 Mario Simonson y, Vargas Foundation 

16:40-17:10 Jose Sette camara 1/, Director of Journal 
- do Brasil 

17:20-17:50 Luiz Ganzaga do Nacemento Silva y 
18:00-18:30 Dr. Octavio Rodriguez Lima (tentative) !( 

18:40~19:10 Prof. Candido Mendes Almeida (Braz. Society 
{' for Instruction) y 

19:20-19:}(0 Augusto Antunes 
-y LJ7T7 -y"[) r.J 
~-20:JO Octavio Bulhoes . ·' 

i. .VI I b 
20;.-lO 20~4€1 Roberto Marinho (Editor of 0 Globo) y 

Y Assuming that he will prefer seeing Mr. Ivlcra..-nara at the hotel rather than his office. 

y Interpre ~~' r to be present. 



Tues. Oct. 22 

Wed. Oct. 23 

Thurs. Oct. 24 

Fri. Oct. 25 

20:30 Arrive Rio on AR 130. Proceed to Copacabana Palace for 

' 11~1~~ 
lO:oo -1~~~ Call on Minister of 

11: oo- 1' ~o~t 
12:00 ,. ly'i.ft 

13:15-l..fi.// 

,;~ .! p 
16 :00 - 1l :~ 
ll ~;: -17: 

17: 30 ... "•. 

18:45-~ 

1\ 

Call on Minister of Transport, Mario Andreazza. 

Call on President of BNDE, Magrassi Sa. , ~ 
.~'--?"'- 7 

Lunch hosted by Minister of Financen for variou Cabinet 
members and heads of agencies which are past or prospective 
IBRD borrowers. 

After lunch presumably return to hotel for brief rest and 
checking out. 
-<~ 

Call on President with subsequent loan signing and release 
of statement to press. 

Leave Presidential Palace for Galeao Airport. 
Presidential plane for Recife (111 Jet). Dinner on plane. 

~ht ·at G ande Hotel. 
'\ . 

.w-:-ee ~?:?1 Check out of hotel. 
07:30 _q;~ Call on Euler Bent~s.,#"Head c:sf SUDENE. 1~1 ~ "(:. v~,fo. , ,__,., e 
09:15 -1/) :JJ') Visit Port of Recife for 30 minutes and drive straight to 

airport. 

10:30-12:40 
I ~:S"~ 

12 :50-J;&.. 
t ~IJ7J - 1/:. : 

16:35-18:15 
19:00 

20:00 ... "YIJ :~ 
yd:3? 

8:00-9:00 
'}:/. l~ 
9: -12:00 

SUDENE plane to Petrolina. 

Visit to Sao Francisco Irrigation project (Juazeiro) and 
lunch hosted by Governor of State of Pernambuco, Nilho Coelho. 

SUDENE plane to Salvador. 

Check into Plaza Hot.~. c;.L 
CalL of Bahia, 
DN'-w. , 
Dinner in pr vate. Night 

. (~ 
Receive at ho~l; RuHens Vaz 
do Nordeste.~ Then check out 
Visit Industrial Park of Aratu. 

12:30-14: 0 Jet 111 to Sao Paulo. Lunch on plan~. 

15:30-16:00 Call on Governor of State of Sao Paulo, Abreu Sodre. 

16:45 Arrive Hotel Jaragua. 
(I ( 

17:30-18:30 Julio Mesquita (Editor of Estado de Sao 
for tea. !/ ll ~ 

19:00-20:00 Cocktails for Messrs. ~labia 1 Vi?i al, Lorch and Toledo 

20:30 Private dinner ·hosted by Mr. McNamara 
Campos. Night at Hotel Jaragua. 

1/ Assuming that he will prefer seeing Mr. McNamara at the hotel rather than his office. 
2/ Interpreter to be present. 



Sat. Oct. 26 

Sun. Oct. 27 

J. 
08:~0 . Check out of hotel• 
q~ -11). 

eg:~~ Presidential plane (jeV to Rio (Galeao). (Earlier takeoff 

1, /~6 doub ful owing to normally prevailing morning fog.) 
{ ~ 

1 : " 5
' (Delfim Neto) • 

11:00- - ~Meeting at Ministerio da Fazenda with Minister of Finance 

II; <{{ ... /-y; -f-5 . 
l2:0- • Meeting with Minister of Planning (Helie Beltrao). 

13:00 -11~~ Lunch with these two Ministers and President of Central 
Bank (Galveas). 

t4':. 

~ Check into Copacabana Palace Hotel. 

16:00-21:10 Receiving intellectuals and thought leaders as follows: 

21:15 

23:00 

08:00 

16:00-16:30 &tio 

16:40-17:10 of Journal Qe 

17:20~17:50 Luiz 

i-. 18:00-18: 30 
~18 :40-19:10 . 

19:20-19:45 Augusto Antunes -

20 : 00-2 0 : 30 Q..c.t.a¥=-i __ ..._,_,~ ...... 

20:40-21:10 Roberto Marinho (~ Globo) ll 
Check out of hotel. 

Leave Rio (Galeao) - Varig 854. 
~~ 

Arrive New York (Kennedy) and proceed to t.J'ashington. 

1/ Assuming that he will prefer seeing Mr. MCNamara at the hotel rather than his office. 
2/ Interpreter to ·be present."· 

• I' 



..... _ 

Sun. 

21:1.5 

23:00 

Oct. 27 08:00 

- 3 -

Check out of ~hotel. 

Leave Rio {Galeao) - Varig 854. 

Arrive New York {Kennedy) and proceed to Washington. 

.r 



·A 

Raoif0/Pe·~olin~9 as 10t30 hsu 
Os _"!>as~C!.gei~bP dav0r~ st&~ no Ae_ opo~to as 10:15 
lle o 

~u~o Efo N • I " 
l·residen·te dp B ;1oo r~v.n ial 

~"' Apolonio S21es 
Pr~ id nUt d.a. t~HESF 

Grul~r 1 .ler Beni; s 'b!ont9i.! 
Supe::t>in·tendent$ de. SU E 

~- o Jatler (Dffi7) 

W.c. Alt0_ 
·cb.$~ do De · ento do He .i.sf, rio Ooi~ntal 

. ._ Reci:ta/Petrolina, an~10,15 hso 
Os p3.s .&.g il"~u . d:awrao eater no Ae!'~port u lOtOO 

= !i.ir ~ rl i0se 
Chef'Ei ·· · a DiVis&, do :Brasil 

l·ir o Clark 
Chefe do Dapa. ta.:uento de Int'orma.9oes 

t-lr S·t kh$ 
AssiatentG PassoiJ.a.l Cis :&~r It l•lo Namara 

S!"o ·Ary ·Pinto 
Minis:tSrio de .. Fa~en 

Dr~ M cue Vinioius 
(da Presi&encia da RepUblioa) 

- Dr. Pioger ( da ONU) 
de. SUD.· E : 

·: :" ·~ \ 

Reeifa/Petrolina- as 10al5 hso Os pss~iros 
stu u.o Aeropo· to as 10 aOO hs o 

Sl~o Ra:e:l.Gl Va ~ntino {MntTER) 
= Sr() ~U.l ton "Car~ixa (r~7ll~IPLAN) 

Sro Alb l•to Alves (MINIFAZ) 

2 funcion£rios da Guard P ssoal d Mr. ~c Namara 



~OOAJ~TO A.lt!Q, .. -~ETROLINA/SALVA.JX1R 

..... Pstrolin /Salvador, as 16:35 hso 

Os pes iros dev&~'M estar no Ae!'Oporto as 16:20 hso . 

..-- A:ry Pinto 

- Marou Vtnicius 

Decolagem 

star no A roporto ls l6aOO hs. 
• ~ • • I ~ 

!.iro Steokh 

Alberto Alva 

- Rafael Valentino 

2 funcion£rios d.a Guarda Pessoal de 1-ir. Mo Namara 



LUNCH HOSTED BY MR. DELFIM NETO, MINISTER OF FINANCE 
FOR MR. ROBERT MCNAMARA, ON WEDNESDAY OCTOBER 23RD 

AT 13:15 - AT THE YATE CLUB OF RIO DE JANEIRO 

Helio Beltrao Minister of Planning 

Jos~ Magalhaes Pinto Foreign Trade Minister 

Mario David Andreazza Transport Minister 

Afonso Albuquerque Lima Interior Minister 

Jos~ Costa Cavalcanti Mines and Energy Minister 

Francisco Negrao de Lima Governor of Guanabara State 

Roberto de Abreu ~odr~ Governor of Sao Paulo State 

Israel Pinheiro Governor of Minas Gerais State 

Iva Silveira Governor of Santa Catarina State 

Ernani Galveas President of Central Bank of Brazil 

Nestor Yost President of Bank of Brazil 

Ary Burger Director of Central Bank of Brazil 

Paulo Pereira Lira Director of Central Bank of Brazil 

Jayme Magrassi de S~ B. N.D. E. President 

Joao Paulo dos Reis lleloso General Secretary - Ministry of Planning 

Mario Bhering President of ELETROBRAS 

Lucas Garcez President of CESP 

John Cotrim Presii ent of FtR 'NAS 

Joao Camilo Pena President of CEMIG 

Cicero Sales President of COCAP 
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Marcus Vinicius de Moraes 

Jose' Maria Vilar de Queiroz 

Elizeu Rezende 

Sergio Bath 

Rodrigo Ajace Moreira Barbosa 

Ary Pinto 

Jose' Flavio Pecora 

Gustavo Silveira 

Oscar Victor Peterson 

Mario Trindade 

Luis Clovis de Oliveira 

Ambassador Jorge Alvares 
Maciel 

Milton Ferreira 

Isaac Lopes de Castro 

Rafael Adauto Costa 

Antonio Adolfo Manta 

Special Assistant to the President 

Advisor to the Finance Minister 

Dir e ctor ofD.N.E.R. 

Secretary to Foreign Affairs -
Planning Ministry 

General Se cretary - Transport 
Ministry 

Advisor to the Finance Minister 

Advisor to the Finance Minister 

Press Officer - Finance Ministry 

President of ALCOMINAS 

President of Banco Nacional de Ha
bita<;ao 

President D. N. P. V. N. (Departa -
mento Nacional de Portos e Vias 
Navegaveis) 

Assistant Secretary to the Ministry 
of Foreign Affairs 

Chief of Cabinet - Ministry of Planning 

Advisor to the Planning Minister 

Press Officer - Planning Ministry 

President R~de Ferroviaria ·Federal 



COCKTAIL PARTY OFFERED BY MR. LUIS VIANA FILHO 
GOVERNOR OF THE STATE OF BAHIA,FOR MR. ROBERT 
MCNAMARA, ON THURSDAY OCTOBER 24, 20:·30 - AT 
THE PALACIO DA ACLAMA<;AO, SALVADOR . 

Boris Tabacof 

Angelo C. de Sa 

Luis Prsco Viana 

Hilton J. M. Rodrigues 

Helio R. de Brito 

Lelivaldo Brito 

Victor Gradim 

Secretary of Finance, State of Bahia 

Secretary of Industry and Trade, State 
of Bahia 

Secretary of Information, State of Bahia 

Chief of Governor's executive office 
(Casa Civil) 

Private Secretary of the Governor 

President of the State Bank 

y 
Member of ''Reconcavo Development 
Comission1• ~ former President of the 
Development Bank 

}:) Reconcavo:· Salvador and surrouding 
area. 
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Number Number 
Type Total Cost (NCr. 000) Present Population Population % Presently Served of IDD!Iediate Beneficiaries of Ulti mate Benefici aries of a / Presently 

Project- Pop.50-l00 , 1)0() Pop. over 100,000 50,000-100,000 Over 100,000 Served 50,000-100,000 Over 100,000 50,000-100,000 Over 100,000 50,000-100 .P 00 Over 100,000 

A.ma~onav 15,800 232,000 1~,000 72.4 221,000 464,000 
~uz H&E 15,800 232,000 1 ' 72.4 221,000 464,000 

Goiat> ~·too 31,688 80 000 342,000 g-.190 25.0 1hQ_ 7~,000 307,800 ~£X2Q 750,000 
--xhapolis E 

' 8o!ooo ' 2>.5 7 ,000 ,000 
Goiana E 31,688 342,000 51,190 15.0 307 ,Boo 750,000 

Natto Grosso 14,500 §·~00 131,034 lOO,ti% 107,m 52.2 39.0 140,530 l09,ti2 441,000 :·o:n --Campo Grande E ,00 ' ' 39.0 ' ' Corumba e Ladario E 6,500 64,000 36,485 57.0 64,530 210,0')0 
Cuiba E 8,000 67,034 31,950 47.7 76,000 231,000 

l·!inas Gerais 24,WJ 10,140 2r,900 282,300 29§,500 27.0 80.6 la~·Mo 161750 5UIF 386,800 
Con tag em N I I. J 4.T J I 
Di vinopolis H 7,900 70,:JJO 61500 9.2 461200 1831200 
Uberlandia H 31540 1191000 721500 60.9 161750 1381000 
Juiz de Fora I&E 6 16oo 1631):)0 1551000 94.9 - 2481600 
Montes Glaros I 41120 661000 341660 52.5 1418oo 991700 
Barbacena I 21200 6616oo 271840 45.9 17 16oo 661000 

Para 
~~~9t0 ~~~·JF H~:~t 36.1 t+~:~~ 1,100,000 --Bel em E 

' ' 
]O:I 111001000 

Paraiba rr:m i~:m :·ooo ~ tto,ooo 100,000 --uaiiipina Grande E 
I 3 ' 100,000 

llio de Janeiro 54,~70 117091414 821,042 48.0 1 1367 1780 2,9~0,000 Barra Mansa N 100 107,287 - - 85,829 1501000 Duque de Caxias E 61000 2971346 2361721 79.6 2371876 5001CXD Nilopolis N 4,000 165,879 - - 1321703 2601000 Niteroi & Sao Goncalvo E 221170 7291974 584,321 8o.o 5831980 1,300,000 Nora Iguacu N 13,000 231,428 - - 185,142 400,000 Sao Joao de Meri ti N 81000 1771500 - - 1421250 3301000 

Santa Catarina 41800 z·tzo 561000 Iftg 1000 106,000 28.6 64.3 50 1400 1§§1000 ~000 300 , CXXJ Flonanopoli s E&I I I 901000 01:1.'3 ,00 300,CXD Lages E&I 41800 561000 161000 28.6 501400 1201000 

Sao Paulo 54 1493 ~,000 558 1000 ?J5 1000 6F,6oo 66.8 71.8 441,700 319,300 1,3001000 w,ooo -Campinas E&I ,000 1 l, -- b'f,I 2301000 I , Hogi das Cruzes E&I 91000 8h,ooo 501400 6o.o 63,000 170,000 Sao Carlos E&I 81000 6h,500 481300 74.9 541800 120,000 Sao Jose dos Campos E&I 61720 721000 431200 60.0 541000 2001000 Araraquara E&I 5,888 741500 5916oo 80.0 631400 190,000 Jundiai E&I 51000 1051000 8h,OOO 80.0 891300 3501000 Sao Jose do Rio Preto E&I 71800 851000 681000 80.0 721200 250,000 Sao Vicente E&I 91585 901000 451000 50.0 721000 200,000 Taubate E&I 2,500 831000 581100 70.0 62,300 170,000 

TOTAL 100,413 165~ 11091, 934 3 1811 1539 2,416 1616 46.3 50.2 2831100 2d40 1910 2 1456 1000 7,2351600 
50 13-JO - 1001000 5051035 
Over 1001000 119111581 

y N = New tystem 
E = Exten~·ion 

I = Im~>ro11emen t. 
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~OR'-' No .. 57 

TO: 

FHOM: 

SUBJECT: 

INTER!'lft. T!O~!lll D:V EI.OPME:\T 
t.SSOCiATIO:~ 

I NTER;' li\T!N:IIL Eli\~! ~< FOF\ 
RECONST~u~ T!O~ AND DE ~~ L0P~ENT 

·oFFlC~E 

Gerald Alter 

bfu\ZIL: 

!NTE~NAT !O~~L FI~ ~~CE 
CORPOF~ .t- Y I C• r-J 

,r / J,: 
---~~7- .. -.·· _·::~:~:-~ .... 

j . 

You m8nt,:1.oncd you1 ... int-erest in a discussion soo.a of our le:~d~_:t J.s 

posture vis.,..a ... --ris Rr.azil: .s 1-~ortheast.. Att?.c~.1ed is a bri::~f bac}.cgrou~yl 

note on the s P.bj ect. o I b2-J.ie7e t hD.t the folJ.o\-·ring co~clu.s:i..ons a:re 
consistent ·Hi ti th:"~s note: 

1 ~ Domestic re:;s ource::> for investme·c;,t in the area Ci.Te rela:t.i vcly 
ahu.Ildant 't·.Jhlle suita.bl e p;:·oject.s are scarce D.nrJ. hard to prepare~ 

2. .AID ~-nd JIJB hnve U? to no~·; pro•.'i.d8d. tJ:-..:.c oull<C of t,he ezte-:'1.13.1 
resources uhich the .:;.rea co~tld absorb. In tb:~ pa.sl~, ther,3 Ho:lid. n·.Jt ha .. ~~ 
beGn room ·for us to do mu.ch in th'3 area." As to t.h'3 fut.u.re, th~ p:cosps·~~ 
·tive restrict.ior..s on AID r ss0ur-ces, your decision t~ expz..nrl B~.1:!.·: C'·p8:·:::t
tions and, t -:0st i rn.po!·tant, the fact t~1.:1t c~.r 01·:-n pl'·'J ject p~ccpo.~·z.::.; l.o:i 
acti 't.rities should begin to bsc.r fruit, vJill e:1c..ble us ~.o b:;co:::3 a\~tXvc 
in the area. 

3. The selc~tion of projecte- f0r t..he Ba.n:.ct c: fi7e-yea~r letLdir!g 
proe;.ralil to Bro.zil ~-~'r.s ba.se.d o:-l th::::b.' s-:J.it.e.biJ_-i_ty ful' ach:i.r.;vin;:; c- ~·::l·· l.Z...?;b:_ 

_.]_erdin·:-t ob-ior-tilr-:">s . Out-::-:· ;:r:~1in:::" ~";"'r)n·-:· ti1 E;S'-> a~ ... ";) Q il 'l" d P3i'l' ··=> -j _ ' J/~l' ·~ ·--- ~-. .- ·,}''1 ~ ~, •)"'-".._, • Hk ......J V •· _ • ....,. . .. -~ . f.,.._ :·;:. J _ i. "'". _.., .-.-. ~ ..... . . -· ........ , ., 'Jwu. ' ~''..,~- - ·-· 
qt~.ckly to a conti1'!1..i.ation of p::·ice ::,nd eY~! 2"lge r:~ GB f1e~..:i.oiJ:l.t.y in c~n 
--:r~~-i,.~ ·~ - .;o ----,~~ c)'Y) ,-· ..... -cl-r- {.'; -("\~· c,,, .. ~, ..:t. T'8 ...... L.;~n + 0""- ~ ·-- ~,......e -.c,-- . !':) .. ·>#--· :t.. tt ... , .. .... . ~.1.-.c~v ... i.J.~J.;; ·· l ·.,.L ... J J.. : ..:: A, . ' --\ .t-lv · .o.!.ll- . .._ .._,_. -....- .. -.~-.L · l;.;.. .::• J_._;/ t.--;;_~ -~·;;; . ll ·. •'-.--: 

ti·:.n.sp,:..rt sect.oi' to h8l reduce the lart;•J }Yu.:Jj_:i.G sector rl '.;;;.f: : ··. c:. n-1. tL ·~ 
Co. ~o p- .!~ -i'Y'I-"1• - ~o-· •.. '='.,..,- .r.-· • ..., .. ,., -~ - Cf "r.d .:~ · ., ... "'l ., .. -. ·} .·. 3 .::-,:,,,.,_ ' n.;:,..,q...;.t::UlJ -'- ".o.J.. .;luJ.C..J.c .... i J.J-•• cl .. C.l.f:~ c. • .1. J .J.. 1 .. l.:..:.J.._.y_, OL.L-' riJ.S l V ':.-~•.,: ..... C 
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j 

Br2.zil ;.s depsndsn.e;c on coffc;s exi·~!'-Ls by ~ :~t.:2ns of the d.Gv2lo p.:-~2.!1"L c,f 
other agricul tur~l experts t'ilt..n t.hc b ::.~lp of E-.:.r:.l-:--f:i r:ancec~ 2-.g riclll~ ·~":. J.~.al 
progra._'",lS ~ · Hi trJ.n thi.s fl'~·"-:-'e ~ :ork, ~;·e ha.-;te bst:·n follol·riP.g •.!.p c::1 2.Hy 

suit-s.ble project lG.c..d in the 1-fort.hs.s.st. As c.. r·es-..lJ:t, or . .:::.>-·:"':i.tth o ·-~ 2-'200_ 
million Of OUl' p:rojcctsd fi~,;·e-j7"8!"l:O lending is S,:lviS::i.ged fo 10 r:J:ct}:-·:·32-~·t .. 

h. \,lh; le our p!'c.jzct p:!. .. epry.~·atio:-t eff or!;.s in t.he 1To-cth'3c: ... s -:-. r~~ "'!G 
thus largeJ.y teen gui(~.s-.d b/ t .h(-: diet.:: tc3 of uu.r o-I-2-.·c·?.ll lencli.~1g pol.i·:::: ~ 
~J8 hf:.Ve, !1C:Y0:.7CheJ.eSB, c::en qui to n_-;;2.r8 O:f: 'Ch3 a.d ..... /.2.J.t2.gt;S to o~; g2-i:'18\.l 
fron P2.nl~ as .scciation ';-:itl'-L t r,r3 1Y)QY.'~!St 2.rc;8. in th-::; co-...Jntr~-~c (-.J.2.to 
apa::·t. from tl::?. ec.:> no~:~ic .;:teLits or cl5_so.dv~J.nte.ge ·:: of t.he c.eYelop:·,.ent of 
tr-~e l'Jo l~~thscyst) :.)res ~::-nt P'~)J it::.~ .:?~1 fo l'cc s ~~J.~o ::·::: ;c ~::: ·~ ~2. :: i -t es~ 8:-lt 1.zl .i't":· :'~ 

tl:e Gc-:/2i~r.~s.~ .. l~t .~~ .. ~ zi-iO r,; g:l l=· rio:.,iJ(.::~ · ~~0 ·~1-~c 0.~~ -w-~lQl~ .. ~c~-~t {)£' t 2:.s r3~iC1 ~lc. 

TlJ.B BarJk t oo) ;.r :i~)l 2. ··.,::i..e;-; to :·2sol·~-::_ng ~G:~e. s : ··:': :_z?.l lY~~otl~.:.:-:".S oi' th-=: C.i.' ~~J . .> 

Il'...igLt r:::i.sh t'J g:.vo I:::c:::-:e.-:~e :!. ce to p::·ojec ts in .l.}:~. s I'-:o::·ths ~~ st if t:.:.eir· 
ecc•!:'J~.'Li .c I 'Ctl.:r:! c.~.:d. 5L~.it. :-?.Cil:.·t,~l .fol ... L!:·2 7?::·.·~ ... : ~~' s lsr~CL:t_rlc; !l ~i.., ~~. ;r:- ·:.1 c-~1··2. r~·o 

lr:s s than t bo se c;.f <.: ·:: :::~>3t.ine; p l'<.: jc:c ;~3 (~ l . .:-;b\J{:.~ r e :i.n ti·t-~:.: c-:·;.~_::t~:y ro Eo~ie; '/S:: , 
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for the next five years it is difficult to env1.sage, \.i.th total 
lending of $1 billion for Brazil, more than ~~200 million of lending 
for the Eox-thear:t;, if \-;"e adhere to tLe r~ajor lending objectives liste 
above. Even achievlng the $200 million level Hill require the 
identification and su'=!cessful preparation of many projects in di.ffi.cult 
sectors such as agriculturee 

Attacli.ment 

cc: Hr. Knapp 
Hr. Friedr;1B.n 
1-Ir. Ba urJ. 
Hr. Evans 
Hr. Hiese 



I. Introduction 

A d . l- f,.... . 1 + • . • +.. • • 1. CCOr' lng to tEe 0 ~J..Cl::t es vJJn:l.""C88, ps:~' cap~ V<-1. ~UCO~:le 

ll~rt~'>Jo is about one-ha ~ ·' '1e natior~al aver:. o-,:J of about '-1:17~ One 
a ') pect of Bl'azil t s long-tGrm grout,h has -...e~ v•,· .. : . ~- a cline of the propo:t."'tion 
of the population livin3 in the area. Hhile in ~J~72 this prop0rtion seems 
to have been almost 47 pe:r..,cent, in 1967 j_t Has less than 30 percent~. 
Largely as a result of m-,Lgrat,ion into :.he So-u:0h--Central a:t·ea, population 
in the Northeast in the past tuo decad0s bad continued to gl"'O\I more slouly 
tha..~ in the rest of the country~ On t h0 other b.a:o..cl., output. has gro~·:n 
some~·Jhat more rapidly. Cons equently, par ca.pita. L"lcor:le during ·t,he last, 
20 yea.rs has risen appreciably fast·3r than in the richer parts of Rcazil, 
even though a large gap remains. ---------... 
2. On.G reason for this elati vely favorable (1.1.rse of events in the 
last ~uo decades t.J8.s t ha-t parlo ..... · b!Ti;a ··J:E:e .radi t~i.onalJ.y have 
afflicted the Northeast hive not occurred since 19.58 \\[h8n ag:t."icult.ural 
losses of so.ri1e US ~->200 r.1illion uers sa.ffered. In the last feH ye8.r3, o t.hor 
reasons r.1ay have been. that clevelol:::r.1ent planning for the region h£:.s beco~1e A _ ~ 
more effective and that a l2.rge t.rc .... ?1·3fer of renources from ·t!:.e ~-nore , ~ 
de 1 a· ed "'a · ~ · ~ ~-· I. • a •. l" ,..., ..... · through the fiscal system is · q 
t 

, . , I 
aK+?g p .... ace. 

II • rresent Devclop,T!8Ut Plans for the Northeast 

3. The plight of the rTorth9a.st, cc: ~ne forcibly to the fore US'!..lally as 
a conseqt..:ence of a n~o.jo:r drou~ht_, of Hhich thE;rc \Jere six since tb3 tsgin
ning of this century. Until the 19)0t s, i'ede:r·a.l prog:r.a--ns to aid the North
east ll·rera l£l.rgely conct3ntra.ted on design and constrt1ction cf. hydra.u~ic Hor~s 
in an atteapt to te.:-Jpar or eli.Jlinate the ravages of dro-c..glrts ()n .agricultur.?..l 
outp1,.1t and incom~ of the region. 

4. In the early 1950 1s, national iilcomo ctccounts ~1ere pr8pared il1. 
Brazil for the first t5~1e. TI1e regional breakdoym of thG ~ccot~1ts gave 
UUI·lGrical e\1-j.de!v~e of the la:c6e gap in per capita inco;;.o bGt-:·;een t l-2.8 North
cast and the rest of the cotL'1try. Coincid.entally with t.he avail2.bi:!..i ty of 
this infor.:nation) fed3:ral p~~ot;rams in the l·roF-:.h3ast [:lD . .fted their CDfJhasis 
frot'l the prevention of inGo8.e declines follo~·rj .ng droughts i:;,o more co~pr .3-

hensive rcgione..l develop..~ent plar.w.!i!lg d~signed to c1oss the ir.l. C()~J:D g2.9 
bot He en the Nort.~e3.at c.nd t he res-:, of thr~ country. This shl_ft in 8iT:}?~:lsis 
found insti tu.tio ~-L?..l expression first in the c:-e?..ti'Jn of the &ru: o.f the 
Northeast in 1952 Etnd, r::ore j~::D:)rt?.ntl v ~ of t he .Superint.~nd.ency for the 
Develorx'lent of the Eort!1a.2 .. st (StTDEUE) j_; 1959$ 
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5. SUDENE uas entr-usted ui th the responsibility for Horld.ng out and 

. /_ __ _ 

executing policies for o·'.'-erall de ·rel.opr:1.8nt of t he region. D~velop:·aent of 
industry and agricu..1ture received pri.:nary a.t-tznt.ion in the successive -Ghrae- 2>~ 

~ ~~ year guiding plans executed b;;,r SUDZHE since 19ol. A fourth plan, co\ .. '"Bring 

I 

' '. 

the period 1969-73, has just been rele2.sec.l after appro"'.ra.l by t.he Congres3. -- ,~ ];, d 
Details on its co~np0sition and o!'der of priorities are not presently avail=l} LJ"J.:-.--; -. · , 
a?le; it is re?orted, ~oHe-~er, to incor~~rat~ incr~a~ing in:estr:ent.s in thW ,.-/~, .. 
f:Lelds of hous:Lng, sam tat,~on c.nd educa -r,:ton ~n add:L t~on to ~nfrastruct'.lre, --/ ;. ,~· 
industrial and agricultural projects. , ~ 

III. The Fiscal Transfers 

6. Until 1966 federal tax resources Here chan;.'1elled to the Nor-theast 

l .. •• 

(/// 
- --<-

through (a) ear.:narking certain na·t,iona.l taxes or specified prop~rtions of 
the;n for use largely by SUD:SEE and the E-:1nk of the Northeast; (b) revenue 
sharing betueen states and the Federal Goverument of some other federal 
ta.x:es (the petroleur:1, electricity and rdneral taxes); (c) pe:cn-li tting federal 
corporate income ta:xpayers to discharge 5o~; of their ta:c liabilities by 
investing in tbe lTort,heast in projects approved by Sli'DEI!E ( 11Art.icle 3h/l8 11 ). 

/ ./ 
. r'~ . : .. ... ~ .... ..... . 

I.' ·~ ' • 
_. . .. 

, "' ·-
7. The Constitution of 1967 abolished all ear· .. 11arking of feder<?.l · ·· 
budgetary rev·enues for sp~cific e~~ndit.ures, lli th .. t~e except~on of th~ .A-'~ ;--..... · 

petroleum tax (IUCL) and -che elec·Grlc pou-2-r tax (IUEl.'J ). At t_r:~.e same tJLle, -~ :_ .. __ _ _. 
it reduced the shc;~.re of the statGs and Jaunicipalities in th;; IUCL from 60 / 

,· 

percent to 40 percent. These changes Here mo!'G than offset, houevcr, by ./.. .... · _, :.. . ~. -
the other major innovation of the neH Constitution, the creation of t he 
Partic:L1')at.ion FuYld, Hhereby states and .nuni~ipali ties receiv·a - in equal 
parts - 20 psr~o:nt of tha federal inco;.1e and const~1lption ta.xes. 

....... '--~ . 

8. The for:;lulas by vrhich the IUC1, the Iu"'EE and the Participation 
Fu.L'1d are distribu-ted among sta t:!s have in co:.~:on a strong redistricu:ti vo 
ele.:nent since flhe poorer stat8s receive a far g:;:·eater share of the total ~ 
~str:i.b~t~d th~l'l the propor-t~on ~~ the respecti·v·c taxes generat.~d by ths:n.] 11 
Tnus, 01 1ihe l:t.kely total collect.J.on of IUCL, IUEE and federal J..nCOi";J.8 i:'. r:d 
consumption taxes in 1963, l ess than 10 percent v:ould originate i:1 the 
Northeast; but ovel" 35 percent of the tot:-\ls li1:Gly to be distributed ~-;ould 
go to the Northeastern states. In contrast, the states of G'J.anab.:.ra and 
Sao Paulo, vrl t.h 23 percent of the popti.lation c..nd about four ti::13s ths lror-th
e:aster:'l per capi t :J. inco:~e, ui.ll probably generate over 65 percen7. of these 
taxes, Hhile r0cci-;.--ing probably UJ.'1der 16 percent of the totals disGribt1.ted. 

9. T'.ne other n9.jor tax incentive provided by the Federal Gove::.""":.:.: ~nnt 
to st5.;nulate pri~:~.ce in-v·.:;st:::l2Et, Art,icle 34/18, has t;ro \·Tn rapid~~-Y in rsceilt 
years and has acc::i'•.lntsd for a r.~::~dest irJ.d.ustrial boo:a i..TJ. the £Tortheast a~ a 
ti.L"!le ~,rhen the bul:·~ of B::·~-zil: s in:"lustry - lo~?. t ed in Sao Pc..ulo - vas \J . .:.'l:i '~r
go"lng rzpeated cris8s. Alt2ough for so:-13 years Article 3l.r/18 i'u.t"lds a.cct;.~:-!'Ll
lated in the B3.I"lJ: of the lTo:r: theast ( E~ ffi ) at, c: faster rat.~ tho..n th8y could 
be utiliz,ed> t~G r <:;cent stBp~ .u.p ir.~. proj3ct ~pprovals by SUD3l.f~ he.s alr<:; 3.dy 
resulted i..l'l a r~pi-:1 c:.cceler~vcion in disl·Arrse~nent3. 

......... _ 
...-1, I 

·· . / ' 
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10. The L'ilportance of the various fed-sral transfers described above 
co.n be gauged from the fact that of the total of appro:d.r.:.-'lt,ely UDf;Sno 
million of likely 1968 tax revenues available to the Hort.heast, froG! all 
sources, almost 50 per·cent, -vrould ide the 

11. A complete picture of the Federal Govern.r:1ent' s fiscal relations 
t.dth the 1-:ortheast, caD:~ot be obtained ·uithout a · geographic breakdo;,rn of 
direct, federal expendj~tures. Th:i.s, unfortunately, is not available. 
Hot-Iever, some indication of the order of magnitudes involved can be deri~.red 
from the 1968-7 ublic invest.r:ent budget of th'e entire federal sector. 
Of the roughly ,5 percent of the federal investrr.ent,s (exclusive of cc:.pital 
transfers to local governments) Hhich can be classified by their geographic 
location, D.L'Ilost one-third is o be loca. ted in the Northeast o On the other 
hand, in 1968 much less than perc8nt of tho Federal Government's total 
current budgetary revenues are lil~ely to originate in the Northeast~ 

IV. Project Financin~ by Foreign Agencies _ 

12.. While hardly any foreign funds Hent to the Northeast in the 
forties and fifties, since the early sixties USAID and IDB have made 
special efforts to deo;elop and finance pl~ojects in the regiono AID maiu
-~ains a large resident rd.s sion of more than 50 persons in the Northeast, 
geared to technical assistance and project financing. By the end of 1967, 
AID had made more than ~~hOO .million of project loans in Brazil, of l7rtich 
about $75 million uas 3p8cifically for projects in t,he Northeasto Of the 
IDB 1s Brazil portfolio of $335 million,loans totalling about $130 million 
were -made for specific projects in tho Northeast . In adcl:Ltio:n_; fu.nrls from 
these agencies came to the lJ;')rtheast through ce:;.--tain industrial and agri
cultural credit projects covering the ent.ire co'!lntry. 

Limiting Factors 

13. AID 1 s project lending in the Northeast has concent!'ated on road 
construc·tion, electric poHer and industry. The bulk of IDB • s lending has 
been for electric po~1er; uater supply and seHerage; and industry. B:>th AID 
and IDB have faced se-t'Bre limitations in the extent of their lending in ·the 
Northeast and in the selection of sectors and projects for financL."1g., These 
~inrl.tations are described beloH. In ad1ition, the p:rospective reduction in 
AID 1 s ov~~:rall resources renders unlikely any e:-_:pansion in its lcndi:1g 
activities i!l the Northeast. There may even be a reductio:l& The projects 
being C?.~""t,i vely pr~pared by .AID for lending in 1968 do not. include a~y in 
the Northeast,,. As re.ga r"'ds the IDE, about $35 million of its projected. 
lending of $100 r.1illion in Bra3il this y2ar ~·io"C.ld be for a roc-_d project in 
the Nor-theast. As far as \-Te kno~-1, the IDB cu~::-rently does not intend to 
expand its lendin:.~ activities i.."1. the tbrtheas·t .• 

{a) Hc:.nagera-:;nt c.r;d. Orga:-.Li.~ation 

14. The najor proble~n i Jl p::.:'o ject finar1ci!1g in agr-iculture , edu~ation ~ 
ad t ~ .... +~-'- ·~ (':J. .... - ~· .-..!.-" -- + .r.> ~ -"":> "" , -~"1"'1~ · - ·-·- ) • . _,_ ~ t. r',., 1 - ~ n ru.n-=>por vo. ~.~ ..... on , ..... ::> ~LJ.~ L-lfl• .. ,. .. .L rc.-n po .~. ...... ..~.. anCl. J . •. t ·_ .. t .. u ...,ry J..n ~H1e ··~ .. o. e o ...... 
Brazil is a relati"~r~ly 1o'. ier efficiency of institutio::1s in fo n~nllat:i_:: ; C-L"ld 
executing proj c:cts o Ti1is l:?..s g-3n8T.:::Uy b3C~1 l!::>!'e 2.cu~e in t he ~IorthB2.s-~,. 

Project fi112.nciEg i:a t h ·:.:,se secto:rs in t.!.1e 1b:::t:!.-3ast h~~s to b:~ 2.~·.:;o£r . .:~s. ;1i 8 t·l 
by substan-::,ial ~>3dJ.nica,l assi3 · \.:.c.r~.ca i n the; o:cs<-·m.i z::lticn .:;.ncl. r2~n8.geJ.n-:::nt of 
pro~e~t institutio~s. 
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(b) , Ava:ilabilit.y of Pro,iects in Relation to Resources 

15. The large transfer of federal funds created a situation in certain 
sectors in Hhich pr ojects usre not avc..ilable for all the a;!ounts t hat the 
foreign agencies Hi shed t.o lend in this region. ~n sectors such as cduca:t,ion ~ 
and agriculture, considerable assistance in project preparation has to JJ 
precede foreign lendi~g.J 

(c) Lir:~~t~f Agency Practices 

16. Apart fro2:1 the above-raentioned factors, .!tiD has been rest.ricted by 
the lii:"'_i.tations on the extent of local cost financing it could undertakeo 
Hore than half of the total ~l!oi.L.~t of AID 1 s lending for Northeastern projects 
l-Ias for projects Hhera the loans vrere used directly for imports. 

17. The abov·3 limitations also indicate the measuras Hh..i.ch the external 
agencies need to a.dopt if, through their project lending, th13 expect to nalce / 
a significant c.on.t.ribution to the development of this rcgiono t iirst, project ~ _ V 
lending has to be preceded by subs.l.- _ · ial assistance in pr oject pr·epar~-0i~n, It / 
i...'tl me.ny cases H:ith a long lead tine ~ s~!cond, the agencies noed to be fl~:xible~ 
in their attitudes about the types of instit.u·t,ions they a.re prepared to uork 
w.L th. For exa.r.1ple, exclu.sion of govern~nsnt-o~tined institutions as cha.m1els 
for industrial finance uould a, ~~.::..tically excl11d.e thB age::1cies frorn contJ.~i
but,ion to :industrial expa.nsion Third, sectors such as agriculture o.nd 
transport ·uhere the need for institution bailding is t he grsatest. c.re also 
the areas lJhera t.h~ fo~"eign exchange cor iponent of projects is rela.tively loH 
Consequently, external fi..r1ancing agencies he.ve to be prepared to do a s~b
stantial ctr:lo~'1t of local cost fi.l'lDncing. 

· V. P.:oposesJ. B'lrJ: Ler:.ding in the lTortheast 

18. {9ince the beginning of the curr~n-t phase of lencl.ing in Brazil, the \I 
Bank has not financed a project in the Northe?.st .] In 0 7.lr concern to sup pori 1\ 
the Go7ern~;1ent s s progr-am for econor:d.c refor1n, our main criterion for the 
selection of projects h~s been ready avail~bility. Hence the concentration 
Oil: poo:;.;cr projects in the CBnter-·South region. Ho!'eover, th3 project prep2.:ca.
tion activities ·ue have promoted ou-tside the electric energy field are ouly 
now beginning to bear fru.i t. 

19. The Bank h?.s been as so cia ted 'tii. th an acti vc progl'C.:11 of proje v 

prepa re.tion in the Northeast as a par~ of ths Brazil Transp~rt Sur--lf3J. 1 A 
suustc:..ntial part of the Secoi.Yl Highi.·iay Construction Loan uill be for h.ig!i-:·:n.ys 
in the Northeast. 

20. industrial fin2.n.:;e He hav.a recent.ly had discnssions v;ith the 
GovernnenT. Ba~ of the iTorthea.st (E~·IB) on th3 pos sibiJj_ ty of a Ear:.k lo~n to 
fin::..nce t.he foreign exchange requirc.2_cnts of B~·B z s industria l f:i_::2.ncing 
p!"t.)Z: J.'8.trro A?:J. initial proble:.1 is t h:..t E13 ls fu·,-:d.s e-r a lent to :_jri\'·0:(,c ir~da0try 

at negative real interest rates, since the no ~.ri.nal interest. r~.t.es a.re 

/ 
/ 



5 

substantially louer than the rate of inflation. Such a policy ueakens 
rational alloc~.tion of fun1.s on the basis of t he econocic an:i financial 
feasibility of projects. He therefore propose to in,:;ist that the Horld 
Bank funds and the associated local r-asources be l ent to private i!ld-u.stry 
at realistic positive interest, rates. As part . of our investigation of 
the industrial finance project ue shall also look into the general econo .... 
mic justification of the industrial ds-.;elop:"i'lent curre.ntly under~·ray .. 

I , I /1 / 
21. \ve have also discussed. 'Hith SUDZN"R ssible irrig2.tion a Hater :/ )"· , ..... /,./ ; 
su ly projects and s l12..ll pursue tnem act~vely. At our in:L J_fr 1ve 'Y J.~JV) : ··~·.'( 
wil~ eA-plor~. ~he _possibility of ~.-f~_sherie~ project and oth3r agricu._~l. JJ '!_; -: . · ., 

proJects 1n ·c.ne liorthea.s~ . /-. ~ ;L;~~/ 
L_ ' ' I.~· ? 

22. Our -·:t.:-cnt,/ f~-~ - 1a~· 'lending progra'tl of $lo0 billion envisages 
lending of ab ~"{ $200 IilillJ ,_. for projects in the No:rtheast. Achieving 
this Hill raq· · · . rr;,a · ·· ncrease in our present project praparation efforts 
and uould be con; ·~ ... C·Bllt rrith the priorities and objectives of our lending 
program. The follouing table sho1-rs the project composition of our cur;cent 
progr:-arn of rougbly $200 million for the North.east: 

High Hays 
Recife Port 
Banlc . of northeast 
Agricultural Credit 
Irrigation 
Fisheries 
''~a ter St,.pply /Seuerage 
Education 

63/69 69/70 

20~ 
2~ i' 

so 

(US$ million) 

70/71 71/72 

25 

60 

72/73 

25 

10 

60 

Total 

70 
5 

25 
1.~5. 
7 
8 

40 
10 

210 

Projects listed as Q~dentified at the ti~~ of the tabulation of the 
5-;ree..r lending program. 

August 15, 1968 

) 
I I 

. I /
l i ... -~ . 
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Files October 10, 1968 

Enrique Lerdau 

BRAZILs Industrlalization Polley in the Northeast and Bank Lending 

1. ID the papett on the Northeast that was prepared tor Mr. McNamara 
on August 15, it was stated that •As part or our investigation of the 
industrial finance project, we shall also look in to the general economic 
justification ot the indus trial development currently underwaytt. Since 
the proposed investigation is meant to provide guidance to the Bank in 
formulating its general approach to a loan for industrial credit in the 
Northeast, it is important that there be some prior agreement on what 
the relevant questions are which the mission (scheduled to go in January 
1969) should try to answer. While industrial credit as such is no 
novelty for the Bank, the peculiarities of a regional program suppor-"~ 
by fiscal resources do present some unusual complexities, Wi.ch warrant 
a discussion ot what tha right conceptual framework is for a Bank opera
tion. 

2. We must start from the premise that much of the reeent industriali• 
zation of the Northeast would not have taken place without the fiseal and 
financial incentives offered by the Federal and state governments. This 

, cannot be proved r1.gorously, but both casual empiricism - discussions 
with Brazilian officials, industrialists and bankers - and a priori reason·· 
ing support this view. The incenti vas by main types • are : 

(a) 

(b) 

federal income tax exemptions as investment incentives 
(Article 34/18) J . 

negative real interest rates on induetrial loans by 
the Bank of the Northeast (BNB), a federally eontrolled 
development bank J 

j 

/ 

(c) industrial infrastructure provided b;r state govel"l'liiiSnts / 
(such as the industrial park ot Aratu.; in Bahia) • 

(d) additional tax advantages to firms established under 
Artie le 34/18. 

It is my impression that (a) is by tar the most important one, 
followed, perhaps, by (c). 

). It one accepts that such incentives constitllte subsidies paid 
by the eol'lllllUllit:y at large, ·questions on economic justification ean be 
grouped into questions r ega.rdi.ng the transfer or l'esourees to make the 
investment i tselr and questions r egaroi ng the possibility of rutu.re 
aubaidy needs der-iving from tho particu..1.a..r structure ot the investments • 

••• 
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In ·both groups, or course, the overriding criterion will have to be whether 
the policy pursued presents a viable long term development strategy tor 
Brazil. as a whole. 

h.· Little need be said about the general. question ot whether l'esources 
shattld be channelled trom the more prosperous to the less developed parts 
ot a country. This is a national. decision not very different from that 
or foreign assistance programs at the international level. (The objections 
sometimes raised in Sao Pa.ulo t4 this poliey also have their international 
c_ounterpart). If instead o£ granting tax exemptions the federal govern
ment spent the same amounts on public works in the Northeast, the question 
would not even be asked. There 1B, of course, a general fiscal question 
regarding federal revarue and expenditure levels, but tr.is could only be 
linked to the Northeast question if a.lJ. other revenues and expenditures 
.are taken as given. In the present context it is thus not directly 
relevant~ · 

S. Once the present syste is recognized for what it iss an attempt 
· to use public resources to develop a backward area, the main question is 
one of efficiency. There are known to be high yield public sector invest
ment projects in the area .. some roads for instance seem to show very high 
rates o£ return .. but it may well be doubted that on average the efficiency 
of resource utilization of the public sector is as great as that of the 
private sec·tor. Thus the scheme by which ontrErPeneura interested in 

-· profits are the users ct the public investment funds cannot, !. prio~, 
be preswned to lead to a leas productive .. i.e. developmental • use of q 

capital than if the public sector had determined their lllle directly. · Inl 
view of the · m - d some federal insti• 
tutions - rt ast I would rather expect the oppvu .. ~o.vv 
the case .• 

6. There is, however 1 one important distinction between public works 
and private use of public resources. If a road is built it imposes approxi• 
mately the same .future gross burden on the community (maintenance expendi• 
tures) when its rate of retum is low as when it is high. If, on the 
other hand, an industrial enterprise is built up, the future burden on 
the community may be great it th8 firm is unable to operate efficiently. 
The protection (or direct subsidy) needed w:Ul be a long term drain on 
community resources. !--ioreover, its incidence ma7 well be counterproductive: 
the beneficiaries may be Northeastern labor, but i.t the firm produces for 
the local market and needs protection against imports frorn the rest of 
the country (or world) the consumers bearing the burden will also be 
residents of the region. 

7. It would thus seem important to obtain a clear picture ot the 
pfofitability of the ent.erprises already developed under the system and 
of the criteria used £or determining how the authorities respond to 
awllcations under Article 34/18. It seems that each project ia subjected 
to two appraisals 1 the firs t o:ne on economie grounds by SUDENE and the 
second, on financial and creditworthiness grounds 1 by BNB (s ince benefie1.ar1ea 
also become mm borro~rars). 
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8. It would seem important, in this connection, to make an assess• 
ment ot the sensitivity ot the profits ligures to dif':ferent inte~st 
rates. 'While far from conclusive, this analysis shouJ.d give reasonably 
good answers to two questions regarding the, e£ticieno7 ot the present 
BJ'Stem.S 

(a) ha8 the BN.Bts practice or granting loans at negative 
real interest rates :for financing :fixed assets led, 
to unnecessary subsidies to investors who, being 
beneficiaries or .Article .34/18, needed no further 
inducement to invest? If so, it may ha.ve mis• 
allocated scarce public resources J 

(b) has BNBta practice of granting working capital 
loans at negative real interest rates resulted in 
investuonts that would show current losses without 
this subsidy? 

9. Regarding the economic evaluation criteria used by SUDENE, 1 t 
would be h '1portant to know whether employment is given such a large weight 
t.~ t projects are approved which are justllied onl.;r if' the opportunity 
coat of lalxn• is counted as zero,, but wh.i.ch need permanent subsidies 
when they have to pay the going wage rate. rr so, this practice would 

-· raise difficult problems for Bank participation, since it would mean that 
the Bank would have to lend for enterprise-s which require permanent 
subsidies in order to be financially viable. 

10. Besides employment, other questions regarding the development 
impact ot BNJ3ts industrial projects are the degree to which they depend 
on inputs produced in the region, the degree to which they depend on the 
protective eff'ects of the inefficient railroad and coastal shippi~ · 
services (and their vulnerabUity to competition once domestic transport 
costs come down) 1 and the degree to which pro.fi ts are rein-vested in the 
region (important since moat or the ownership is vested in the Center
South) • Uo t all or these may be directly relevant to the Bank t s lending 
conditions, but t..iley do all seem. to have a bearlng on our approach to 
the project 1 i.l18SMUch as they are the basic ingredients tor determining 
beneti ts and costs. 

cc .. Messrs. Carnemark/Ballesteros 

ELardaut tg 
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October 9, 1968 

Note on Recife Port 

The t in Brazil after Santos 

and Rio de Janeiro. For the Northeast it is not only important from the 

point of view of international trade, but also from the point of view of 

the substantial coastal shipping with the more prosperous South. It is 

run by the Recife Port Autho~ity, an autonomous entity of the State of 

Pernambuco, under a concession of the Federal Government. 

Annual tonnage handled presently is about 1.6 million tons. 

Oil ranks highest among the commodities handled (38%), followed by sugar 

(31%), food stuffs (17%) and general cargo (12%). 

The Port was studied as a part of the first phase of the 

Transport Survey. The Survey's findings include a forecast of traffic, 

which is expected to increase b by 1976. The Survey found 

that existing physical fac· · · 

cope with this increase in traffic and recommended specific measures to 

remedy the situation. 

The Government's 3-Year Plan of Action, communicated to the Bank 

in connection with the highway loan, includes a program for the reorgani

zation of ports. The Ports, including Recife, are to be set up as 

corporations with representation not only by municipal and state interests, 

but also by business and industrial interests. For the reform of accounting 

and tariffs, the Government proposes to engage consultants to implement 

the program, including the introduction of commercial accounting as a 

basis for tariff determination. 
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The investment program for the Port of Recife, emerging from~ 

the Transport Survey, envisages total investment by 1976 of about $40 ~ 

million. While a substantial part of this program would be financed 

from the Port Improvement Tax levied on all cargo passing through 

Brazilian ports, external financing to the tune of about $10 million 

would be required . The project for external financing could include 

construction and improvement of quays, storage facilities and acquisition 

of equipment for the handling of goods. A Bank mission will be in Brazil 

in October/November to discuss, among other things, a Bank loan for the 

improvement of the Ports of Rio de Janeiro, Santos and Recife . 
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The Governor of Bahia may raise the question of Bank financing of a 
steel plant in Bahia, USIBA, and of a telephone company, TEBASA. On 
these, two recent memos written in the Bank are attached. 

c 0 p y OFFICE MEMORANDUM 
TO: Mr. Gunter K. Wiese DATE: August 29, 1968 

FROM: M. A. Saeed 

SUBJECT: BRAZIL - USIBA Steel Plant Proposal 

The USIBA steel plant is planned for a location near Salvador 
(Bahia), to produce flat products. At the time Booz, Allen, Hamilton 
conducted the Steel Survey the estimated cost was $L7.8 million to 
produce 80,000 tons of tin plate and 58,000 tons of sheet products 
annually. The proposal, however, was undergoing extensive modification 
at the time of the Steel Survey and, consequently, it would now be 
necessary to collect up-to-date data. 

The Steel Survey's conclusion was strongly against building 
new plants for flat products. The Survey showed that, as far as the 
flat products were concerned, it would be far more economical to roun 
out and expand the facilities of .the existing large plants (COSIPA, 
USIMINAS and CSN) than to build new ones. The estimated cost for 
rounding out the plant capacity was about $135-$196 r ton of ingot, 

_.and ~25 for e The USIBA plant prop rg-a:l nas a preliminary 
cost estimate o er ton. 

USIBA p~oject would be suitable for __ ,._., 

financ'n However, since the project has been modified since the 
Stee udy, and estimates for the latest proposal are not available, 
you may wish to ask IFC to look into the project. 

MA.Saeed:sh 
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Sep·'ta:ADV 27, 1968 

On September 2S ~. Eitel Riszoni, .Julio A.. H. Coutinbo, 
Gordon tt. Sharpe ot Page Cemmm:lcations and Jtt.easra . Geraldo Dannsarm and 
Vicente Noguoi.ra Filho o£ I a visited the Bank to inquire about .&nk 
financi.ng tor T -•a d1 tA expanaion pr · • 1be7 tr.tet Messrs. Wi n 
&ad. ~. 

feb - Tel~ d.a Baht S .A. is pri vatoly owned. talepbcne 
c · erving the State o~ Bahia. It w round.ed in 1959 .and started 
opera.tiono in 1962. 1ba company • u con . ssion on all telecowmmication in 

State wu roceotly validated b1 the Ftldenl Gove t for a period ot 
601 . • 

base 8 preeent c.apaci ty ot 20,000 lines is g tully 
v.tllL"lod and P- Commnica:Uons bas assist in preparil'w m expansion 
pro tor t.llo next ·three y u • It ~ill double presmt line capr-ci tJ 
aDd in terce at- by maana of mierwav $0 ci t1 iD the Sta • TlvJ total 
CCta t ot the progna 1s ea't ted at tlS$60 m.ill1CD o! _ wbicb . US$2$ 

--._ m1111oa would be in .toreign excbmgo. The progr W.d £intmc d as 
1'ol.lowst 

Advances tor 

6 

1 

8 -21 

bt -
Long- . . debt 
w obtained 

E!d.stinlif u ets amount to aom USfo mil 11tm, tUmc.et entirol7 
ba.c d by equit.y. 1he debt/o.:tuity ratio inc.lu~ting existing equit7 llould 

60:40. ThiJ debt/equity ratio in respect ot n&'#l investa3nta would ·be 
approxj;ataly 2 to 1. After the construction is EiniohGd, snotb1 r 
VS$7 mil.liOll pa11l®t.a by us rs ;rould. gr. dua)1J i.Dcreue equit7 and. ttm.a 
d&cftt tho d . tl «lUi ty ratio. 

Mr. ·'iese pointed outt · t ~ Bank ao tar bJtd not, been asked 
b7 the Drezillan Gowrnnvmt. to pronde fin:mee fo~ tho teleeomr:urdeat.ionf.j 
sector and th ~t th Btmb: 's Current 1 ldi%3 .. pro did not inel t.ele-
ccwannfcati(Jna. Inclusion of thl. seutor in + u!l'Uk~ 3 progrma ~culd. have 
\o ba prac~J.ed by a dist::t) .. ~sio 'ba ~san th" Gov~t'lmnt Mtd the Bank on t 
opportunity ec-at a.~d .justi!ic~ltion of well . s p. lf the B~nk aubs . ,.uootlr, 
war to 1nitiaw eonsidt~F.ation ot tele~~J.nicntioo r~oj-act.,;, it, O'Ul(i 
probaoly ~uire, int~r ilia, s~ type f."l i - -~~t-t~l' plan !ot,. th.!\., sect-~r 
~ U> t.h:J Ott~S al7it'1af.i.] ~~iittJ.n--:- fG:: ·k·lk~ ::·::('/-if~? ~ ... :l tl.,_f.~I;."'rt ~~~tl}:t~ .. 
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Jbt. 1l1z ord e"te4 that, Ccntel had vo 
tel.ecormam1cations. a vhich could be ccnaid more 
thaD autor plan t invea t prioriU • 

out a •code of 
a pol1o7 pla 

Mr. ~ ed.d. t.bat M unde tood 1\lll7 the Bank's 
poaition and that vonld inqUU. io Rio iiho ~ tM Oo~t, lM114 
eorudder reqn.t.irur Sank ae ist.anae in the ~ caticoa e-eoto~. 
H envi ed, however, tmt conai able t:im.e might pass bei'ore "tbe 
Qo. t, VC11.ld cb arrJ deciaica lUld t.hat therefore he would probabl.J 

to tum to o r 1 - , alizing t urcenc7 ~ th1 expu18icn 
P~· 

c. ksbYp 

001 Mr. Hitt&udr (Project. ) 
• ·~ • ( 'Ra ) 



October 9, 1968 

Note on Highway BR-324 

The Governor of Bahia may raise the question of Bank 

financing of Highway BR-324. 

The project comprises the construction of two additional 

lanes on the last 32 kms. of Highway BR-324 leading into Salvador 

and connecting it to the north-south trunk routes. The total cost 

would be about $10 million. Traffic counts show very high average 

density on this stretch - as much as 8,000 vehicles per day in 

certain parts - and, prima facie, the project has a hi h economic 

priorit~o Its feasibility has been studied as a part of the second . ~ 

phase of the Transport Surveyo Although the detailed report is 

still awaited, indications are that the highway would be suitable 

November, will discuss with the State and Federal Governments the ---------steps, including detailed engineering, necessary to bring this and 

other highways in the second project to appraisal for a Bank loan. 

A problem already identified is the alignment of the highway in the 

vicinity of the Aratu Industrial Park and the access to the highway 

of traffic originating in the Park. This will be among the questions 

to be discussed by the Bank mission with the Federal and State 

Goverrunents. 



July 1, 1968 

Gunter K. \-Iiese 

ssible Ban 

During our reconnaissance tour of t he n rtheas t, Ml.·. S!'libusawa. 
d I snen., Ju..."'le 17 in Fort.aleza for disc ssions th t..~e Bank of t he 

orthea-st (mm). ~.Je mat uith Dre EubPns Vaz d Cost-a. , Prasid~nt cr the 
bw.J~ , ad l!essrs . Ui son . landa and ~!alter Queil ~ Dir!:?ctor and Deputy 
Director, re.. . ecti vely, o£ the Industrial Invest.nwn·t Cr0di t Department 
( called CARI!·O. \·!a al5o et 1d. ·. .. the head of' the division GDDraising 
in'lustrla.l projects , 1 • lfut lo Pe-odigeo . 

fr . da Costa. e.xpl ainad tbat B1m •s present pipeline of' applica- ~ 
tions .for long- te .. indavtrial credit consisted of over 70 projects lvi th 
a tot~.l cost of ~roz.irnutely $200 nillion. In the case of th'""' average 

\ projects~· 5C% of the total cos·~ 'i-iou1d be financed by equity contributions 
'nder 1.ta:.>T 34/18 and another 25% 1·;ould be equity raised by t he 1 onsors 
outside of 3u/l8. The remruL~~g 2~~ of projeet cost would e covered by 
lv~g-term nredits by t1e BiiB .. Such loa~ h~uld be on 8 to lD-year terms 
an at about 14% i r terest l-rithout monetary corrention, except :J.n cases 
vhere loans would be convertible into forei~ ~xchange t~ pay fo r i mported 
equinoont. I n t he latter case , both arr~rtization g,nd int?res t payments 
\.l'UUld be fully adjus·ced in casg of exchange r ate davalttations . 

The $2CC million i..l'l "ustrl.al p:rogru. to be financed in part by 
t he B!ffi would prvbably r equ.:re i rr.;?orts of equip~ent valued at about $20 million. 

- - -Al.rrlOst all of th:'!>sa i m;>orts l.TOuld have to corne fr-ox '.Ehrone or J.:1oa11. For 
this reason BUB could not hope to obtain financing for these i mports from 
the AID or t he I DB . To be SUl'*e , some of the equipment could be financed 
by s~liers cr dit.s bu"c,, given the f act that n.ore th~~ 70 projects uere 
i nvolved , indivicual consit:nments w-ould be small and the terns and .. in1jerest 
rates therefore were expected to be quite unfavorable. Soma of t his equip
ment could probably be procured in Southern Brazil at substantially higher 
prices and significantly l ower quall ty. In t hese ej.rcmustances , B1ffi would 
like the B.a_Tlk to consider l ending some $20 million to BN'B to cover the cost 
of irrport~ required for the $200 million industrial program referred to 
above. 

I explained to J:-b- . da Costa that in order to enable the Bank to 
seriously eonsir er such a loan, the Bank trould probably· have to be satisfied 
on four counts: -

(1) 

1 .. 

(2) 

(3) 

That 1 t would no·t be possible to finance 1u~e equipment 
in question ~rough a privata intemediary; 

Tnat the mm • s industri 1 project appraisal :md supervision 
, chine .. ~as demcnstrab1y go-od; 

_mt :~e indu t alp~ ~.c-a~ .,Jhich · IBJD loan ;o ld h_~., 
to finance would, by and large, ccnsist of financially sound 
projects with reasonably good econome justification; and 
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( 4) That the lEi loa.,_ would not help ti.nanee a progr 
lmich trould b~ partly fina.t"'leed by dtlmestic credit ranted 
at n~go.tive intn.resv rates, <1s presently e isaga • 

As re ards th.e first poi! t, I bell 'tre that a case can be n1ade 
that the Bl1B is the only rE' !lSC.nable ch . nel throu f:" l · .!ich ..... xtsl"!lal lendL~g 
agenci'=':S co '1 he ,r.> finance the tL •"'OlO';,)men"' :t ,edlu.m- scal i:nck stries 
i n Brazil's nort Le~. s·t . Tho pri ve.tc '?irmnce co1 roJ.es f Br '3il gener- y 
do n?t o,arate in th.., nort c . ..,t, quite ~part, frora the f'act that t...ltey are 
r.10t yet really in the long-ter.. l ending business . 

As re~rds point 2, I . cpent alr.¢st an entire afternoon re
vieuing ea:mplei) of 1ternal ap~ raisal r?~orts prepared by CA.PJH. I have 
the irrpression that t.Y}e quality of their -;rork, at first glance , would 
justify allocating staff time o£ the t.Jorld Baruc group to further probe 
into i8 1s inten1al decision-making processes . 

As to the third question, I have indeed misgivings . Looking 
over m,m' s present len -term if! t.lstrial portfolio, I concluded t .:1at pc.:·h s 
only 1

;: or 1/3 ot their operations 't s bse:t li '"ed to plants t-Jith obviotls 
economic justification and consists of SU!}h ob 'ious ~_.~portuni ties to 
ubsti tute ir.r;Jorts fro. the south of ""'· azil 1-rl. th relatively high trans

portation costs as breweries, eo.ft drin!ts , vegetable and fruit canning 
and lot-r quality textiles based on regionally grown cotton. Art..other 25;' 
of their portfolio aaemed clearly q-uestio..Yl..~ble even in the ey .s o:f mm ' s 
present management , sil'l·Ze it includes relativaly esoteric electrical ,and 
chemical plants n.ot based on re~oually ava.ilabl~ re;t material . The r 
ma.inin :) roughly ?2 of their present po_•t.folio and their pro:_oosed investments 
consist of projects ·.vhich I felt unable to judge even intuitiv.c::aly. In 
t eras of their econo!rlc merits I deem it nee essary ~or a Bam Group tea 
to spend considerable timo probing into the economics and firuu~cial prospects 
of projeets in this category before soma reasonably reliable conclusions 1 
on the quality of this portfolio section could emerge . - ! 

As rera.rds the fou rth :ooint , I would ba avera a to recort!nendin~r 
to the Bank to procead with ~1e connidaration of .B:ra ' s loan request unless 
the proposed cruzeiro loa..'ls by t he B!iB of roughly ":,30 million were to be 
ada at positive intere t r ates , i . e . , with· full monetary correction. 

Without such correction it would appear that the subsidy elements in the 
financing of t he program -would be excessive, given t he f act that the 
financing of. 5C% of the proeram under 34/18 already consists of capital 
which cannot a.f..&.ord to be demanding in terms of dividend expectations for 
tear of r everting to the Federal Treasury. The Blffi off'icial.s conceded 
that without 3h/13 . ost of the past a.Tld proposed industrial projects in 
the northeast would not have raa terialized or, r espectively 1 would not 
go fortiard . Unquestionably, basic industrial investment conditions in the 
northeast are less f avorable than in the south for wall- kncnm reasons . 
~reover , existing legislation pertaini..Tlg to the revaluation of assets in 

llrazi1 1s li.i~y inflationary environment permit enough leeway to t he 
individual fi.rr.l to sho~-r. · paper profits even though in r eal terms annual 
results rray be negative and r~sult in equity erosion in real terts . ;m.en 
I enquired ~ o;,t the pros,ects for c ha.r."'l,~inJ B~iB 1 s nre~ent i .ru:1:.strial ler~in.£' 
o ioie and int ciucL"'lg -. _ tar:r corre~tion i! heir e u .. eiro lear~ 

.' 
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(parha.ps coupled '\>1i th a. r.-:.ciuction in · the n minal interest r ~te ) I \!.'' 

told th3.t t-he political obstacl ~s confronting such a. chan~e rrere indeed 
formid::;.bJ.e . The best O!!e could hope for 'Has to raise the present nominal 
r at of 1~.·.:~ to perhB:ns 2Q"b, but e en that 1rould taka c nsiderable poll·tical 
mml~uvering. 

!n t.1cse circumst..:mcea I · x·ecom~nd .grdnst ou.r sending an explo:raot 
a tory I.F'C m"issi~n to ~ortal.eza 'Hi thout our fl.rst reaching nn understanding 
wl th t e Pcder-al GovernnPnt on a chan:;e in t.he long-term industrial l ending 
pollcy of the b_ffi t the eff~ct of introducing mon~tary correc·liion in·t;o 
their crt zeiro 1 ans. Di3cussions on this &Jbject could be held by yon on 
t he occasion of your !orthcm'llin . .J visit. to Brazil in September. In the 
even·t !·mt t~e }l,ede .. al authori tics at tJ1at ·viraa \-Jere to appear· ·"iilllng to 
roa~ra the aforer.1ention.ed chm1ge in O.:. ~er to pa 'le the way for a Eorld Bank 
loan to B:<!B ., \l!e should i, J:tediately reqvest IFC 1 a Development F':tn.s.nce 
Corr~· nies Dep t.rtm~nt to se_ d a recon..""l.dss~--we mi~sion to Fort..'lleza for 
about t"tlO to tL1ree r, ee~S e 

Ple~ze u1dicate to me , at your earliest convenience, lihethnr 
you concur_..:ith the abo e recorrffilenda.tion. 

co: 1-iessrs . Dla.roo11d 

GWiese/vs 

R. Garcia/Patterson (I!i'C ) 
Sasso on 
S~~busa~a/Carnemark (o/r) 

.,. 

I 

r 
f . 
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1968/69 
Baric IDA Total 

rowER 
Volta Grande ( Cemig ) 25 25 
Porto Colombia (Furnas) 25 25 
Marimbondo I (Furnas) 
Marimborxio II (Furnas) 
Southern Hydro 

TRANSPORT 
Highways I 25 25 
Highways II 
Sao Paulo Beltway 

. Ports (Rio, Santos, Recife) 
2 Addtl Transport Projects I 
3 Addtl Transport Projects II 

AGRICULTURE 
Santos Port Storage 
Agric~ tural Credit I 
Agricultural Credit II 

INDUSTRY AND HrNI NG 
Iron Ore Ex:port (Hanm/ Antunes) 
Steel ( Cosipa) 
Banco do Nordeste-Ind. Credit 
Private Financa Companies 

EDUCATION 
&iucation I 
&iucation II 

SANITATION 
Small City Water Supply 

UNIDENTIFIED 

TOTAL 75 75 

1969/70 

LENDING PROGRAM 

FIVE-YEAR FO~AST 

B R A Z I L 
($ Million) 

1970/71 
Bank IDA Total Bank IDA To tal 

50 50 
9J 50 

50 50 
50 50 

30 301 

5 5 
30 20 50 

25 25 

25 25 

15 15 

50 50 - . ~ 

1971/72 
Bank IDA Total 
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Mr. Gerald Alter 

Gunter It . tiieso 

mAZILa. Status o~ preparation t or Loans 
to be signed 1n fiscal 196900 

Oetober 8, 1968 

In accordance With your request, this 1B to infora you on the 
status ot those loans 1n the tive-yaar lending progru which are to be 
signed in l969/70t 

1. !~O Million to FURHAS £or !1ari:nbondo HY9!2 

The project al ready bas a timetable Vhioh provides t or lbard 
approval in Deca'nber 1969. Preparations by the borrower for app,.-.aisal 
in Apt~ .1969 are proceeding on schedule. 

2. $-5 !'~lion tor· a.ntos Port Stora~ 

A timetable already exists providiru"! tor apr>raisal in Dee bar 
1969 and ~ard appro\'"3.1 in late Ju.J..y 1969. Recent dovalop.11ents i ndicate 
t hat the project is likely subject to substantial slippage . EJ.IDE baa 
perfo ,. ad poorly in terms o£ guiding t he proj.ect pl"eparation despite 

_. sub;jtantial assistanea on our part. A f eas ibility study has been 
· pre ~ . by US con.."mltanta, which :LCJ ot poor quality. On top o! this, 
the Governmen:~ so tar has been unable to m:alce a c:Weision on the location 
ot t ne silo inside the port area. There are tvo alternatives with 
major d.i.t~erooee _ i.n tems o£ t.he ~..mplications tor the cost be-nefit 
analysis o£ t he project. and in teru ol tha time necessary to complete 
the project . ~~Ja have ofi'ered BNUE to send a Bank mission in early 
Novenlbar t-.il:loh would try to fi-ll in. the gaps in the feasibility st.udy. 
~]lis 'ms before learned that tha question o~ the location of the 
silo eontinues to b0 at, issue between various Oo~.rn.'irent agencies . 
We have now c=oncluded that such a mission would be fruitless so long as 
t he site of the silo i .tz undetermined. I n these cireUa11stances, I have 
asked Mr . Husain to re'V"'.&.ew the situation or the project with BNDE later 
this mont.'l and to t"tltum W'ith a r0comftlelldation aa to the proper oourse 
ot action :for· the ~"'lk to taka . I am beginning to wonder whether, in 
tJle circumstances, it might not be most appropriate to eJ., mj nate t11e 
projev~ from the five- year plan for thG title being. It i s likely to be 
subj eet to substantial slippage tor reasor..s already out lined and also 
because several. Government agencies in Brazi1 are dis~greeing on 'Who 

10uld ba tha borro't-ter of a. Bank loan. "loreovar., success!Ul eomplo"a.;ion 
of project preparations will require substantial manpc:nier input by tha 
Bank, l»ilicll I do not deem ~jttst:L.~ed, given the &'!all size ot the Bank 
loan in relation to our· othDr activities in Brazil and the halt- hea11ied 
attitude on t he ·part o the BriDE. You ma:y recall that in its present 
f orm the pro,joot is a s. on ll s i dual o~ a larger one w set OU'li to 
prepare t hree years ago ~ In any e .nt, I shall ap1 roach you with a 
more OJ l~- f"6.ao11.lmeJlda.t. i.on ot the project ~teA. .. ~~. h"usain•s return. 



3. $$0 l41Uion tor Roads. 

A Bank mission will visit :BrazU during the second lt of 
this month to complete the id.anti.tication ot the project and prepare 
. timetable ot the steps preceding Board presentation. The monthly 

timetable will be started attor its return. Present prospects ar.e tor 
expeditious processing ot the · loaD. 

A Ban.'t mission will visit Braz.i~ lata this month and early 
November to eoraplete the identification of the project and prepare 
a timetable for Bank: action. Untll the return of that mission, our 
j t.tdgmen:t . on the t1m:l.ng elements affocting the proposed loan must remain 
tentati a . 

). $2? l·L~}J!pn fo:t: .the l3a.nk of' .. the Hortheast 

.A Bank/!FO mission is sehedul.ed to visit. Fortaleza in Febru.ary 
of next year. Prospect · are good that a .tim timetable cw.n be developed 
after its return, hicll uld. env".lsage the signing ot the loan before 
mid-19?0. 

6. $30 Million £or ~n~unes Iron pre Export ProJe,ot 

Variou discussions prepara:tory tor ppraisal are proceed:i.ng 
actively. The sponsors are present-ly visiting £\trope to si€11 up potential 
purchasers o.Z the ore . · -e are discussing With the spo11sors next week the 
terms ot reference fo1• feasibility study on the project Which would take 
tour months . All steps necessary for appraisal shoUld be completed by tho 
rddrne of next year so that. nresentation to the Executive Directors wou.l.d 

fiOStd.ble be£ore m.id-1970. 
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I. Introduction 

I CONFIDENTIAL I 

1. The Committee met on July 29, 1968!/to consider the Economic Policy 
Memorandum on Brazil prepared by the Western Hemisphere Department (EC/0/68 -
70/1, dated July 12, 1968) attached herewith. ) ; d ___ '--__ 

II. Five-Year Development Strategy 

2. The 1~estern Hemisphere Department representative said that the pur-
pose of the lending program, recommended in the Memorandum, 1'7hich Feared the 
amounts of lending to the levels of economic performance achieved, was to 
harmonize project ~ending to general economic performance and avoid all or 
nothing alternatives. It was recognized that in the medium term the most 
that could be hoped for was a modest improvement in performance, but, by ~ 
holding up the prospect of a substantial lending program linked as it was 
to specific criteria, the Bank's influence in securing better performance 
might be greater than hitherto.1 

3. The thres criteria of realistic exchange rate and~ric· 
policies for any Bank lending to Brazil assumed no sharp e erioration in 
overall management, such as a complete breakdown of the stabilization effort. 
It was emphasized that the other additional criteria for the second level of 
lending , although applicable only to particular sectors, also had general 
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economic significance. Some 40 percent of the lending program was in trans-) 
port, and would thus be tied to sectoral issues, like the railroad deficit, 
which were also of major economic consequence J 

III. Creditworthiness 

4. It was stated that a realistic exchange rate policy was a necessary 
but not sufficient condition for creditworthiness and that, bearing in mind 
previous debt rescheduling in 1962 and 1964 and the possible trend in the 
debt service ratio, satisfactory debt management also ought to be given 
particular emphasis. The Western Hemisphere Department agreed, noting that 
this was implied in its evaluation and recommendations. The forecasts of 
the debt service ratio referred to total and not just public debt and were 
based on assumptions which had only to vary slightly to make a considerable 
difference to the ratio. 

5. In this connection, the IMF representatives noted that the Brazilian 
government had improved its debt management in the last few years, and the 
Fund did not regard it as an immediate problem. They had made comparatively 
little use of the Fund's credit facilities, preferring to remain within the 
gold or first credit tranche. 

6. No IDA operations were in prospect. The Brazilian authorities 
however, were likely to be responsive to such a prospect and therefore there 
would be certain advantages in being able to say that in principle IDA 
assistance had not been excluded, even though there would be other reviews 
of Brazil before it eould materialize. 

IV. Conclusions and Recommendations 

7. The Committee agreed that: 

{a) the proposed five-year lending program and associated per
formance criteria represented a reasonable basis for planning 
future operations and that, subject to the findings of future 
periodic reviews, Brazil be considered creditworthy and eligible 
for: 

{i) m~n~um Bank annual lending of US$50 million, provided no 
major setbacks occurred in price and exchange rate policies; 

/ 
(ii) another US$100 million per year as long as, in addition 

to (i) above, the relevant sectoral performance criteria 
were met; 

~/ 

(iii) another US$50-100 million per year, if, in addition to the 
relevant sectoral criteria, general economic performance 
i :_.,proved substantially; 

J 

(b) Brazil be considered eligible for IDA credits on a hard blend \ 
basis provided that the minimum criteria for general economic 
performance and sectoral performance were met; 



(c) 

(d) 

on economic grounds, local cost financing sufficient to 
allow 40-45 percent of the total cost of projects financed 
by official agencies was warranted ; and that 

the potential for securing an improvement in economic 
performance justified exploratory talks with the Government 
on a Consultative Group or s imilar arrangement. 

N.J. Brady 
Acting Secretary 

J 
/ 

Attachment: Economic Policy Memorandum on Brazil from the Western Hemisphere 
Department (EC/0/68-70/1, dated July 12, 1968). 

Secr et ary's Department 



I. Introduction 

DECLASSIFffiD 

APR 0 1 2013 
WBGARCIDVES 

ECONOMIC COMI.UTTEE 

Economic Policy MG~morandum from 
the 11Jestern Hemisphere Department 

BRAZIL 

CONFIDENTIAL 

EC/0/68 - 70/1 

July 12 , 1968 

1. The Economic Committee, at a special meeting on September 12, 
1967 (EC/M/67-24) concluded that, given adequate performance, a proposed 
lending program of about US$110 million over a 12-18 month period was 
appropriate on economic grounds. Regarding performance criteria, it was 
agreed that performance 11 ••• would have to be assessed by (a) how Govern
ment policy affected the efficiency in the allocation of resources in an 
inflationary environment, and (b) how effective and consistent efforts 
\iere to reduce inflation itself·" l'1oreover, " ••• the Chairman emphasized 
the importance of using comprehensive criteria to evaluate Brazil's long
run development strategy and achievements, in addition to specific, but 
short-term and relatively limited tests • • • It was agreed, in view of the 
prospects of further inflation, that the exchange rate was a highly signi
ficant operational test ••• (and that) periodic reviews of overall economic 
management, including fiscal performance, would have to be made." 

2. In June 1968, the following paragraph was included in the Bank 
Strategy Paper: 

"Government action in certain key areas will provide in the next 
few years clues as to the general thrust of economic management. They all 
relate simultaneously to stabilization, resource allocation and development. 
Particular attention shoul~ be paid to the following: 

(a) Success in restrainin current ex 
Federal Government improvement needed); 

of the 

(b) Success in eliminatin the deficits of the rail
roads (improvement needed); 

(c) Success in control1in state overnment e 
tures and in transferring expenditure functions 
from the federal to the local governments 
(improvement needed); 
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(d) Economic pricing policies by public enterprises, 
especially steel (improvement needed) and electric 
power (continuation of present practice needed}; 

(e) l~intenance .of realistic exchange rates, i.e., 
frequent adjustments until inflation is eliminated 
(improvement needed); 

(f) Farmgate coffee prices which do not make the produc
tion of surpluses profitable (continuation of present 
practice needed); 

{g) Debt management policies preventing the re-emergence 
of excessive short-term debts (recent deterioration 
possible but not yet clearly established); 

(h) Financial and economic planning which effectively 
coordinate the intention of the spending agencies 
with resource availabilities and subordinates them 
to national priorities (improvement needed); 

(i) Channelling of medium and long-term credit to private 
industry and agriculture at positive, but not excessive, 
interest rates (improvement needed}; 

(j) Stability in policy regarding property rights and 
treatment of foreign and domestic investments 
(continuation of present practice needed); 

(k) Non-inflationary wage policies (continuation of 
present. pre1;ctice needed)." 

3. The above was written at the same time as the attached report 
of the 1968 ecopomic mission was being prepared; the latter document thus 
contains the factual and analytic bases for the judgments incorporated 
into the Bark Strategy Paper. The draft, after having been reviewed by 
an Economic Committee working party, has been sent to Brazil; we intend to 
discuss it with the authorities later this summer. 

II. Statement of Policy Issues 

4. I consider that the principal issues facing the Committee are: 

(a) The adequacy of Brazil's performance in the light 
of the previously agreed cr.Lteria. 

(b) The relative weights and the interpretation of some 
cf these criteria. 
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(c) The appropriate Bank lending posture under varying 
performance assumptions. 

(d) Terms for Bank lending am IDA eligibility. 

III. Discussion of Policy Issues 

5. In spite of the substantial decline in the rate of price in-
creases, 1967 was a disappointing year in that little progress was made in 
attacking the causes of inflation. Indeed, it will not be surprising if 
prices in 1968 rise somewhat more than they did last year. Nor is the 1968 
program impressive, even though the aggregate monetary targets are reason
able: the mission's report suggests that in the public finances there are 
too many open questions to make achievement of the program goals likely. 

· Thus, by the 1criteria which I proposed in September 1967, for judging the ' 
stabilization aspects of the 1968 program, namely, that it: 

"·"• (a) have a realistic chance of being achieved, and 
(b) represent a significant reduction in the real infla
tionary pressures emanating from the Federal Government, 11 

performance was poor. This judgment is made even after taking account of 
the various unforeseen factors listed in the economic report and which fall 
more under the heading of inadequate planning (partly by the preceding 
Government) than of incorrect measures. 

6. On the other hand, regarding the first criterion agreed upon by 
the Committee last year, namely, the prevention of distortions in resource 
allocation while inflation lasted, through price and exchange rate flexi
bility, the new Government has performed rather better. The exchange rate 
was devalued twice (February and December) and even though - as we are 
stressing to the Government - this was still not enough to prevent some 
deterioration in the average annual real rate, the erosion amounted to less 
than 4 percent. At the same time, the Government resisted pressures to 
rescind previous tariff reductions. The Government has also maintained the 
policy of permitting power rate adjustments and has permitted other public 
service tariffs to rise with costs. The two areas in which the public 
enterprise pricing policy was least adequate were steel and railroads, but 
even in these, price rises of about 22 percent were allowed in February 
1968. The issue of railroad rates will be part of the negotiations between 
the Bank and the Government on the next highway loan (probably in July); 
we have informed the Government that one of the conditions for the loan will 
be a program of specific measures needed to improve the economic efficiency 
of the transport sector (roads, railroads and ports) and the Government has 
agreed to this as the basis for negotiations. 

7. The growing acquaintance of the Bank with the Brazilian ecor.orilY 
since 1964 - based on annual economic missions as well as numerous contacts 
at the project level - increasingly leads to the conclusion that the 
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country's growt.h potential will be best realized with a minimum of arbi-
t r r y i nt erference in the allocation of resources by controlling particular 
prices. Similarly, the ability to incur and service debt will be a direct 
function of realistic exchange rate policies. Consequently, the Bank has 
been concerned about inflation primarily because of the greater likelihood 
of such policy-induced distortions appearing when inflationary pressures 
were great. To the extent that the Government can demonstrate that with 
the more modest inflation rates now prevailing, it is able to resist 
pressures to re-introduce the dj_storting price and exchange rate freezes -
l et alone the quantitative controls of the past - lack of success in 
achieving particular price objectives ca~ be viewed with somewhat greater 
equanimity by the Bank. Nevertheless, success in further reducing infla
tionary pressures should continue to be counted among the indicators of 
good economic performance~ precisely because with it the probability of 
new distorting policies should decline. In the meantime, however, our 
primary concern should be with the avoidance . of such po~icies under con
ditions of - for Brazil - moderate inflation. At the same time, we should 
pay increasing attention to what the Government may do to overcome some of 
the fundamental weaknesses of the economy, which are diagnosed in the 
economic report. Similarly, wherever possible, we should select projects 
and attach project and sector conditions that are consistent with this 
diagnosis and that will help and encourage the Government to overcome these 
weaknesses. 

B. In the Bank Strategy Paper I proposed that the Bank set for 
itself a minimum annual level of lending of US$50 million which it would 
try to maintain as long as performance met minimum requirements. Reasonable 
exchange rate flexibility and pricing policies that do not lead to major 
new distortions in the allocation of resources should be the prime criterion 
for this tranche. I also proposed a more ·ambitious lending program of 
US$1,000 million in five years - moving from US$75 million in 1968/69 to 
about US$300 million by 1972/73 - if economic performance substantially 
exceeded these minimum requirements. The criteria by which performance in 
excess of the minimum standard should be judged - and according to which 
the broad magnitudes of Bank lending should be determined (subject to the 
absence of unplanned project constraints) - are of two kinds: sectoral 
policies and overall economic management. 

9. The projects included in the Five Year .Forecast (attached) were, 
to a · considerable ex}~ent, selected on the basis of meeting one of two 
criteria: (a) being suitable for assuring a predetermined minimum lending 
flow on a reasonably firm schedule and (b) being in sectors in which the 
Bank's contri·oution could be institutional and policy-oriented as well as 
r~ncial. The expected lending of about US$50 million per year for electric 
power until 1971/72 meets the first criterion. The other projected loans 
are mostly in the second group. I propos,e that of these, some US$100 milli9n 
per year be made primarily on the basis of adequate perfor.mance in the 
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.respective sectors, while an additional US$50-100 million per year could 
be lent after mid-1970 if g'eneral economic management is sufficiently 
encouraging. I consider that two reasons make the relatively heavy 

; emphasis on sectoral criteria appropriate in Brazil: (a) our ability to 
influence overall economic management is necessarily quite limited (see 
below, paragraph 18) and (b) some of the main policy issues in Brazil are 
particularly suitahle for this approach since they concern the level and 
structure of public expenditures in certain sectors, rather than overall 
revenue and savings deficiencies. 

IV. Sectoral Criteria 

10. The sectoral criteria selected are, without exception, of suf-
ficient importance to the economy to have a bea:~ing on the structural 
issues discussed in ' the economic report. Thus, the lending in the transport 
sector - 40 percent of our proposed program - will be related not only to 
the railroad action program to be discussed shortly (see para. 6 above), 
and thus to the Federal Government's deficits, but also to the shifting of 
construction and 1naintenance functions from the Federal Government to State 
Highway Departments. This measure -already recommended by the Phase I 
Consultant's Report on Transport - acquires added relevance in view of the 
economic report's emphasis on the critical imbalance between Federal and 
State finances. · 

11. All or part of the proposed lending in the agricultural sector U 
should be made largely contingent on a continued satisfactory coffee policy, II 
i.e., on one wldch is likely to prevent renewed surplus production. This, 
too, is consistent with the analysis of the economic report: not only have 
coffee surpluses in the past gravely upset the stabilization program, but 
the artificially high price of coffee has prevented shifts in land use to 
promising alternative crops for exports and domestic consumption. 

12. Lending for industrial credit programs to the Bank cf the North- \ 
east would have an important impact on the allocation of resources if it 
helps to induce the BNB to change its present practice of lending at 
negative interest rates. If successful, the effect of Bank lending here 
would be relatively large; the proposed loan would be small in relation to 
the total program cost and would help ensure the efficient use of the 
public funds channelled to the Northeast through the federal income tax 
exemption schemes. As the economic report shows, these "Article 34/18" 
funds are becoming increasingly important. Lending to private investment 
banks operating in the more developed parts of the country would be justi
fied on sectoral grounds if it is accompanied by a sizable increase in 
domestic funds channelled toward long-term credit at positive interest 
rates; it would help improve the unsound structure of industrial finance 
wluch has been one of the lasting L~pediments to effective stabilization 
policies. 
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13. · There are some other sectors in which project considerations -
and the possibility of a gradually growing impact on sectoral policies 
through larger subsequent loans - play a more important part than over
all economic policy considerations. Education and sanitation are in this 
group. Even here, however, Bank lending can fulfill important general 
economic management objectives if it accompanies transfers in federal 
expenditure functions to local governments (see above, para. 10) and 
supports a growing influence by the Federal Government over the level 
and composition of the spending of states and municipalities. 

V. General Economic i\1anage.rnent 

14. Achieving all the sectoral aims listed above would go a long 
way toward improving Brazil's overall economic management. However, 
certain other criteria are also relevant. Particularly important among 
these is action to reduce the structural deficiencies of the public sector 
and, more especially, controlling the growth of federal p~rsonnel expendi-

/J
tures. Reducing the size of the federal bureaucracy is as difficult as 
it is important; if accomplished it would be a major step toward creating 
confidence in the country's ability to cote with its principal problems 
and would warrant a larger volume of Bank lending on that account. Other 
priority criteria may emerge as time passes; the present constraints on 
project preparati~n imply that this tranche could only become operative 
in 1970/71. 

15. The proposal to respond to better economic performance by 
lending a further US$50-100 million per year - in addition to the annual 
US$100 million tied to sectoral criteria - is made on the understanding 
that if there were a sharp deterioration in overall management, such as 
a complete breakdown. of the stabilization efforts, the entire lending 
program would have to be re-examined. This, as well as the need to moni
tor performan·~e under the minimum criteria and on the sectoral policy 
conditi ons li.sted above, implies a continued need for frequent reappraisals 
of Brazil's economic policies and prospects. 

16. The economic report indicates ~.hat Brazil can be expected to 
have a high debt service level even under quite favorable savings assump
tions, and that the ratio would rise even further all through the se,~nties 
under assumptions that, while somewhat less favorable, still imply a 
substantial improvement in the savings effort. I therefore consider that 

I Brazil is el_igible for IDA assistance (he.rd blend) on creditworthine:;s and 
performance grounds. Brazil would also be eligible on poverty grounds. 1 

The ~ capita income figure in the Bank Atlas is US$220; our present 
estimate is that t~Ls figure is ~3ally closer to US$170-180. 

I 
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17. The economic report concludes that official financing, on 
average, of 40-45 percent of project costs - as against an average ex
pected import component of 32 percent in the projects suitable for external 
financing - would be consistent with balance of payments viability. The 
proposed Bank/IDA lending for 1968/69 to 1970/71 (project cost estimates 
are less precise for the last two years) would be roughly consistent with 
this formula: 

(1) (2) (3) (4) (5) 
Estimated Proposed 

Total Import Bank/IDA 
Cost Component Lend in~ 2:1 3:1 

(US$ million) % % 

Power 366 150 15'0 41 41 
Highways 316 75 125 24 40 
Ports 75 27 30 36 40 
Agriculture and Storage 136 24 55 18 40 
Industry and Hining 180 so 50 28 28 
Education 30 s 15 17 so 
TOTAL 1103 331 425 30 39 

18. In recent years .the exchanges of opinion and information on 
economic policy between the Bank and the two successive Brazilian Govern
ments have been extremely cordial and frank. At the same time, the 
Bank's financial involvement in Brazil has been negligible when measured 
by the size of Brazilian public investments or by the .size of total 
external financing required and/or received. Under these circumstances, 
it would be illusory to expect the Bank to be able to influence general 
economic policies significantly in areas not directly related to our own 
lending. The experience of the USAID, which has committed and disbursed 
far larger a~ounts than the Bank (program and project loans}, has been 
somewhat more favorable to the extent that , overall policy undertakings 
were made. On the other hand, the nature of the bilateral political 
relationship has in itself limited the effectiveness of the influence on 
government policy. 

19. It seems clear from the diagnosis of the various Bank economic 
reports of recent years that some of the crucial overall policy matters 
that can be expected to continue to be of key importance for Brazil's 
development prospects and creditworthiness will not be easily affected 
by project loan conditions. It is equally clear that no sin er 
will carry much we· azil. Finally, the econom:~ c report also 
shows tna e t management and the terms and conditions of new loans 
are of major importance in the next few years because of the rather h-l gh 
initial debt service ratio. Under these circumstances, the Bank should 
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consider the advisability of a more concerted action between major lenders 
and the Government of Brazil. I the1~fore propose that we begin to explore 
with the Government the pros and cons of convoking a Consultative Group or 
a similar mechanism, under the auspices of the Bank, even though I consider 
it quite possible that the Government's reaction may be negative for the 
time being. The premises under which I wou'ld recommend to the Bank to . 
support the formation of such a Group would be that the Government, after 
a full review of the potential advantages to Brazil as regards volume and 
terms of external financing, and in full recognition of the implications 
in terms of economic policy discussions with the Group, unequivocally 
indicates its desire for the formation of the Group. 

VI. Recommendations 

20. I recommend that: 

(a) Brazil be considered creditworthy for minimum Bank annual 
lending of US$50 million, provided no major setbacks occur 
in price and exchange rate policies; 

(b) Brazil be considered creditworthy for another US$100 million 
per year as long as, in addition to (a) above, the afore
mentioned sectoral performance criteria are met; 

(c) Brazil pe considered creditworthy for another US$50-100 
million per year, approximately, if general economic 
performance improves substantially; · 

(d) It be agreed that Brazil be considered eligible for IDA credits 
on a hard blend basis, provided that the criteria under (b) 
above are met; 

(e) It be agreed that, on economic grounds, local cost financing 
sufficient to allow external financing to cover 40-45 percent 
of the total cost of projects financed by official agencies 
is warranted; 

(f) Exploratory talks be initiated with the Government regarding 
its attitude to a Consultative Group or similar mechanism. 

Gerald Alter 
Director 

Attachments: 

Annex 1 · 

Annex 2: 

Fi7e-Year Forecast 

Summary and Conclusions of "Current Economic Position and P"rospecta 
of Brazil'' {WH-184). 



·s~Y _ A.ND _ CQNCLUSIONS OF BRAZILIAN ECONOMIC REPORT
2 

DATED 9/27/68, 
BASED ON MARCH/ APRIL 1968 . MISSION. . _ -.- . . 

1. On l\1arch 15, 1967, the Government. .1eaded by President AY't:ur Costa 
e Silva succeeded tha t of President Castello Branco) ~vhich had gove1•ned 
Brazil since the Revolution of Narch 1964. The ne;,i Goverfl .. ment ste.ted from 
t he outset that its broad econo!il..ic policies would be a continuation of 
those of its predecessor, although its choice of instruments and tactics 
might vary in accordance v-rith the emergence of neu situatim1s. Its announced 
overall objectives continue to be a gradual return to price stability, a.n 
acceleration in tho rate of. economic gro I'J'th, improvement in Brazil t s 
eY:ternal c redit standing, stimulation of the private sector and a consoli
dation of the broad range of institutional reforms initiated during 1964-
1966. PJ_ though the attair.unent of many of these o bj ecti ves is proving mo~!.'e 
lengthy and diffictL.l t than had been expected, and is accompanied by setbacks 
in p ar ticular areas, the actions of the neN· Gove :rnrnent. du:;.."'ing its first 
year in office have been broadly consistent ·Lvi th these aims c: Questions 
may be raised about the t:L'1".e]j_ness and effectiveness of particuJ.ar actions, 
or about the adequacy and extent of uthers ~ but there is no indi cation that 
a reversion· to the pre-1964 policies is either :trJtended or lil{ely c 

2. ·rhe incoming Govermoent ·Has faced vii.th n i.Jarticular1y di.ff:l.cul t 
situation in early l967 because t:b.e industrial sector vras sinking lnto a 
deepening recession, even tho11gh price inflation had by no moan& E:mded o 

~rhe Government t s response w,1s to pursue, for several months, a deliberat ely 
anti-cyclical fiscal policy: certc1in taxes -cve:r.e red· .. ~.ced and credit restric· 
tions ·Here eased o Economic ac ti vi ty and err::ployment. responded ·t·Je11, but 
the fiscal deficit and the monetary expansion rose substantially abDve the 
planned levels. A contr·ibuting element to this rcs'l't1 t Fure pa:yrnents for 
expenditure obligations incur·red by the preceding Government. . In the 
second half of the year, attempt.s 1rrere made to cn:r"tail ·tho grm-vtl:t. of the 
deficit, but in the absence of effective controls -- ur.tt1.1 October - over 
the obligational authority of' the spending agencies, the . success "';vas 
limited and the Treasury cash de.fici t in rE:al terms., after declining for 
three consecutive years, rose from l-·1/2 percent of GN? :i.n 1966 to about 
2 percent i n 196?. If the 1968 fiscal progra.rn targets are e.chieved, th.:s 
ratio vrould revert to bout 1 .. 6 uercent . Hholesale nri.ces (excluding 
coffee ) r ose by only 22 percent bet1v-een December 1966 an·· ecember 1967, 

b 2 6 ( l t . 19. / •' \ or y percent o·1 an aru'1ual average bafJis . as agains L~ per{.~ en :t.n :::<:1 J, 

in spitt:3 of the h~ percent e:;q)ansion in the privat{?.:ly h~~ld money supply.: 
Larger food c:r ' contributed heavily to this result, as 'Hell as 
grovrth of ove1 h .rcent in real terms, i.8c- f ractionally more J

t v.n.> preceding years. It is :not e:x:pected that p ... ice rises in 196 
decelerate fm•ther ; du:rL"'lg the first eight months t~1e:~l prcceeG8d at appr ",..~
rr1ately the sc:cne pace as in 1967. Noreover the monetary· expansion continues 
at rates t..rhicc1 may origincrte further pressures on prices in t he fut.u.re. 
Furthermo;:"e, some r elaxation is tlndexr._.ray i .n the policy Hhich, until 1968 :o 

ha d resu1.ted in a gradual decline of public and private sector l'eal Hages 
per c2:pi ta . It is thus part:i.r:ularly important that n~ea3ures needed for 
f "Ltture i n1proverr.ents - :nany cf t-ihich ca~n c~nly become fully e£'fecti.ve over 
s:avaral years -· be takt::.no Those include fiscal as \-tell ac specific sectoral 
measures , rr.any of 1:.1hich tL13 Govermr..snt 1.s consideri;::.g , 
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3. Net fo2~ign reserves fell by about US$100 million in 1967 but 
this t r end l·Jas ::ceve:rsed after the 18.5 percent devaluation at the end of 
the year, Hhen several hundr ed million dollars in short term funds entered 
the country. 'I'he 1967 results 1•rere partly the result of lol-Jer coffee 
prices nnd of production and marketing difficulties · h selected agricul
tural products, but a contributing element was e 11. percent rise in 
imports (c.i.f.) which follovmd an increase o 36 percent in 1966. Although 
import grmvth in excess of the GDP grmvth rate is quite consistent w·ith 
efforts to reduce price inflation, increases of this magnitude could not 
butcauseconcern to the autb "ties, especially as during the first half 
of 1968 a further gro-vrth o 22 ercent over the corresponding period of 
1967 took place. Exports o manufactures continued to rise at an encourag5.·ag 
pace in 1967, but more than half of the US$47 million increase was in steel 
and steel products., -vthich were exported belm·r cost during the domestic 
recession of early 196'7. In the first half of 1968 no further growth in 
manufactured exports occurred. In spite of the Government's policy to 
maintain realistic exchange rates, the average rate rose less than domestic 
prices during 1965-67. At the same time the practice of fairly substantial 
annual or semi-annual devaluations encouraged periodic speculative capital 
movements lf1hich interfered with domestic monetary policy as '\-Jell as with 
orderly balance of payments management. It 1-vas in the light of this 
experience that the Government announced, in August of 1968, that not only 
was it devaluing the currency by a further 14.5 percent but that in the 
future smaller and more frequent rate adjustments w·ere envisaged. This 
ne1'11' r'~licy should go a long T.·ray tm,rards safegu.arding the international com
peti~~voness of the economy until inflation is brought under control. 

4. The fQll exploitation of Brazil~s large potential for non-coffee ~ 
exports 1v"ill be a key condition for sustained economic grow-th. To achieve \ 
this, the exchange rate policy must not only offset domestic cost increases 
but 111ill have to be fully coordinated v.J"ith othe:1:' policies affecting the 
profitability of these exports. At the present unusually high prices cotton 
is very profitable; if the price should, in a year or tlfro, decline by 10-15 
percent, ovo!' ono fourth of Brazil's production might have yielded 
losses at the exchange rate that prevailed until August 1968. Even more ~ 
important is that the relative profitability of coffee not be allowed to 
rise so .much as to reverse the shift in land use that took place in recent 
yearsc. The policy variables here are the Government's coffee policy as 
1.,rell as the exchange rate. Bet1:-reen 1963/64 and 1965/~6 the policies by 
't-Ihich the effective prices for coffee exporters and producers were determined 
resulted in a clear shift of profitability in favor of other crops; since 
then some reversal has t.aken place although coffee, at a yield of 10 bags 
per hectare, is still less profitable than rice, beans or groundnuts. On 
the other hand profits in the rather promising soybeans and corn production 
are already made precarious by the present price relations; if further 
substantial concessions are made to the coffee sector the gains of recent 
years can easily be lost. (li'or details, see Vol. II, Annex B). The 
danger then uould be tuo-fold: (a) non-traditional exports would stagnate 
and (b) the inflationary i mpact of the accu..rnulation of unsaleable coffee 
stocks lJould undennine the -stabilizat ion program. The Government is 
fully at·rare of this danger; "t·Ihat remains to be seen is the extent to 
,,Jhich the various agencies involved in making the relevant decisions, 
are able to coordinate t 1eir -·liei·Jpoints. 
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5. One of the enduring obstc.cles to stal)ilization as 'Hell as develop- \\ 
ment continues to be the excessive claim of the public sector on resources. ~ 
For 1968 it is estimated that dor11estically financed government expenditures 
may account for almost 31 percent of GNP - 28.8 percent through taxes and 
1" 8 percent throur:;h borro-"Jing - and the prospects are for further increases 
in this ratio. Under the influence of transitional difficulties in 1967 
the state goveFnments in 1968 raised the effective rate on the value added 
tax (ICM) by 16.5 percent; it is to be hoped that this measure can be 
reversed and state e enditures be revented from ri · correspondingly. 
For the Federal Government t e dilemma lS accentuated by the fact that the 
1967 Constitution - left by its predecessor - forces it to transfer large 
additional resources to t he states and municipalities, without giving it 
much influence over the manner in which these funds are spent. It ·Hill be 
one of the main challenges for the Government to devise 'tva.ys by which either 
important federal expenditure f1xnctions can be shifted to the local govern
ments that are receiving the additional revenues or the distribution of 
ta.x revenues betvYeen levels of government is altered. This task 1-rill be 
made even more difficult by virtue of the fact that the present system has 
one i.rnportant positive feature vJhich should not be sacrificed: it results 
in substantial shifts of tax revenues from the richer parts of the country 
t o the less developed Northeast. Hml]ever ~ it also results in large - and ~ 
probably excessj_ve - transfers to the almost uninhabited Amazon region; 
it is to be doubted that this allocation of resources conforms to a sound 
strategy for the long term development of Brazil .~ 

6o Of overriding i1r1port2tnce is that the grm·rth of federal current 
expenditures be curtailed c The Government shares this vi·e't~r and has informed 
t he ministries that bet"t-Jecn 1968 and 1970 these expenditures 1vill not be 
permitted to rise in real terms. Besides specific actions planned to reduce / 
the erat · o- losses of the - o ~his goal 1trill only be achieved if .,/ / 
a r~gid policy of attrition of the federal ·vil servic is enforced. Given / 
l egal tenu:re rights or existing staff' it 1-Jlll be indispensable to prevent 
t he replacement of the bulk of those 1vho die or resign; only thus will it 
be possible to grant much needed improvements in the rennmeration of public 
servants w·ithout further raising the shara of the total product absorbed 
by the Government or sacrificing necessary public investments. Given the 
present composition of personnel expenditures, a policy of attrition need 
not impinge unfavorably on development-oriented current expenditures; already 
t he buJ.k of teachers t salaries, for example, are excluded from the feder a1 
budget, being a responsibility of the states and municipalities~ Naturally 
such a policy of attrition vrill be facilitated if private sector employment 
opportunities expand more rapidly than they have in recent years. 

7. Even with such a policy, present federal investments intentions 
are probabl.y excessive. Tha:re can ·oe no doubt about the usefulness of a 
large part of them: the needs in povJer , transport, steel and petroleum, 
for :Lnstance, cannot be disputed. Bu.t given the gr:ovring share of public 
resources that is being channelled to the states and that therefore - for 
the present ~ must be assumed to be spent ~nthout regard to nationally 
deterr.Uned prior:i_ties :J the maintenanc:; of the spending levels planned by 
the federal agencies ~-Jould mean depriving the private sector of the 
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possibility to expand its 01-1n investments. Even 1-rith the cutbacks suggested }} 
by the mission, private investment could probably grm·r no faster than GDP, 
and only this if by 1970 about 25 percent of the increase in tax revenues 
saved is re- lent to the private sector. 

Bo The issue of private sector financing highlights a fundamental 
feature of Brazilts long-term development problems. The size and heteroge
neity of the cou..11try, as uell as its history, militate against a high degree 
of centralization. Its federal system of government is far from accidental~ 
Even the federal sector itself is by no means monolithic, and might lrell 
be less efficient if this vJ"ere not the case. In it have developed some 
extremely efficient spending agencies vnth a considerable degree of autonomy, 
which has helped them perform their particular functions well. Similarly, 
at the state and municipal level, some admirably efficient institutions 
exist, 1vhose effectiveness is enhanced by their independence. The problem 
arises from the fact that some vital functions of government - such as 
ensuring price and financial stability - are by their nature of national 
scope, and .are reduced in their effectiveness by the extent of the 
fragmentation of the decision making in the public sector. The financial 
planning that is necessary for economic stabilization and for orderly 
development, especially 1vhen the public sector is large, bE.~comes compromised 
to the extent that nlany of the public sector's spending decisions are made 
independently. In recent years serious attempts have been made to impose 
.some overall consistency and rationality on at least the federal sector and 
to dt~t.~~rmine its investments in the context of national priorities. The 
Hinis-0:ry of Planning has participated increasingly in the budgetary process, 
and its long -terril planning unit (IPEA) has made considerable strides in 
analyzing and coordinating the activities of numerous agencies. The creation 
of a Central Bank has also contributed to developing a .more r•ealistic 
integration of fiscal and moneta!Jr decisions. But a great deal remains to 
be done. The Bank of Brazil continues, in many respects, to operate like 
a commercial bank , but without the constraints imposed on these ;the National 
Development Bat~ (BNDE) activities are only partially integrated 1-rith the 
overall monetary and fiscal management, and the nm-rly created National 
Housing Bank (BNH) poses some net-r problems precisely because large fiscal 
resources are earmarked fo r it. The present Government is reacting to 
these difficulties t-Ji th vigor and imagination, but it seems clear that no 
quick or easy solutions can be expected. One aspect of this in -vrhich 
accor~lishments to date have been disappointing is the monitoring of the 
execution of programs; deta1.led and up-to-date knm.rledge about the amounts 
spent - and their precise purpose - of most public agencies is not available 
to the Government and this adds greatly to the difficulties of flexible 
and cons~stent financial and economic management. 

9. During the next fe1:1 years, substantial increases in Brazilts 
external financial requirements can be exr~ected. The ne1.r Government has 
resisted pressures to reverse .the liberalization of import policies, 
including sizable tariff reductions, initiated by its predecessor, and -
if a reasonable grouth rate for the economy is to be maintained until 
inflation is fully controll ed - it vriJ.l be logical to aim for impor-ts to 
rise faster than GNP. Horeover, a. modest i_rnprovement in the net foreign 



reserve position is also aimed for. Thus, in spite of quite favorable 
export prospects, net capital · o 1 requiTements may rise from about US 
$350 million in 1967 to some S$55 million by 1970, with gross capital 
infloHs being almost tH:Lce as b • Given the volume of loans already 
committed but undisbursed and the large number of projects suitable for 
external fL"'lancing, these requj_rements shouJ.d not p:::-esent insuj_nountable 
difficulties, provided reasonable runounts of local currency financing or 
non-project loans continue to be provided by official lenders9 The direct 
foreign exchange component of the new projects likely to be committed during 
1968-70 is about 32 percent of their total costs; if official lenders, on 
average, finance 40-45 percent of project costs, no balance of payments 
difficulties should emerge, as long as project financing proceeds without 
undue delays and as long as adequate exchange rate policies are follm·red. 
From 10.6 percent in 1967, net capital inflovrs 'tv·ould finance 14.0 percent 
of gross domestic capital formation by 1970, l,Jhich still irJ"ould leave Bl"azil 
with one of the highest propor~ions of domestically financed investments 
among the developing countries. The projection i mplies, further, that 
the share of investment in GDP would rise from 14o7 percent in 1967 to 17o3 
percent by 1970o 

10. The improvement in recent years in Brazil t s external debt profile 
presages some decline in the debt service ratio until about 1970. From 
about 31.0 percent in 1967, the ratio of external debt service to current 
account ear nings should decline to some 21-~..5 percent by 1970. For the 
longer term the prospects are strong that the ratio w·ill remain high, even 
though, ·uith adeque.te exch 6 e r e and other economi~..... · cies - yielding 
annual groH·th rates of abm: 5 rcent for exports an 4 p rcent for imports -
the current account deficit elusive of service on capl a could decline 
gradually and disappear by about 1980o The reason uhy nevertheless the 
total service on the external debt will continue to rise faster than current 
account earnings is that if all neu borro~ring takes place on conventional 
terms - divided about equally between suppliers and official lenders -
interest payment obligations Hill mount very rapidly. There is thus a 
strong reason for Brazil to continue to seek some financing on concessional 
terms during this period. 1~Jhile Brazil is lil(ely to remain creditworthy 
in the narrmv· sense of not shm·rlng an indefinite expansion of the debt 
service ratio even i:J·ithout such concessional terms, the continuation of 
the ratio at such a high level might w·ell be vieH"ed with c ncern by private 
lenders. This seriously hampers the freedom to 1nane er or the auti1orities 
and could force them to lmv·er grmnh targets than t e 6 p .cent. rate assumed 
here. 
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5 ~ The new Government set itself as prime goa..Ls to cor-rect. the ·m-
balances tha.... had b en accu.'nula ting i.. the economy, to comb t in:r.la t.:.on an · 
to rest re Brazi~ s external ere it stand.:.r~5o Gi e ... the magnitude of the 
task, a policy of gradualism 'tvas op-'-ed fo and the US Go·ve:r;pment, t e IMF 
and the Bank agreed to support such a policy. In M rc 96~ a new, e ecte 
Government ook office and undertook to p '·--sue the same aims, albeit with a 
greate· e phasis o~ .t. e::;.e~,;ad ;;:.." ~--:-:;::_ 

6. he s ccess ol' t,::.:: · o.·'"' .... ..-1~-=-s ·iJvc.:1 f co~r...-;:::.. 
but considerab.J.. p: gress :'la.s ve<i .. '-Y.v·o ·u price c :. t:.~o- s an 
subsidi s a e bee_ abo .: Q ""e ~ .,. ./.e e ... c: ange :.'"'-'--'ce na bE.e 'nified and rought 
to more rea .:.stic levels ublic v::....:..·-y _·c...· ... v.s have ba y. set at more economic 
1e iTels' the mr s ry cefic~ has bee:;_ .. d·~cE;d ·~o :t<OU 2 pe:."Ce t, of GNP and 
aide by - arge foo ~ cr ps Wthe ra:G "' p:"'ice i11C!'ease . .Ras ee slo-v.red to 
some 22 percent (w ~e &~e, excluair.g cof~ed in 1967 ~ o~fee p ices were 
set at levels inten ed · o discou .... age ·c: ... e P- d tiOl: of W.P~ ,ses w: ich in 
the past ha .. beer. ma~o ca-qse of i.:uflat_ :. Nio:."'eove:--~p~"'.:.v:::~a and public 
sector ,;-;age inc ec:ses have been r·o _·'-'e -~ to :ag beh. 1 ~ :t=> ic d\:...sas .!v:'::: s removing 
'tvages from azn · g the factors causing c. die· ..-n .. :-la ·i J.'l (y. ·vo.~')S ·--.. d com
mercial ar::..~ea::.·a have ee elimi a·'-ea --~~d b · _ e.scl:ed"CJ..Li .. g t:h.e exte:--.. a_ debt 
in 1964 - -w·h.:.c 1 has bee· servic ·d · u:t!~-0~u.a._:.' s:X.ce ·hen - B- azi_ ~ebt 
profile was ~orove ~ 

7$ The g ·~eatest lack of succe s ~·as :..~ .. :-: e fail, e o~ --·.o.e Goverrunent J} 
to obtain a pr· ~e..~. control of its 1·::1 c· :rrGr.·c, expenait ~res I spite or 
stl .. irlge· t 't\lag::. pol.:cies, curre t ex: :: .. ~itt:.:."vS o· tinued to ~ise in "e 
terms~ the O.(;t a_ ~ evel of employmE:~_-.: ..:..s o:::_y 1 :::.-~o m -c.o the autnorit.:.es ve· y 
approximate~~- ,,h. s ·c'..,e reductio~s :.::: -~he dcf"::':.ci·c th t we e acnievcc.. came 
exclusively ·-·om r·aisir g revenues~ ·n ~-:.:.ng E..:<:":.:!. one of :.-"'~e ·c, ~· ee r;:os·v 
heavily ta.x~;..i ··r .. dG-"2eveloped counc, .:.es in :-:_ (est:.r.'.~te at 29 ercent 
·n 1968). ':.~: · s is a s rious problem at tt.., v&- -G· al Gov--"~---s:::·
aggravate, by Brazil s fed ral str c ·:...:.e v. 1 ::::.c~ g:..ves t~
pali· .... ies jo.:ntly a..tmost, as arge a 
the ede a_ Gove· ·~l!'ae .to Unde 1967 C"':.:st::':.\:,.,.:uion tJ. 
to the loc 6o·· .. ~,.,::-:1:ile::ts specified P-' _ r··:..v:..:s o::: 
income t.:.e ::- aG:.. _::_ co sumpt · o· ta.."'>C al"- -~~-e t..): 

a:'· tl".:.e san:... limited inf uer c.;j o:.::. "G:_e 
spe ."G Net 
finan ia 

the co __ ·(, Govel" e t 
ments ··--riE:s ~r·Ga-t:y · while in some cases :.:: ~..J:i."' o2.aly 
Fe era:.. Gov ::: .... · e:.:t.., :.n thers it is ·.:..:_· e ·.....:.:...,,_:.:.is::·c. -'c -.:.:oJ ... 

-:: . .E.:v of 
'iotrib 

e 
has 

8o In b~t: the State and the Fe ·c.. .~.a: ~,_._,;;;:;:.:-..:-~s::_·cs ·::.:~~ '-'•--::_·_,ii.:..·:.l.G..J c:: 
tne sp :.:di::~ ag ncies vary great y f c~il s~;;.'"'·.:o:· ·G -..~ &c :·::.~:., .: .. ::~ · ~ ..... : ...; ·~:---s~--3 .. as 
o ~..- a ::.:a~j:. caterrrd.l a- t - as wel as c. c,_::...::e~\.:.0!' ......... - c~ ·C,-~c. , _:_ c.:. . .:,:_ :_ 
JUblic ir\l.,__u ·:;:;_ ::..t fu ... So In h.:.g vJay '-v: .. s·~ ~ ~-..... -::::_'-:: ~::-:.. .:;:_.,_,'-' ·-: . .-.:..:. ~..;v·:-; ____ .. : .. :.rr:p:~os -
ive evels f e "'ficie cy have b e :i.C .... c c.-..., ·u __ ..,. ~.---:..:.~ C.. .... :.·._,_..._._.·.:,-...,.., __ ·.:,:."C B-
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industrial firms - large steel enterp:ises, t~e country s largest iron ore 
mining and xpo ting concern and the petro eurn monopoly - w i e in some 
cases beset by serious roble s, are .evertheless at east potentially 
sound conce with real technica expertise. On t e other hand, the rail
roads and the coasta shipping services have not eve oped similar levels 
of competence· according to Government pronouncements it is ow intended 
to irrrprovc ~L~::~: C' :.. 2.o "U:-t..c ~:-.~a.s'l.::.:;(.s Q • -·-~--8 :.-..::-~ l:.~o ...... .=-: .. 1 ·~::vse wi.Ll }~~ ve CJO 

ence -.. - <0"4 ,. .. 

•··--- vc:...- "'' ...,.\,; 
. .. ,... . 

..... ~--\.... ··- _ .... ......,~ ... 

ea or: • 

9. The prove c~pabil"ties I agenc:es -he: sec o-s are generally 
lower although, at the state level :Lm_ ortant except:o:ns exJ.sT, Thus the 
multiple federal agencies charged 't-v:_-:-~. respo: sibili ty ~n agricul t re are 
ge!'lerally less imp'""essive than the Sec::.. .. eta· ... ia. ,e Agricu ura State Ministry) 
of Sao Pau.tc Fe eral investments in ag icU::... ture _ ave been small and in
effective; the main p blic measu es t.o st · _ E.te outp t 'has been to channe 
more crop credit to ag icultureo s"t:~~pc:;.. ·- prices have also been set but 
generally at evels - coffee excepte - we e ow . ke prices. 

10. Brazil still has vast unexploitea ~esources of arable and, minerals \1 
and hydroelectric pm.ver sites. In sp:i-te o: ;;.. no·Jula ·:o:1 gro.Hth of about 3 y ~ 
percent, demographic pressures, i t.:_e a.gg:.·ega.-'·e, t-r""l tr.erefore no be an /\ 
important national p:"'oolem for many d'-.cadc._... - .1-e:r· al po :..ation shifts 
on the other hand c nstitute a rea_ svurc0 : press re on ~esources, the 
urban population rises very much fas·-:,_,:.. t ra:.: areas and 
urban facilities, sue as urban tra.·--u.._..~ rt, -::rc.:ce::- a: se'tvera.ge sys-ue~as.., a c

being put unaer co· side ble s c.rains Bet re-·:. :..9~ "'9~ Rio and Sao 
Paulo metropolitan areas gretv at an annual :"'ate ~-a~~e ce:._v 
respective y; together t ey account fo-.. so~. c 2 perce:. f Brazil s pop -
lation. Me ium sized cities like Cmitib a _d Belem grc-:. a..:; fast~-·n 
the case of Belo -o- izo te {populatio mi~-ion) ev: ~~ t ~ ov: ercent 
per year)o 

llo Par '·..~-y -· o this press"Ul"'e . 2. rela:\.::.vely :._ -r· ins.A.:..·.:,"v<.·c,ior_!i 
the atio a.:. F:o·,sing Ba k; as in the last ·0H·v yaa.:"s 
program of .,.:.2_1::e _ing p lie reso · ces to the P-i v -'-e 
and to mun:.c::.pa.:..::;:.ies or w ter supply T: a e:::ec~t:: 1g 
agency - -vr?' :.c~ is '-'-~·.:3:... ing a relatively neglec·cea sect:. - ·~c: hig: ; 
indeec :1. .v:.. .L be c~1e of -the Governme .t ~s .,...:....,o::>J.e!T'.S to : clXpe i-
ture :t.r. thi sector that are inconsistent T::._ ~!-:. e:. al- ::"i.. ·.cia c_·c:...:.iz tiono 
9-le same p· b_em ~oes ot exist in e 'ucat.:.or:; U Y a:-d la~ge t~ .e aL. • ·'·y of l 

erpenditures at present is ve~~ ~ow a d befora spen ing s bst~· tial
ly larger a:r:oUY . .:.:,s, major structural c~_.:mges re calle f _ t ...... is ... ect ~~ 

the f- c:..gtner.:~ u::o:.: of responsibilities .. nat111\:;;~~- =:e :1 1 .... o~a-L go ·c:"::_.,._er. -~ 
nits .:s c. <::J...c:.:.s cbs ta e to effie· :1cy J 

Pol.:.c.:.es 

12o Gcv rnment action in certain key~· e~s 
few ec.. ... s c_ues as to the general t' 1 st :;.· e .... c· ... 

tne rext 
r.\ e,y a 
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cially steel (improveme· t ne ded) ~~ electric powe 
{continuation of pras t, practi e nee e ) ; , 

:Naintenance of realistic exch · ge rates, 
adjustments u.~til inflat~ on is imin ted 
eeded); 

.e .:reque t 
imp· vement 

f) Farmga te coffee prices which do · ot make the production 
of st .. rp uses profitable contL."luatio of pres nt practice 
n ec.e )o 

(g) Debt . anagemen- polic.:es p 
excessive sh rt- term debts (recent 
ut ot yet c early est b ·s e 

the re-eme-gence of 
tev ·o ati p ss:b_e 
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:~~ .:ancial and eco_ omic planninb v7 .. 2c effectively 
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1966 and 1970, if Ba."'lk ~ecom.rn.e~1dations are ac~epted. From 1970 onwards, 
it would be reasonable to aim for 7.0 ·.:o 7.5 pe~cent at he most, so as 
to accommodate t' .e u1•ivate sector's ~ -·)ansion nee s. The sectoral distri
bution as well as he abso_ute levels ~re still subject to review, both 
within the spending agencies and the Baruc. The present planning horizon in 
Brazil only goes beyond 1970 in some sectors - electric power and transport 
- and even the 1968-197 plans are hizhly tc~tativ • 

Capital InfloH and :Sxternal Deb~.~ 

14. Gross capital inflows are projected to be around US$4.5 billie~/ 
during 1968-73. This estimate includes some US$ 400 million of amortizations 
of debts whic it is expected will be rolled over from year to year by the 
D1F. In vimv of the relatively lo'tv fo reign exchange component of many of 
the main investment projects, some local currency financing or program 
lending wi 1 be required. The estimates refer to 'tvhat may be termed 
j£~it1~2}_~_gross c~~tal inflo~~~; they are roughly consistent - subject to 
more det.aiJ.e calcuLations presently undertvay - with GDP grm-rth rates of . 
5-6 percent, omestic marginal savings coefficients of around 25 percent 
and with debt service ratios which are not likely to be below 30 percent by 
1980. The policy conditions underlying these assumptions are a very restrained 
growth of current eA~enditures of all levels of government, exchange rate 
policies permitting the exploitation of the large grotvth potential of non
traditional exports and monetary, fiscal and pricing policies consistent with 
continued deceleration of demand inflation. In the absence of such policies, 
the level of capital imports could turn out to be very much larger; virtually 
no limit ca.~: be placed on ~iE;.l2iial u..I1]Estifiaole capital imports. In the 
most extreme case these could take the form of rene-vmd buildups of commercial 
arrears; in a slightly less dramatic form large increases in service obliga
tions for me ~ma-term suppliers credits and other short- to medium-term debts 
could be th consequence of substantial deviations from the policy assmnptions 
made here . :_.v should be noted that the terms of borro'tving in the next five 
years wi:l ~1ave a significant bearing on the size of the gross inflovs required 
by 1973 . I~ ·.is sense the availability of capital on World Balli{ Gro~p ter.ms 
during t~'le nc:'"·c few years 'tvill play a role in determining the tota re uired 
by 1973. Horeov :1., since even under favorable assumptions about B "azi_ s 
savings ffor·c - implying a negligible resource gap by 1980-interest charges 
will rise eno· ~ to keep the debt service ratio at the indicate high evels, 
there will be reason to blend Bank loans w'i th credits or other fun 
obtaine on concessionary terms. 

15. Dur:.ng the .ext five years approximately one half of the projected f~ 
gross C~)ital ~ re likely to be required to amortize present and JJ 
expecte new eo·~ -.. . in the past, the proportion of gross fixed capital 
formation the. ·c is :inanced by the resulting net capital inflows from abroad 
would, under t:ese projections, remain below 15 percent. This places Brazil 
nea the top ol the list of underdeveloped countries when ranked by the 
degree o domestic financing of aggregate investment , especially when in 
this rarking c..ccount is taken of difference in pe r capita i ncome . 

~~-~~~---------·~-------------
!/ TI1cBc : ~ s replace those used in the earlier 5 year proj ection . 



A~ Conclusion on Country Relevar.~ for Bank/~DA 

1. Policies 

The above discussion of t e econom c prospects of Brazil 
identifies five policy areas which should ave a major bearing on our 
futur e· .. c.:...:.-.g o B ... az ese c..:: : 

) Continued ··-. e c~<?..__pf inflat:on: we 
should attac e s abi ·z t•on and u~timate~ 

oyernment's current expe diture . 
substantia .ncrease in the taxation receip s of the 
we s: ould support a gr dua transfer of some current 

as c~~~~~~n~d~i~t~u~r~e~functions from the Federal Gove 
es. 

(b) es~ablishing and maintaining a 
flexibie price mecha~ism: t e contro o inflation is to be gradual 
process a d in the meantime the n:aintenance of a rational patter of 
resource a lo-~ation and the prevision of funds for new investments 
require minimum interference with t e mechanism of relative prices. 
I thi respect we shall give s~ecial ttention to the periodic just
me s of public utilit prices. 

(c) Progress in devel oping a healthy balance of pavments : 
we con ~ er a continued growth of expor s, and the maintenance of an 
exc ange rate w ich will ensure this, as an important determinan of 
Brazi s creditworthiness. We wou d also expect that physica controls 
do o re-emerge as an instrument of t e balance of payments po· icy . 
In orc~r that Brazil's creditworthiness is not adversely affecte by a 
se~ · o u external liquidity problem, we wou d attach importance o the 

an excessive accumulatio of short- term debts. 
---------------- ~ 

) Maintenance of a c~ffee policy to prevent the re- " 
eiT.e~g~~ce of sizable surpluses: the coffee policy of the last three 
y a~s has been a key element in the co trol of inflation and a gr dua 
reauct·on of the very large surpluses. T s policy needs to be co -
t"nue • 

e) Improvement in planning, project Ereparation ana 
execution in the less developed sectors and regions of the 

in the discussion below we indicate the emphasis we propose to 
o the less developed secto s and regions in the economy. Our 
would need to ·be complimented by the Brazilians' own. 
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2. Prior"ties 

We conceive our future leL ng n Brazi as a combination of: 

(a) A minimum amoun of abo $50 m· ion per year expected 
to materi ize without much uncert "nty as n instruoent for maintaining 
a dialogue with the Government on majo~ ob·ectives of economic policy 
as outlined above: our basic criteria for projects in this category 
wou d be availab"lity and readines • the case with projects in 
the power sector, an possibly~ i ro ec s. 

(b) ditional pro·ec en i g increasing under op imum 
conditions to abo t $250 million an ual y by e early seventies . In 

the sector a d project ob jectives we seek th~ouz~ our lend
catego_y a so contr!bute to ths ach·evement o the general 

econom·c icy o ·ectives, we wo d delibe a ely identifx and prepare 
pro"ec ~ s in sectors · a~ticularly evant from this point of view. 

Since the defici~s of ansportn ion enti ies a e a ~~ 
ma ·or cot ibution o the Federa budge eficit, we propose tat n . 
the next f~ve years the Bank pl~~e rna or ernptas:s on the trans or at· on 
sector in B::-azi , T e Bank has been e.;so~iuted -c;-1ith the p· ogram of 
stud"es and project prep~~atio~ in this sector since 1965. The f"rst 
phase of transport survey partly financed by t e Bank and covering 
the ra"lways, t e major ports ~~d t e ighways in the Southern Sta es I 
has been completed. A second p~ase of t e survey covering high~ays in 
t e rcnaining S ates is in progLess. A blueprint for the transport 
sec-or reform o lined in the tra spo t survey is being used by the 
Governrr .. ent to prepare a 3-year Pl of Action. The Bank is negotiating 
i con~u~ction with the proposed $26 mil ion loan for a highway project 
a · .::mo ::"- ~ dum incorporating the specifics of the Goven1ment' s future 
tr sportatio )Olicy including a time sche ule for the adoption of 
cer-ai. ~ey first steps, such as the merger of the numerous separate 
rai way ~ys tems, the closing of uneconomic lines , etc. There is ikely 
to be , co tinuing flow of bankable pro·ects in highways, ports and 
pos s ib y "!"ail-w·ays over the next five years and we propose to link our 
~end ing for these projects to performance on the Governme t' oposed 
tra spar ation po-icy undertakings. 

T ough our proposed len ing in agriculture we ope 
to make contribution to the estab ishment and strengthening of c ann s 
for '-he ~ ow of i vestment funds to the sector. Moreover, we o~ e to 
rei.force the Government' s efforts to strengthen incentives for reduc
tio~ ex?ansion by freeing the prices of agricultural products an 
im ov g the·r marketing and to develop new exports. 
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Through our proposed lending fo ·ndustrial credit 
we expec to p~ovide the much nee e fo eig exchange for industrial 
expansio t, e Northeast the e are, for e time being, am le domes
tic funds owing to t e substanti • tax ince tives) and to t e strength
ening of t e new y eruerging priv te f. s ce com anies in the more 
deve ope par of the country. 

The proposed iro ore project would make a irect 
contribution to ex~orts and hence to the improvement of Brazil's 
ba ance o~ payments. Through ou :en ·ng for a steel project we ope 
to induce price flexibility an e~fic·ency in a key industry contro led 
by the Govern ent. 

(c Insofar as consistent w th our objective untie (a) 
above, we wou d seek to avoid ~ttaching our funds to pr.ojects for which 
su·table bilateral financing cou d be available unless our presence 
wou d improve significantly the te ms and amounts of such bilateral 
financ·ng. These are usua y projects with relatively high equipment 
componer-:.t and in sectors with high y developed insti·tutions, such as 
electr·c power. Thus, in contrast to the recent past when practically 
all our lending was for power p~o·ects, in the next five years less than 
one- fifth of our total lendir.g ':·lou d be for power pr.Jjects. Had suit
able p~·o · ects in other sectors been av:~ilabl~ to ensure .:1 mirL:~::i.um trans 
fer of funds to Brazil with reasonable certainty, we would have attempted 
to r~duce fur er our proposed lending i the sector . 

(d) Despite the considerably greater effort required to 
forn~.ate and implement projects in t e less developed parts of t e 
count~y, part·cular y the Northeast, we shall emphasize the deve opment 
of these areas. Thus, the Northeast would be given priority ·n our 
progr~m for the identification an preparation of transportatio and 
agriculture projects . 

(e) In recent years we have coordinated our approac to 
rna .:: or conomic pol icy issues with other lenders, particular· y IHF and 
us~rn. Despite the relatively modest amount of our recent lending in 
Brazi this has permitted us some margina influence on the des·g of 
the Gove~nment's economic policy nd on t e position of the other two 
age ci s. Our proposed lending could be more productive if approached 
w· hi the framework of a Consultative Group, provided that the bi at ral 

mu t·lateral lenders would be prepared to discuss and genera y 
e co~~itments on the extent and terms of their support for Brazil's 

developnent effort and provided that Brazil would be prepared to for
m late eriodically programs "t-Jhich could be the basis for convening e 
Co sultative Group . So far the Government has evinced only spGradic 
in eres- in this . However, in future discussions with the Governmen 
we sh·· - explore the Government's attitude towards a Consultative Group . 
If a onsultative Group were to be convened, the Bank would hav o 
corside~ assistance to the Government i the preparation of programs 
a~ prc~ects which wou d be the basis for discussions within the Grou • 



- 4 -

3. Lend i ng Terms 

razil may need large~ ne and gross capital inflows in the 
late seventies than in the next =ive years. o prevent an excessive 
buildup of i te est on loans contrncte in the late sixties and early 
seventies, the Government would .ave o pay serious attention to the 
terms of borrowing. The Bank/IDA shou d contribute to preventing the 
emergence of a debt problem by a moderate flow of IDA funds for projects 
in Brazil. Between now and the mid-seventies, Brazil would be able to 
avoi a majoj_ liqui ity s ueez if i t co:.J.~::.:-.. ucs ~o .:o:.lovl :}o:. ic:c.:> f o 
the management of balance of pay. ents ~s out~i.e~ above . x en ace 
periods on coun y grounds are ot reco~u nde , a t a~t no~ fo ime 
being; r.or are extended maturitie s re ommended if IDA funds wou be 
availab~e · 4 amo nts indicate i the ending progr m. 

B. Five- Ye!:Jr i.ending_!'[_c_gram see attached table) 
---:_____ 

Brazi 's gross ca:)ita re uiremen·::s dur-ing 1968/69- 972/73 
ar exper.ted to be or-th€ r of about $4.5 hillion . Of this it is 

reposed that the Bank/IDA contribution be ~900 mill on to $ b. _ion 
(as compared v.Jit.h $700 million shmm in an e,t-d.ier proj2ction). is 

v. .. ould be C01.~s!stent with the 1~·.L:ly fl::.w of resources from othe gen
cies ur!r:l wi~h our <18sire to t'~3~10nd a·~~v::opria tely if the Goveri.·.me 1 s 
po icy in the key are~s of economic po icy emerges as indicated above . 

In conformity with the lending strategy we pror0se, the 
lendh .. g program comprises transportation, l~l percent of the tc:-:al, 
agri~ulture, 13 percent, electric power, 18 percent, industry, 15 per
cent, ~rr another 13 percent for education, sanitation and unidentified 
projec~ /. ,. 

The projects included in the program vary in readiness. 
On ·he cne hand the power projects and the earlier projects in trans
por tation appear relatively close to implementation. On the other, a 
numbe~ of rejects in the later years of projection are ideas. major ~ 
a ssum?t i o of these projections is that the Bank and Brazil would be 
prepare o vote substantial manpower resources to the prepara ion of 
p~ojeccs~ ~h·s is critical since we are deliberately attempting o 
expan our le.ding in sectors such as transportation, agricu tu e an 
educat~on w e e the capabilities of institutions to formulate a d 
implem.nt pro·ects are relatively less developed . We are also assuming 
that our own project evaluation and processing prcedures wou d be 
speede up. If these assumptions are not realized, the Ban</IDA lending 
in secto=s "ke transportation and agr·culture would be considerably 
le t. we envisage . 

The deliberate policy of restricting Bank lend"ng in sec
to··s sue as power, which would be par· i cularly suitable for financing 
from ~ ~~ teral sources, implies that t~ equipment component and hence 
th fo_eig exchange component of future projects would be re ~ively 
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low. The foreign exchange campo ent oc p ojects in agriculture, trans 
portation, educatio , san tation an privs e finance companies is not 
likely to exceed 25 percent and, in many cases, may be less. However, 
consistent with our des e to make a s:gnificant contribution in t ese 
areas and to contribute towards meeting Brazi 's overall capital require
ments as distinct from fore gn exchange content of projects suitable 
for external financing) we should be p epare for local currency finan
cing in reasonab e amounts outside the pmver secto • For planning 
purposes, we have assumed that the Ban wou d be prepared to finance 40 
percent of the cost of projects or the foreign exchange component, 
whic ever is larger. This is consisten wi- the cost sharing formula 
recommen e by e Economic Missio last ye r n endorsed by the Loan 
Committe • 

In respect of industrial finance companies, we have assumed for 
purposes of his fo~ecast that the e w be changes in pr~sent poli
c·es whic wou d permit us to lend to a Government - owned institution , 
Banco do Nordes e do Brasil (BN~), for industrial financing in the 
Nort eas- n to use Bank funds fo local procurement ' in case of the 
proposed oan to private industrial finance companies in the more 
deve oped pa ts of Brazil. The Banco do Nordeste has a surplus of 
domestic resources but is ahort of foreign exchange. Given the large 
a~ounts of funds availablP. for industrial investment in tile Northeast 
whic nust - under the system of federal i come tax exemptions - be 
cha neled through the BNB, private finance companies do not operate on 
a signi=ican scale in the Norti~e s • During our initial investigation 
of ' e pro· ect vle 'tvould also exal!line the economic implications of the 
dive sio~ o= investible funds for the development of industry in the 
Northeas In So th-Central area, however, there are several rapid y 
g mving private development finance comp nies. In order to assist and 
s.trengt en t ern we would have to permit t e use of Bank funds for loca 
purc.ases since a substantial proportion of the capital goods require
menLS of e me ium scale industry of this region is manufactured locally . 

c. Alternative Lending 

f p ojects in transport and agriculture can be prepared in 
grea er vo ume and with greater speed than we envisage, we would recom
men re· ction in our projected lending fore ectric power and stee • 

The ex ent and area of reductio in our lending in case of poor 
perform2. .. ce v1ou epend upon vlhere the performance is weak. In genera , 
we waul in -es rictions on lending because of poor overall economic 
performance to t e minimum lending program (power, and certain indus 
tria projects). Barring a complete collapse of economic managenent, 
sue as in the early sixties, our lending in transporta1d agriculture 
wou be linked mainly to sec tor conditions that are of importance for 
gene a economic performance as we 1 . The maximum lending level in the 



program would be associated with sa is=zctory general economic as wel 
as sec tor performa ce. Si ce t: bu~k of o~r en i g would be i 
sectors w.e e good per~ormance has an portant bearing on general 
economic rr.~n gement, ou assu pt o is · e two wi 1 go toget er . 

D. Othc~ Act ivities and Issues 

Lending on the scale proposed would re uire considerably greater ij 
project preparation effort an t p ese. ~. Since ·n transport and 
agricu tu-e there wo be a cont n ing need fo~ ec nicians to work 
with loca e ·sonnel, it m·ght be ore p·~oductive if one from a res· 
de t office i Braz·l. We see pro·ect preparation as being the focus 
of a fu tu e resident mission . Secondly , if a Consultative Group were to 
be estab is ed for Brazil, we would probably have to assist the Govern
ment in formu ating annual programs an projects for presentatio to the 
Grou • ~uis might again be done by an office in Brazil . 

At·achmen { ) . 

Western Hemisphere Department 
June 14, 968 



PO WElt 
Volta Gra nde. ( Cemig) 
Porto Colombia (Furnas ) 
Sao Francisco 
Harimt.ondo (Furnas ) 
CAEEB Distribution 

THAN SPORT 
Highvmys I 
HighHays II 
Sao Paulo Beltway 
Ports (Rio, Santos, Recife) 

2 Addtl Transport Projects I 
3 Addtl Transport ~rojects II 

AGRICULTURE 
Santos Port Storage 
Agricultural Credit I 
Agricultural Credit II 

INDUSTRY AND MINING 
Iron 0 re Export (Hanna/ Antunes) 
Steel (Cosipa) 
Banco de Nordeste-Ind. Credit 
Private Finance Companies 

EDUCATION 
Education I 
Education II 

SANITATION 
Small City Water Supply 

UNIDENTIFIED 

TOTAL 

19t;<:rT69 
B3.nk IDA Total 

2S 2S 
2) 2S 

2S 25 

7S 75 

FlV~-T&R FDRSCAST 

BRAZIL 
($ Million) 

1969770 1970/71 1971/72 
Bank IDA Total Bank IDA Total Bank IDA Total 

25 

so 
30 

5 

2S 
25 

160 

25 

so 
30 

5 

2S 

2S 

160 

soY so¥ 
so so 

so so 
7S 2S 100 

30 20 so 

so so 

15 lS 

25 25 

sJ/ sJ! 
180 35 215 175 so 225 

1972/73 
Bank IDA Total 

150 lSO 

50 25 7S 

so 50 

25 2S 

2SO so 300 

Total 
Bank IDA Total 
175 - 175 

380 2S 40S 

8S 4S 130 

lSO lSO 

40 40 

2S 2S 

so so 
840 135 975 

1/ Bank L0 an assumed on a SO:SO joint financing basis. If a Loan for the unidentified project listed in the same year does not 
- materialize, we may consider lending $100 million for Marimbondo without joint financing. 
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Population - growt h r ate 
birt h r a te 

Price Change - c . o. l. index /b. . . . . . , . , 
exchange r ate\ Cri pe r US$ ) ~ 

GNP at Factor Cost; 1964 prices - Total / d. , , 
per caPita~. 

GDP - at current marke t pri ces , Total 
real growth r ate 

Production Growth (real rates ) - agriculture 
food per cap . 
manufac turin!:Lf 

ODP by Branch - agriculture /h 
mining . :--
manu.fact\U' ing/i . 
construc t i on -: . 
transport & co:nmunication 
public admir.. I< def ense 
other branct,e.s 

Resource Gap 

National Saving - pr i vate 
public 

Total 

Marginal Saving Rate 

Consumption - private 
public 

Total 

Exports of Goods and Servi ces 
Imports of Goods ani Services 

Net Goods and Services 

Interest on Public Debt, Gross: Outflow (-) 
Other Investment Income, Net: Outflow (-) 

Net investment income: Outflow (-) 

CURREilT SURPLUS ( +) DEFICIT (- ) 

Long Term Private Capital, Net inflow 
Long Term Public Capi tal, G7'oss inflow 

less : amor tize tion , , , , 
Net long tern pub . cap . inflow 

Other Capital Inflow, Net (incl . errors, etc, ) 

NET BALANCE .. 
D!F Drawings ( +) Repayments (- ) , , , , 
Foreign Exch, Reserves, Inc . ( T) Dec , (-) 

Foreign Exch. Reserves, Gross - govt, entities 
comm. banks , 

Total 
Foreign Exchange Reserves, Net - Total 
External Debt LJ , . , . . . . . , . . 
Debt Service Ratio , • , • 
Net Factor Payments t o Abroad 

Central Goverrunen~ Current revenue 
Current expenditure 

Saving 

Capital r evenue 
Capital expenditure • , , 

Budget Surplus ( +) Deficit(-) 

Military expenditure , •.• •••••• 
Education - expenditure (ger.eral government) 

ochool enrol., prunary & second. 
literacy rate, adult , , , • 

Tax Revenue (general governrnont) • , , , , 
Public Saving (% of public · fixed investment) 

G7'osa Investment - private fixed 
public fixed 
increase in stocks 

Total 

Finance of Investment - National saving 
Foreign capital 

private 
public , • 

Total 

Public Investment by Purpose - agricultureLE. 
industry~ . , 
:;>ower 
housing 
trans:;>ortation , 
telecommun. 
education 
heal th 
other 

5-YEAR ECONOMI C DEVEL O PMENT PROGRAM 
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~ Average for 1959-61. /b Sso Paulo only. ~ Free rate; end of year. f.2 Provisional estiJnate which may be subject to considerable downward adjustment as a result 
of a special study now under way. f2. 1962-65. /f Data from 1965 relate to value added by manufacturing. !.§, 1962-64 . ~ Net Domestic Product at current factor coat. 

/i Includes mining, construct i on and utilities. /j Includes loans undisbursed, ~ Provisional; new balance of payment projections are under preparation by the Area Department. 
Z§ Includes non-budgetary f unds . [!: 1960, population of 10 years old and over. 7.2. Total fixed investment. f2. Includes water supply. fs Includes petroleum . 
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BRAZIL 

Briefing Paper for 

Hr. HcNanara 

A. Econo~ ic Diagnosis 

1 . Brazil has a population of 87 million and a per capita income 
of someHhat less than $200. It ha s the resource endovrment, market size 
and hurnan potential to become a major industrial nation in a generation . 
Its political system is still evolving; the present supremacy of the 
military may Hell erode in a feH years as a ne\-I generation of civilian 
poli t:i.cio.ns, untainted by past corruption and intrigues, emerges. The 
medium-ter.-:1 gro~,rth prospects are still dorninc.te<i by the legacy of the 
fast but unbalanced groHth of the fifties Hhich was acco:npanied by in
flation a.nd groTtJing distortions in the allocation of resour·ces. The 

: industrial base is relatively broad and. includes Latin America's raost 
: advanced capital goods industries. But it also includes ~any inefficient ~ 
' esta.bli .s~nents and is based on a precarious financial s~ructure. A 
vieorous corru'":lercial agricultural sector exists, but overall land resoure!es / 
are still very underu.tilized. Regional c..ifferences of degree of develop
ment and living standards are excessive. Given time, foreign assistance 
a.nd a market-oriented economic policy, these obstacles can be overcome . 
Gross e:;.:ternal capital infloHs of some US$600 million per year - more 
than half of vThich is needed for debt amortization - ~ho·u.ld be compatible 
ldith average annual gro:~th rates of GD? or 5-6 psrcel t and Hith a 
declining debt service ratio in the next feH years; once the inheritance 
of distortions and inflation has been overcome, groHth and capital 
requirements could ,,rell become substantially greater •. 

2. The huge investment requ:i.rem.ents of the public scct.or ori.gina.te 
in pa r·t in the past neelect of certain sectors, in part in the large 
chJ.nges in the size and distribution of the popu.lation - \·:hich hav~ put 
urban facj_li ties under great strain - and in p--:1rt fron1 the gro\·rth p0ten
tial of the economy itself. Thus the large ar:d mostly efi'i~ient Federal 
and St<l . .,e entt3rprises in steel, petroleu.r-11 refining and electric po".·i8r 
all -1ave majo:::-- and aconomj_cally justifiable e)..--po.nsion programs, to v1h::..ch 
have to be c!.dded the more usual requirements for infrastructure expc nsion -
such as r0ads and ports - or modernization - such as railroads. 

3. 'I'h8 Bank resun ed its relations with Brazil J vrhich had been sus-
pended in the l-3-te fifties J after the 1964 military coup Hhich ovB:cthr;;;r.-1 
ths Goulart Go'trernment. The Government, of :F'ield Harshal Castelo Branco, 
succec:ded ia 1967 by Field Harshal Costa e Sil -v·a, opt-ed for a policy of 
gradaal:i.s r:: in reducing inflation vrhich in early 196h had reached an annual 
rate oi' ovGr 100%. The Bank; the. IHF and the US Governnent endorsed this 
app:::-oD.ch c:.s the most appropriate one for Brazil and have supported it 
th::'D ;:;h p::.'oject. assist .. !lnce, standby agreements and program. and pl·oj•Jct 
loa:1s, r·0spectively. Success has not bean ~nifor.n in all fields, b"".lt over
all )r·:)spocts are ne erLheless mt:'..ch better than in 196h. 'D1e ::~ate of 
inflotion has clecl·.i:aed to about 257-; as the fiBcaJ. deficits - urd1il 1967 ·-
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were rea·· c:ed in real terms; the ";rage-price spiral has been broken; price 
controls were largely abolished; public utility rates were raised to 
economic levels; the exchange rate Has unified and made more realistic; 
the external debt Has ren~gotiated and has been serviced punctually, and 
the climate for investments - foreign and dor1estic - improved. 

4. Substantial problems remain and it is to be expected that even 
if o slippage from present moneta ry and fiscal targets occurs, it vTill 
take sev-eral more years until reasonab1e price stability is achieved. Ti1e I 
fiscal deficit is not yet u..r1der control (it actually increased in 1967); 
one of the largest contributing eler.lents is the operatirlg deficit of the 
railr oads and major changes in rate making, organization and . labor policy /· 
are still required. 'Ine balancing of· the Federal budget is also constrained 
by the already hig'h tax burden - about 30% of GDP - which makes expendi tu1•e 
control mandatory. T'ne excessive Federal bureaucracy is one politically -
sensitive issue; another is the fiscal autonomy of the states and munici- V' 

pali ties 't·rhich account for over 40 per cent of public expendi turGs. !'fore -
over, large parafiscal subsidies are still given to some state enterprises / 
throug: exchange subventions for foreign debt ser-vice. Another potentj_al 
source of further inflation is the coffee seGtor; the original price policy 
designed to make the production of surpluses unprofitable ·t-ras partly reversed 
in 1967 under the pressure of producers' interests. Opposition to the present./ 
vrage policy is also grovring markedly as real 1-rages continue to decline. 

5. Tne great potential for exports other than coffee will not be 
realized unless the exchange rate is maintained at realistic levels" Until 
inflation is brought under control this 1-rill require· more frequent and/or 
more substantial adjustments than have been made in recent years. Another 
a .. :oa in lrhich structural improvements are vi tal is the provision of long 
term credit at reasonable - but not subsidi z ed - interest rates to indust:r:r 
ar.d agriculture. Ti1is is needed both to finance the expansion of nroductive 

· capacj_ty and to reduce the -v-ulnerability of existing industry Hhich has had 
to rely excessively on short term debt. 

B. Strategy of Bank Lending 

6. Loans to Brazil tota11ing ~292 million vrere made bet-vTeen JanuCJ.ry 
949 e;nd October 1958. Lending Has interrupted during the subsequent six 

years bec2.use of the Bank~s concern about Brazil ?s econor.1ic pe:t ... formance. 
Shortly before the ouster of the Goulart regime in April l9bLI, He agreed to 
consider lendine fr)79 million for tHo pol1:er projects in order to offset until 
ec:.rly 1971 Brazilian amortization payments on past Bank locms. Bu.t -'d.l8Se 

loans -v;-ere not signed until early· 1965 and 1v-ere, therefo-:.·e, made in sur:.-Ctort 
or the econoraic program of the neH Governmant. 1A!e supported this program 
further by lending in 1966 &1 addi tio:no.l 815'0 milJ.ion for the po:·:-er sector. 
He selected tbis sector for our early attention in Brazil beca.use ·He felt 
t ::-1at our familiarity v-ri th this sector (arising from previous lo:;.ns as l·iell 
as from our role as e:cecuting agency of a Ut'TDP study of po·Her i 1 Cen-tral 
Brazi_._) vmu1d per:·nit us to make a substantial contribution to the tra~1sfer 
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of external resources in support of the overall program at an early 
date. -,1oreover, He S'"' "'.·I the possibility, apart frorn direct financial 
support, of contributing through rate covenants in the Bank loans to 
the general acceptance of flexible po•.rer rates, ·a policy which was 
essential in an overall gradualist progran for tackling inflation. 
While confining our actual lending to t e poHer field in the early 
stages of our neH relationship r,Jith Brazil, vre encouraged the Brazilian 
Govern.-:1ent to embark on a broad prograr:1 of project preparatipn, in some 
cases ~·lith the financial assistance of the Bank, in order to lay the 
basis for the diversification of our lending and to demonstrate to the 
Brazilian authorities that 'fre ~:ere prepared to expand the scale of our 
lending if they continued to im.plement their stabilization program. 

7. vJhile the vol'l1r:le of . our lending has been rathe:r .. modest in 
the Brazilian context~ the fact that He have coordinated our approach 
with other lenders, particularly the IHF' and USAID, has permit ted us 
to mold to so~~e extent the design of the Government'~ economic policy 
and to influence the implementation process. If VIe are to continue t~ 
exert an influence on general econo~nic policy, He must be able to offer 
the prospect of a reasonable volurne of loans, at least US~lOO million 
a year, materializing without too great uncertainty. On the other hand, 
if He are to use our loans as instrur.1ents to influence governmGntal 
policy in the partj_cular sector Hhere the loan is being made, ·He 1aust 
be \tilling to withl10ld our lending until policy understandings e..re 
reached in that particular sector. 'tile ar8 attempting to reconcile 
these potentially conflicting objectives by selecting sectors for some 
of our lending vJhere policy understandings on that particular sec-~o:.." 

can contribute greatly to a solution of the overall economic problem 
and 1-J"he_'G the \·Tillingness of the Government to adopt appropriate sec
toral policies is more than s~nbolic of the Government 1 s "'-Iillingness 
to tackle critical issues. Thus, in 1967 He made a loan of US$40 
million for a livestock develop .. 11ent projec·t, a condition for· Hhich Has 
that the Government remove inhibiting controls on the marketing and 
expo~t of meat. We regard expanding meat exports as one of the keys to 
long-tenn export gro~,rth." ~n making this particular loan, He also helped 
increase the supply of long-term lending funds in an environ:-.1ent of 
continuing, albeit reduced,inflation. This lJ'as accomplished by a pro
vision for adjusting farmers 1 payments to the prices of their product 
which raised the real rate of interest to the lendere 'tile are continuing 
to work Hitl the Brazilian authorities in designing other projects in 
the agricultural field suitable for Bank financing so as to reinforce 
the .move in Brazil to~Iard a ra tionaliza tj_on of agricultural policies. 

8. mhe second area Hhere \·Ie are :naking an effort to reinforce 
cons tructive policy chan~es is in transport. In this approach we are 
aided by the program of studies and projec~ preparation initiated in 
1965. The first phase of a transport survey partly financed by the 
Bank and covering the rail Hays, the m::tjor ports and the high~·rays in the 
Southe ... n States has been completed. A second phase of the survey 

--~.----- -~----- -------= - ·--· --~ 
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covering highHays in the remaining states is in progress. Bank lending 
for tr<..-nsportation is to induce a radllction of the Federal Government 1s 
budgetary deficit, the railHay deficit alone being equivalent to over 
onc-tr_j_rd of tho deficit. A blueprint for the transport sector's 
reform outlined in the transport survey is being used by the Govern~ent 
to prepare a three-year Plc?.n of Action. The Bank is negotiating, in 
conjunction Hith a proposed US$30 r. illion loan for a high~·ray project, 
a memorandu.rn incorporating the specifics of the Government t s future 
transportation policy, including a time schedule for the adoption of 
certain key first stepsJ e.g., a merger of the nunerous separate rail
vray syste.:as, the closing of uneconomic lines, etc. There is likely to 
be a continuing flol·l of bankable projects in highv;ays, ports. and possi
bly rail~\·ays , over the course of the -next three years and, He propose to 
link our· le 1ding for these projects to performance on the Action Plan. 

9. \-Ihile He shall thus be relati..ng part of our lending to the 
solution of key problems in problem sectors, it is fortunate that 
simultaneously He can give support to good performance in sectors 
-v:here policy problems have recently not been acute. He are thus able 
to contribute to the financing of high prio:r·ity investment and offer 
the prospect of a fairly certain floi-J of Bank lendine; so long as over
all economic policies continue to be implemented. Thus, early in 1968 
vle signed a loan of US$22 million for an aluminum plant to be built by 
Alcominas , a joint enterprise of ALCOA, Hanna and Brazilian minority 
shareho .ders. The Governr.1ent and the Bank vieHed this venture as an 
expression of confidence by foreie;n investors in Brazil 1 s economic 
effort. No major goverr..rtlental policies Here modified directly as a 
result of the loan itself. In this sarGe context He may vie\-I the 
Ba1~~ 1 s continuing, but proportionately reduced, involvement in the 
poHer sector. 1-Je have informed the Brazilian Government that He Hould 

_ hope to gradually phase out our lending for pouer projects, but that 
vie a re Hilling in 1968 to. continue our financint; in this area. Gover{l·· 
.mentc?.l policies in this field are rational and beine; satisfactorily 
i.rn9lemsnted. The poT•ie r companies theMselves have every expectation 
t h2:t. these policies Hill continue and thus can count on Bank loans of 
US~.' .50 million in th:Ls sector during 1968 so long as the B8.nk is sa tis
fied -r;"~'i.th the trend of their overall economic policies. This strengthens 
our hand in discussing these policies T,--ri.th the Govern:nent. In particular, 
jointly \·ri.th the International Honetary Fund and the U.s. Governr:1ent , 
we have been pressing upor. the Brazilian authorities cert~in actions 
to improve their budgetary situation and more frequent adjustments in 
t he exchan~e rate. Our efforts seam to be ffieeting with success. 

10. Taking into account. the uncertainties surrounding Brazil 1 s 
economic progrc.m, reflected in tHo major reverses on the st2.bilization 
f ... ont in the last feH years, we have been reJ.uctant to comr:1i t ourselves 
to a lending program Hhich Hould zreatly exceed us ~~lOO million a year. 

I 
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This decision, Hhich vras never for.rr.all._:r comr.:unicat0d to the Brazilian ') -v 
authorities., also reflected, of co rse, the stringent resource problem /\ 
tvith Hhich the R-=tnk has been confro:-ted. Even though He encouraged 
and helped finance a project preparation effort in the steel sector, 
vTe inforr;led the Brazilian Governr; e1t that He thought they could obtain 
adequate financing for steel ma ufc:.cturing from other sources, indi-
cating that He -v;rould be prepared to reconsider our decisj.on if they 
failed to obtain such financing after I1 aking serious efforts. He 
also informed the Brazilian Governnent that we -vrould not be prepared 
to assist in the financing of a r,1ajor subvJay project in the city of 
Sao Paulo.. \lfuile this decision Has based partly on the doubts held by 
the President's Council as to the propriety of Bank financing of urban 
sub'~·rays, it Has heavily conditioned by the feeling that we were 
already sufficiently engaged in the preparD.tion of o·~her projects, 
giyen the limitations on the extent of our prospective involvement in · 
Br~zil. 

11. Key issues in our lending to Brazil have been the extent to 
~-rhich the Bank is prepared to finance local currency expenditures a.nd 
t-Jhether the Bank is Hilling to finance local procureraent vlhen Brazilian 
L1anufacturers ~lin bids in international co.n petition and Hi th a liu1i ted 
margin of preference. Our economic anaJ.ysis of Brazil's external 
capital requirements, taking into account the project content of Brazil's 
investner..t program, and the foreign exchange limits in its projects, has 
led us GO cor;clude that some financing of local currency expencli tures 
is justified, particularly for transportation and agricultural projects 
where the forc.ign exchange component is particularly small. In po·Her vre 
are prep2..red to finance during 1968 only the foreign exchange component, 
including the foreign exchange component of dor,1estic procuretnent, tv-hen
ever Brazilian suppliers win orders in international competitive 
bidding. 

12. The possibility of for.rrJ.ng a Consultative Grou.p of capital 
exporting countries Has considered in the Bank. It was decided that 
the Bank's initiative in this regard would not be justified until 
Brazil's prospects Here clearer. 

C. Lending in 1968 and Prospects for the Future 

13. Bank lending to Brazil in 1968 (including the Alcominas Loan) 
is li.kely to be about $100 million. The follotrlng tablG lists projects 
under prep.::ration t·:-hich are likely to be ready for commitment, by the end 
of t., e y ar. 



Hightvays 

FURNAS & 
CENIG 
PoHer 
Projects 

Total 
Cost 

72 

120 

Direct 
Foreign 

Exchange 
Component 

22 

L0-50 
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Likely 
Bank Loan 

US$ million 

30 

48-50 

Brazil 

_ Likely 
Commitment 

Present Status Date 

Negotiations 
scheduled for 
April/Hay 

Appraisal 
mission 
scheduled for 
April/Hay 

June 1968 

November 1968 

The follo1ving is a brief description of these projects and 
of the .ajor issues foreseen. 

Highways 

lL. The proposed Bank loan 't·rould be for selected high\vays in 
the central and southern regions of Brazil. Feasibility studies for these 
highways were included in the first phase of the_Brazil transport survey. 
All these highHays are located in areas with high traffic density and their 
completion 't·rould contribute to the improved flmv of agricultural and in
dustrial products . He have already informed the Government that vre 't·nsh 
to negotiate -vri th the loan a statement of transportation policies in high
way-s, railways and ports._ Performance in respect of these would determine 
the extent and timing of our future lending in the transportation sector . 

FUH.t'JAS and CEHIG PoHer Projects 

15. The FUR.t\JAS and CEITG poHer companies are efficient previous 
borrov.rers of the Bank. It is proposed to make t.,_;o loans of about $25 
million to each company for hydroelectric projects. Tne Bank loans would 
cover the direct and the indirect foreig-n exchange costs of the project. 
An economic performance condition for the loans Hould be an improvement in 
Brazil's balance of payments management through the adoption of a more 
flexible exchange rate policy. 

16. For lending in 1969 and 1970 'tve are preparing projects in 

~ ~. ' ... . 



- 7 - .Brazil 

ports, l:ighHays, agricultural storage, iron ore exports and education. 
This pipeline should permit lending to Brazil o~ at le~st $100 million 
annual ly in these years. Increasing our l ending beyond this level in 
1970 would be possible but would necessitate our broadening our present 
project preparation effort. 

17. The attached table summarizes the Bank's past loans to Brazil 
as of February 29, 1968. 

Att. 

Western Hemisphere Department 
Aprj.1 2, 1968 



Bank Loans to Brazil as of Februar;y- 29, 1968: 

Loan 
No. Year Borrov-rer 

Loans fully disbursed 

L03 1965 Central Eletrica de · 
Furnas - Es trei to I 

L04 1965 Centrais E1etricas de 
Sao Paulo - Xavantes 

L42 1966 Centrais Eletricas 
de Hinas Gerais 

L7L 1966 Central Eletrica de 
Furnas - Estreito II 

L75 1966 Cia. Brasileira de 
Energia Eletrica 

476 966 CiaG Forca e Luz 
do Parana 

477 1966 Cia. Paulista de 
Forca e Luz 

L78 1966 Cia. Forca e Luz 
de 11inas Gerais 

516 1967 Brazil 

526 1968 Cia. Vnnora de 
Alumino - Alcominas 

Purpose 

Pouer 

Power 

Povrer 

Poner 

PoHer 

Po-.;ver 

Livestock 

Industry* 

Total (less cancellations) 

of which has been repaid 
to Bank and others: 

Total now outstanding 

Amount sold 9.7 
of Hhich has been repaid: 6o6 

Total noH held by Bank 

Total undisbursed 

*f·Iot yet ef: ecti ve. 

Attachment /11 

Amount less 
Cancellations Undisbursed 

(US$ million) 

267 .o 

57 .o 

22.5 

49.0 

39.0 

6.2 

Ll.O 

6 . 3 

558.1 

125.5 

432.6 

3.1 

429.5 

18.7 

46.8 

39.0 

6.2 · 

8.1 

6. 3 

40.0 

22.0 
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FoRM No. 57 

TO: 

FROM: 

. . J 

INTERNATIONAL D ELOPMENT I INTERNATIONAL BANK FOR ~ I 
ASSOCIAT ON RECONSTRUCTION AND DEVELO~~T 

FFICf MEM 

INTERNATIONAL FINANCE 
CORPORATION 

Investment commitments to Brazilian companies {all industrial) total 
to date slightly in excess of $33 million, the largest amount committed 
within any one country by IFC. The first commitment made by IFC anywhere 
was to a Brazilian company, Siemens do Brasil Companhia de Electricidade, 
in June 1957. The latest operation was the second investment in Papel e 
Celulose Catarinense, S.A. approved in September of this year. No invest
ments within Brazil were approved between July 1959 (Champion Celulose, S.A.) 
and December 1965 (Acos Villares, S.A.) because of internal economic 
conditions. 

Of the nine commitments to date, four have been repaid, sold or can
celled and no longer are held by IFC. The total value of the investments 
held by IFC at June 30, 1968 (excluding the second Catarinense operation 
approved in September) was $20,629,907. The approved investments financed 
projects in the following areas: three for pulp and paper, one for 
electrical equipment, one for cement, one for motor vehicles, one for 
automotive parts, one for steel fabricating and one for fertilizer. 
Although by value the largest area of investment has been pulp and paper, 
the largest single investment ($10.6 million) was in fertilizer (Ultra
fertil S.A. -Industria e Comercio de Fertilizantes). 

To date, with the exception of D.L.R. Plasticos do Brasil, S.A. 
($450,000 initial investment; $200,000 principal amount outstanding; 
manufacturer of automotive parts), all IFC investments have been or are 
being carried out satisfactorily and may be considered successful opera
tions. The plant of D.L.R. Plasticos is closed and legal action has been 
instituted by the Company's creditors to recover their claim; for its 
claim IFC has a mortgage on the Company's assets. 

All of IFC's investments to date have been made in companies located 
in Brazil's industrialized south, principally in the Sao Paulo area. Of 
the projects under review this trend continues {although discussions with 
the Northeast Development Bank have been and are taking place concerning 
projects in that area); however, one of the new projects (cement) is 
located north of Rio de Janeiro and the other (iron ore) is in Minas Gerais. 
Of the present and past commitments, five have been to subsidiaries or 
affiliates (less than 50% ownership) of non-Brazilian corporations -- four 
U.S.A., one German. The balance are Brazilian owned and managed, although 
certain foreign licenses may be employed. Of the projects under active 
consideration, three concern subsidiaries or affiliates of U.S. companies 
and one is for a purely Brazilian venture including participations by a 
Brazilian Government agency. 
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In addition to the IFC projects, in cooperation with IBRD IFC 
completed the review leading to the IBRD loan ($22 million) to Companhia 
Mineira de Aluminio -- Alcominas (aluminium). IFC and IBRD at present 
jointly are actively considering the iron ore project of Mineracoes 
Brasileiras Reunidas S.A. (proposed IBRD group financing: $30/35 million 
loan from IBRD; $20 million subordinated investment from IFC). 

A brief description of IFC 1s existing operations in Brazil and 
projects under active consideration, as well as of the Alcominas project, 
is attached (Exhibit I). 

Attachment 

cc: Mr. Koch 



EXHIBIT I 

PRESENT OPERATIONAL INVESTMENTS 

1. ACOS VILLARES S. A. 

IFC committed $5.0 million to this Company in December 1965. The 
comrndtment was for $4.0 million in debt and approximately $1.0 million 
in equity. The full amount of the commitment has been disbursed. IFC 
at present holds approximately 9.5% of the Company's shares and loan re
payments commence in November 1968. 

Acos Villares is located in an industrial suburb of Sao Paulo and 
produces high-quality tool, stainless and other special steel products. 
The project financed by IFC (to be completed in December 1968 after a 
slight delay) is to enable the Company to increase its output of tool 
steel and rolling mill rolls. The Company's primary market is the local 
automotive industry. The majority shareholder is the Villares family, a 
well-known Brazilian industrial group, which also owns Industrias Villares, 
an elevator and diesel engine manufacturer. 

The Company's sales were about $18/20 million per year in the last 
two years; the Company's net profits have not been as good as expected, but 
this situation is reflected in the entire Brazilian steel industry, the 
greater part of which is Government owned. As an anti-inflationary measure, 
the Brazilian Government has not allowed the steel industry to increase its 
prices to fully offset the effects of cost increases. The Company's re
sults, however, have been improving since April 1968. 

2. CHAMPION CELULOSE S.A. 

IFC committed $4.0 million to the Company in 1959. This commitment 
consisted of a $4.0 million loan with rights to acquire at no cost approx
imately 10% of the Company's stock depending on sufficient profits. 
Additional interest payments beyond a basic 7% rate were also tied to 
profits. Although IFC has received little deferred interest on this 
investment, it has acquired the full amount of the stock to which it had 
rights under the Investment Agreement. 

Champion Celulose operates a 75,000 metric ton short fiber pulp and 
paper mill located at Mogi Guacu in the State. of Sao Paulo. The Company 
is presently doing well, but the results of the Company in dollar terms 
have been effected by the use of price-level accounting by the Company. 
A dispute over the application of this accounting practice, which affected 
IFC's rights to stock and the amount of deferrable interest, arose between 
IFC and the Company. As IFC now has rights to all the stock due it under 
the Investment Agreement, the dispute now concerns only the deferrable 
interest payments and this matter should be resolved shortly. 

Only $1.2 million of the original loan is still outstanding and the 
full principal amount is to be repaid by December 1969. Eighty per cent 
of the IFC investment has been sold to participants. 
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3. D.L.R. PLASTICOS DO BRASIL S.A. 

IFC committed $450,000 in the form of a loan in April 1958. The 
Company failed to honor their June 1, 1968 maturity ($200,000 total prin
cipal amount is outstanding} and IFC has initiated court action (a mortgage 
on the Company's assets has been obtained) to recover its claim. The 
Company produced automotive parts, mostly brake linings under license with 
Bendix. The main sponsor and President of the Company was Dr. Vincente 
Ribeiro, also a principal shareholder of Dominium S.A. (a large, diversified 
Brazilian industrial company specializing in soluble coffee which presently 
is in receivership). Because of adverse market developments and poor man
agement, D.L.R. Plasticos ceased operations and its plant was closed in 
mid-1966. Throughout 1966 and 1967 maturities were repaid through advances 
to the Company from Dominium S.A. As Dominium is no longer able to service 
D.L.R. Plasticos' debts, IFC has taken the action indicated above. 

4. PAPEL E CELULOSE CATARINENSE S.A. 

IFC committed approximately $6.0 million to this Company in 1966. 
This commitment consisted of a loan and contingent loan totalling $2.9 
million and an equity and contingent equity investment totalling $3.1 
million. In the original financing, other financing sources were ADELA, 
Inter-American Development Bank, and Banco Nacional de Desenvolvimento 
Economico (BNDE). In September 1968 IFC approved a $1.1 million supple
mentary investment in the Company in the form of convertible debentures. 
BNDE is providing additional financing and ADELA is again participating in 
the IFC commitment. Other participants in the IFC commitments are the 
Bank of America, First Pennsylvania Overseas Development Corporation and 
Banque Nationale de Paris. 

Papel e Celulose Catarinense at present is constructing, in the State 
of Santa Catarina, a 57,000 metric ton per year integrated kraft pulp and 
paper mill which will be in operation in 1969. The Company is controlled 
by the Klabin Group which is one of the largest industrial groups in Brazil 
and one of the largest manufacturers of pulp and paper in Latin America. 
The head of this group is Mr. Israel Klabin. Associated with the Klabin 
Group in this project is the Monteiro Aranha Group. The Brazilian share
holders have fully supported this project financially. 

5. ULTRAFERTIL S.A. 

IFC committed approximately $10.6 million to the project in October 
1966. This commitment was for a loan of approximately $7.6 million, an 
equity investment of $2.5 million and an overrun commitment of up to $0.5 
million. 

The project when completed in late 1969 will represent the largest 
chemical fertilizer complex in Brazil with an annual capacity of approxi
mately 500,000 short tons of simple and complex fertilizers. Estimated 
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total cost of the project, including working capital, is estimated at 
approximately $69.8 million. In mid-1967 the Company commenced an 
intensive market seeding program of imported fertilizer under which it 
is expected to sell 120/150,000 short tons of fertilizers in 1968. The 
principal shareholders of the Company are Phillips Petroleum with 60.1% 
of the equity and the Brazilian group of Mr. Pery Igel (CompaQY's 
President) with 30.1% of the equity. Participating in the IFC investment 
are First Pennsylvania Overseas Finance Corporation and Bank of California. 

6. COMPANHIA MINEIRA DE ALUMINIO -- ALCOMINAS 

In addition to the investments of IFC, IFC continues operational 
work on the IBRD loan for $22 million made in January 1968 to Companhia 
Mineira de Aluminio (Alcominas). 

This Company is located in Pocos de Caldas, State of Minas Gerais, 
and will produce 25,000 tons per annum of primary aluminum ingot. The 
project cost is estimated at $55 million and the IBRD loan was primarily 
for the foreign exchange component. The majority shareholders are Alcoa 
(50%) and the Hanna Mining Company (23%); the balance of the equity is 
held by various Brazilian interests including the development banks of the 
State of Minas Gerais and private Brazilians such as Walther Moreira Salles. 
Expected sales are $18.5 million annually and the project is expected to be 
complete by mid-1970. The IBRD loan became effective in August 1968 and 
approximately $1.5 million has been disbursed. 
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PROJECTS UNDER ACTIVE CONSIDERATION 

1. LONE STAR CEt1ENT CORPORATION 

The Lone Star Cement Corporation (u.s.) has asked IFC to consider 
a $6 million investment in a new plant to be constructed by its existing 
cement company located near Rio de Janeiro. The project would be a new 
plant with 440,000 metric tons per annum capacity to be located some 
120 miles from Rio. The project cost estimate is presently about $18 
million. The company and IFC 1s objective is to bring in Brazilian 
participation in a previously 100% foreign-owned company. To this end, 
IFC will propose a $2 .4 million common share offering to be held during 
the construction period and undenl!'i tten by IFC and possibly a local 
investment bank. The product name of the existing company is well 
knolm in Brazil and in addition Lone Star controls another Brazilian 
producer ·whose shares are alreaqy traded and whose stock market repu
tation is good and, consequent~, prospects for placing a portion of 
this issue in Brazil are promising. This would be IFC 1 s first under
writing in Brazil and one of the largest in that country. The Brazilian 
Light and Power Company Limited, a Canadian utilities company with 
substantial funds as a result of compensation for a nationalization of 
its Brazilian interests, has indicated an intention to participate in 
the IFC investment. 

2. PETROQUDITCA UNIAO S.A. 

The project involves the construction and operation of a naphtha 
cracker and cat~ic reformer to produce at full capacit.y approximately 
700,000 tons of basic raw material and intermediate products such as 
ethylene, propylene, benzene, butadiene, toulene, xylenes and aromatic 
oils for use in the Brazilian petrochemical industry. The project is 
under active study and IFC has been requested to provide approximately 
$2 .5 million in equity and $5 million in loan. 

The total cost of the project, which will be located near Sao Paulo, 
is estimated at $60 million. The project is being sponsored by a 
Brazilian oil re1inery (Refineira Uniao), two major Brazilian indus
trial and financial groups (Moreira Salles and Pery Igel's Ultra Group) 
and by a subsidiary (Petroquisa) of the state-owned oil company (Petro
bras). This would be the first time Petrobras (through its subsidiary 
Petroquisa) would. take a minority position in a private venture. 

The project is highly important to the Brazilian petrochemical 
industry and will result ·in substantial additional investment in new 
and economically sized plants to use Petroquimica 1 s products. The 
sponsors are no1; making a final selection for the source of the long
term suppliers' credits, which will be a major part of the project's 
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financing, among u.s., French, and English financing proposals. Action 
by IFC depends on the speed with which the sponsor's progress, but it 
is hoped that the project can be taken to the IFC Board of Directors 
in Nove~er 1968. 

3 • MBR IRO J ORE PROJECT 

This project has requested both IBRD and IFC consideration and 
IBRD has indicated its willingness to consider $30-35 million loan and 
IFC to consider up to $20 million of investment. The project would 
include the mining and sale of 5-6 million TPA of high-grade crushed 
iron ore. The project would include facilities for mining and a port, 
but proposes to use the existing facilities of the Central railroad for 
transporting the ores. New investments would total $140 million of 
which $105 million will be made by the mining company and $35 million 
by the Central railroad. The project has a number of outstanding 
characteristics which include an important foreign exchange earning 
potential, a relatively lower investment cost due to the existing 
railroad facilities, extensive reserves of ve~ high-grade ore, and 
kno1vledgeable sponsors. The financing plan would depend upon satis
factor.y long-term purchase contracts being signed, presently expected 
to be with the Japanese. The project appears to be about mid-way in 
its development and about one year away from IBRD Board consideration. 
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CLOSED INVEST}mNTS 

BRAZIL 

In add.i tion to the existing investments, IFC made in the past the 
follmdng commitments (these investments are clos-ed as of to date) • 

June 1957 (This was the first IFC cormni tm.ent.) Loan commitment of 
$2,000,000 (7% interest) in Siemens do Brasil Companhia de Eletricidade 
(Electrical Equipment). $1,000,000 was cancelled in early 1959. Of the 
$1,000,000 disbursed, $140,000 was repaid in 'September 1962 and $860,000 
was sol d to Siemens e Halske AG Germany in August 1962. 

Jan. 1958 Loan commitment of $1,200,000 (7% interest) in Olinkraft S.A. 
Celulose e Papel (Pulp and Paper). $243,000 was cancelled and $957,000 
was sold to Olin Mathieson Chemical Corporation in June 13, 1961. 

June 1958 Loan commitment of $2,450,000 (6% interest) in ~f.rllis-Overland 
do Brasil :S.A. Industria e Comercio (Motor Vehicles). The last install
ment was repaid on January 1, 1966. (no participants) 

Dec . 1958 Loan commitment of $1,200,000 (7% interest) in Companhia 
Mineira de Cimento Portland, S.A. (Cement). This investment was sold 
to Establissments Ciroora in April 1961. 
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I. Railways 

(a) Consolidation of the Railway System 

4A. The Government proposes to consolidate the present federal 
and state railroad networks, embracing 22 railroads, into a single 
system with four regional superintendencies. This unification is being 
studied by a commission made up of representatives of the Federal Govern
ment and State of Sao Paulo~ whose recommendations on the legal, adminis
trative and financial aspects of the merger will be submitted durin~ the 
third quarter of 1968. 

LB. The regional organization recommended by the consultants, how
ever, is already being introduced into the federal railroads and will be 
reviewed when the above merger is put into effect. It is planned to 
establish three regional superintendencies early in 1969 (northeast, 
center and south), coinciding with the gee-economic regions of the country 
and grouping the operational units located there. The regional superin
tendents will be selected during the third quarter of 1968, and will take 
an active part in organizing the regional offices. The new organization 
will be introduced gradually, so as not to interfere with the continuity 
of railroad operations. It should be completed by 1970. 

(b) Organization of the Ne1iv National RailvJay System 

5. The federal railroad system is an autonomous mixed-economy 
enterprise administered by a Board of Directors, composed of a Chairman 
and Directors, with the assistance of a Consultative Council . The Board 
of Directors is responsible for the operation of the railroads and their 
auxiliary services, including the construction of new lines. The Chairman, 
implementing the resolutions of the Board, is responsible for the day-to
day management of the enterprise, giving an account of his actions to the 
Minister of Transport, who represents the Federal Government at the General 
Meeting of Stockholders. Any ministerial agency connected with the rail
roads will act as a staff agency of the Ministr,y of Transport and will have 
no direct supervisory authority over the railroads. 

To facilitate the merger, the setting up of the regional systems and 
the performance of the new activities undertaken, the statutes of RFFSA 
~rlll be amended to confer greater flexibility on the management. A draft 
of the statutes has already been prepared and is to be submitted to the 
General Meeting of Stockholders during the third quarter of 1968. 

6. During the second half of 1968, the Federal Railroad System 
will engage a specialized consulting firm to render technical advice to 
its staff and, jointly with the staff, to study the reorganization of its 
services and the implementation of any measures that are considered neces
sary. In the course of 1969, operating, statistical and cost-accounting 
criteria, standards and procedures, as well as tariff-setting and commercial 
policies, will be analyzed and reformulated. 
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(c) Personnel 

7A. The railways will conduct a survey of their personnel to 
determine actual needs and draw up a program to correct existing dis
tortions. At the same time, they will consider a wage policy that will 
enable them to recruit and retain personnel with the necessary skill and 
experience. 

The federal railroad system has defined its rational personnel 
establishment t 13~000 employees on the company's payroll, based on 
its existing organization and operat· ds. This number was reached 
in 1968 and represents a reduction o 23,00 employees since 1963. Further 
reshuffling will take place throughout , and redundant staff will have 
to be pensioned off, dismissed, transferred, or placed at the sal of 
the Govern tis hoped that by 1970 HFFSA's payro 1 have been 
cut back employees, representing fewer than 5 men per k of 
line, whic rfectly reasonable index. 

7B. A working party has been set up by RFFSA to consider revision 
of the legislation governing the staff of the enterprise. Its findings 
are to be submitted during the final quarter of 1968. 

(d) Accounting 

8. The system of accounting will be studied by the above
mentioned consultants and the staff of the railways with a view to 
updating the schedule of accounts and introducing modern cost accounting 
in the railways. One basic purpose of the accounting reform will be to 
provide a rational basis for the reform of the tariff structure. 

An auditing office already established within the federal system 
is advising the accounting services of the various operating units and 
laying the bases for a mechanized cost accounting system. On these founda
tions, with the assistance of the technical consultants recommended, it is 
hoped that by the first half of 1969 the accounts will have been completely 
reorganized and the new system introduced in the regional superintendencies. 

(e) Qperations 

9. Simultaneously with the merger and reorganization of the 
present operating units, the railways will revise their operating methods 
in order to improve the efficiency of railway operations. 

Unec ao · tations are gradually being closed do~m. 
federal syst m, 202 st tions have already been closed or do~mgraded 
simple halts, and a program is being drawn up to eliminate a furth r 
stations by December 1969. The cancellation of some trains has bee 
facilitated by improved timetable scheduling and better composition. In 
addition, during the first half of 1969, an entirely new operating system 
will be introduced to meet the needs of the regional structure, in collab
oration with the technical consultants to be engaged. This system will 
affect train formation, communications and leave systems, reorganization 
of workshops, supply and maintenance depots, yards and facilities. 
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(f) Tariff Policy 

10. Beginning in J anuary 1969, t he tariff policy wi ll be oriented 
by competition in the transport market, t.ri t h any charges resulting from 
unprofitable operations being allocated to the sectors concerned. The 
formulation of the new tariff system - which shows the cost of trans
portation for each specific, regional category of traffic and represents 
an aggressive policy aimed at winning a larger share of the market -
should be completed by the third quarter of 1969, through the joint efforts 
of the technical consultants and RFFSA's railroad team. 

(g) Uneconomic Lines 

11. The program for closing uneconomic lines, in pursuance of Decree 
No.58992 of August 4, 1966, is well underway. 

The railroads .have already suspended traffic 
included in the basic program, which is scheduled for 
At the request of the railroads, the Standing Commi ee 
up the execution of the program has already expa. edit 
revised program is to be completed - and the alte ~·bUE~~g~~~ 

by 1972. 

This 

12. New lines, the planning and/or construction of which is already 
in hand, will be dealt with as recommended in the .c:urvey Report unless the 
considerations referred to in Par agraph 13 below are applicable. Con
struction of those new lines which the Survey Report has identified as 
uneconomic will be stopped immediately. In cases recommended to be re
studied by the railways, further planning and construction will be stopped 
as soon as possible and, in any event, not later than the middle of 1969, 
if the study indicates that the new line would be uneconomic. 

13. Wherever t he maintenance or construction of uneconomic facili
ties, including railway lines, is found by the Federal Government to be 
justified on grounds other than economic, and the Federal Government deems 
it necessary that these facilities be maintained or constructed, the rail
ways will be reimbursed for construction expenses and net operating losses 
out of the fede r al budget, and the expenses will not be charged to the 
railroads. However, the Federal Government will make an effort to restrict 
such exceptions to the absolute minimum consistent with national security 
and social conditions. 

14. The investment program for 1968/?C, as approved by Law No.5450 
of June 5, 1968, will be reviewed periodically, at the intervals laid down 
in the law, in conformity with t he instructions contained in the Strategic 
Development Plan for 1968/70. 

(h) Deficit 

15. The main purpose of t he above policy is to assure the railroads 
of a completely viable financial system that will make them increasingly 
independent of subsidies from the Federal Government. 
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size of the railroad deficit RFFSA is now being quanti-
fied :l:~eG.ll-G= • of accounts s dardization, by which it 
is sought to define the charges arising out of government demands, such 
as low rates for carrying certain goods, provision of free services, 
maintenance of unprofitable sections, trains and services, granting of 
fare privileges to former staff, in addition to the discriminatory taxes 
on rail freight rates, the amounts of which will be recorded in the accounts 
as notional receipts. Quite apart from this new truth in accounting, the 
steady reduction of the deficit ought to produce an operating factor of 
2.0 in 1968, 1-1hich will be the best performance index attained by RFFSA 
since 1959. 

II. Highways 

16. The objective of the Government's highway policy is to create 
a roads infrastructure which will be efficiently integrated ~nth, and com
plementary· to, other means of transportation. This involves the develop
ment of rational investment programs based on sound economic criteria 
and the creation of efficient national and state organizations to share, 
in the most efficient manner possible, the responsibilities for planning, 
constructing and maintaining the national roads system. The Government's 
directives in this respect hold that road users must pay the cost of the 
road services offered. 

Accordingly, the following measures will be taken in the course of 
the next three years: 

(a) Delegation of Construction and Maintenance Functions to 
State Highway Departments 

17. A study of the organization of the Federal Highways Department 
is already underway and will be completed by the end of 1968. On_the 
basis of this study, the Government will formulate in early 1969 a pro
gram for the reorganization of the Federal Highways Department, with 
particular emphasis on its planning, regulatory and supervisory functions. 

The study will also attempt to coordinate the work of the State 
Highway Department with the program to be adopted, so as to en;_:t..bl e tl1.em 
to take over from the DNER the duties of construction, paving, maintenance 
and policing of federal highways. 

The transfer of these responsibilities to the State Governments will 
be effected gradually, as regional conditions, the capacity of the high
ways agency, and the nature of specific projects permit. 

In effecting this delegation, the Federal Government will ensure 
that the states implement the recommendations of the Survey Report regard
ing the organization of their highway departments. 
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(b) User Charges 

18. The Government is studying t he possibil ities of reforming the 
present system of user charges so that t here 1tvill be a broad correspondence 
between the use of highways by particular classes of vehicles and the 
economic costs of constructing, maintaining and administering the National 
Roads System. TovJard the end of 1968 the l\1inistry wi 11 submit its final 
proposals to that effect to the country's financial authorities, with a 
view to analyzing the probable repercussions on Brazil's economic and 
financial policy. The Government's conclusions will be reported to the 
World Bank. 

(c) Investment Program 

19. The Government intends to base its investment program on the 
highway construction priorities recommended in the ;urvey Report, with due 
regard for the national economic situation. Moreover, it intends to main
tain, within the Ministry of Transport, a continuous planning process to 
update the Master Plan on the basis of current and subsequent detailed 
studies on the technical and economic feasibility of proposed highways, 
seeking at all times to make the investments that will yield the best 
return. 

III . Ports 

20. The Government's poli cy on ports is to decentralize the adminis
tration by setting up autonomous and f inancially viable entities respons
ible for their operation, to adopt specif ic measures for introducing an 
accounting system, and to set port charges on t he basis of the cost of the 
service rendered at a reasonable l evel of efficiency. To achieve these 
objectives, the Government intends to take the following measures: 

(a) Decentralization of Port Administration 

21. The Federal Government will have to take the necessary legis
lative and administrative steps to set up corporations in the above ports. 
In th e first half of 1969 inventories of the assets of the principal ports 
will be conducted, after which the corporations will be set up. The states 
and municipalities in which the ports are located, as well as business and 
industrial interests, may participate in these corporations. 

(b) Accounting, Tariffs and Port Operations 

22. It is proposed to introduce a modern, commercial accounting 
system in the por ts of Rio de Janeiro, Santos and Recife . By December 
1968 qualified consultants will be retained to work on the existing plan 
to introduce such a system in the ports. This work should be completed 
during the first half of 1969, so t hat the system can be introduced during 
the second half of the year. 
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