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BRAZIL

Dr. Helio Marcos Penna Beltrao, Minister of Planning and General
Coordination

General Alfonso Albuquerque Lima, Minister of the Interior
Ambassador de Cunha

A io Delfim N i 3
271822, PEen 1" doun: *Yayme Rifpio de Baiross “charsd YS2gE d¢ Qu°hiRt1da

Roberto Campos, former Minister of Planning

Memoranda of Conversation during visit to Brazil:

Mario Andreazza, Minister of Transport

Col. Ajace, Deputy Minister

Mr. Rezende, head of the Federal Highways Department

Col. Araujo, head of GEIPOT (Government agency supervising the
Transport Survey)

Jayme Magrassi Sa, President of BNDE

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

Dr. Octavio Rodriguez Lima, leading gynecologist; ,one time President \
of the Brazilian Society of Gynecologists Lok ns KAt

Euler Bentes, Head of SUDENE

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

Leli E%%%go Piza, President, State Bank of Sao Paulo
Mr./&f gal, 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

Lelio Toledo Piza, President of the State Bank

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
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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
Several other officials in the Ministry of Finance

Helio Beltrao, Minister of Plan ning

Mr. Velloso, Deputy Minister of Planning

Various other representatives

Roberto Marinho, Editor of O Globo

Augusto de Azevedo Antunes, industrialist (mining, banking and

power interests)

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

Mario Simonson, Vargas Foundation

Luiz Ganzaga do Nacemento Silva, former Minister of Housing

Appointments without Memoranda of Conversation

President Arthur da Costa e Silva
Nilo de Soufa Coelho, Governor of Parnambuco State
Luiz Viano Filho, Governor of Bahia State

Luncheon hosted by Pinance Minister Netto - list at end of Tab 3
Cocktail party hosted by Gov., State of Bahia - list at end of Tab 3
Julio Mesquita, Editor of Estado de Sao Paulo

Nascemento Brito, Journal do Brasil

Herbert Levy, Minister of Agriculture

Affonso Celso de Ouro-Preto, Second Secretary, Brazilian Embassy

Robert Winters, President, Brazilian Light and Power Co.
Lars Bengston, General Counsel

Ambassador Mario Gibson Barbosa
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4/9/69

7/18/69

2/16/70

5/25/70

9/23/70
(Copen.)

1/5/7

2/8-9/71

4/5/71

5/3/71

5/25/71

6/21/71

8/12/71
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Alexandre Beltrao, Executive Director, International Coffee
Organization, and Executive Director, Coffee Diversification
Fund

Almir Fernandes, Prof. of Architecture, Federal University of
Parana; Head, Curitiba Metropolitan Area Planning Div.,
IPPUC, Curitiba

Col. Jose Costa Cavalcanti, Minister of Interior
Rubens Vaz da Costa, President, Banco do Nordeste do Brazil
Ambassador Gurgel Valente

Antonio Delfim Neto, Minister of Finance

Antonio Dias Leite, Minister of Mines and Energy

Mozart Gurgel Valente, Ambassador

Henrique Rodrigues Valle, Ambassador to the OAS

Paulo H. Pereira Lira, Director of the Central Bank

Jose Maria Villar de Queiroz, Advisor to the Minister
of Finance

Delfim Netto, Minister of Finance

Ernane Galveas, President, Central Bank of Brazil

Pereira Lira, Adviser

Eduardo da Silveira Gomes, Jr., Adviser

Rondon Pacheco, Governor-elect, State of Minas Gerais
Camilo Penna, President, CEMIG

Delfim Netto, Minister of Finance

Jose Maria Vilar de Queiroz, Economic Advisor to the Minister
Gustavo Silveira, Press 8ecretary to the Minister

Delfim Netto, Minister of Finance

Jose Maria Vilar de Queiroz, Economic Advisor to the Minister
Mario Lopes Leao, President of COSIPA

Luis Fernando Sarcinelli, Executive Secretary, National Steel Council
Sergio C. de Weguelin Vieira, Economic Counselor, Embassy of Brazil

Marcus Vinicius, Minister of Industry and Commerce
Gen. Alfredo Americo da Silva, President, CSN

Dr. Mario Lopes Leao, President, COSIPA

Dr. Luis Verano, Econ. Cognselor, Embassy

Dr. Joao Paulo dos Reis Velloso, Minister of Planning

Delfim Netto, Minister of Finance
Ambassador Araujo Castro

Carlos Alberto Vieira, Rep. of Banco do Brazil in NYC
Ernane Galveas, President, Central Bank

Ambassador of Brazil (Araujo Castro)
Thompson Flores, Embassy
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9/27/71

12/8/71

4/11/72

5/3-5/72
(Bellagio)

6/16/72
(NY)

7/24/72

(dinner at
home)

3/26/73

7/23/73

8/1/73
6/15/74

10/1/74

10/23/74
2/7/75

5/5/75

6/12-13/75
(Paris-Dev.
Cte.)

6/30/75

- -

Antonio Delfim Netto, Minister of Finance

Dr. Ernane Galveas, President, Central Bank of Brazil

Jose M. Villar de Queiroz, Adviser to the Minister of Finance
Paulo H. Pereira Lira, Director, Central Bank of Brazil

President Emilio Garrastazu Medici

Antonio Delfim Netto, Minister of Finance
Ambassador Joao Augusto de Araujo Castro
Paulo H. Pereira Lira, Director, Central Bank

Jose Maria Vilar de Queiroz, Advisor on External Affairs,
Ministry of Finance

Fernando Henrique Cardoso, Director, Centro Brasilerio de Analise
e Planejamento, Sao Paulo, Brazil

Vasco T. Leitao da Cunha, Rio de Janeiro

Antonio Delfim Netto, Minister ofFinance
Villar de Queiroz, International Advisor to the Minister

Finance Minister Delfim Netto
Dr. Ernane Galveas, President, Central Bank of Brazil

Dr. Alexander Beltrao, International Coffee Foumdation

Finance Minister Delfim Netto - Lunch with Mr. McNamara

Dinner hosted by Alexandre Kafka for:
Prof. Mario Henrique Simonsen, Minister of Finance
Paulo H. Pareira Loira, President, Central Bank of Brazil

Finance Minister Mario Henrique Simonsen
President, Central Bank Paulo H. Pereira Lira

Director, Foreign Operations, Central Bank, Fernao Bracher
International Advisor, Finance Ministry Ary dos Santos Pinto

Dr. Roberto Campos

Alexandre Beltrao, Executive Director, International Coffee Org.

Joao Paulo dos Reis Velloso, Minister of Planning

Mario Henrique Simonsen, Minister of Finance

Marcos Vianna, President of the National Development Bank
Zeuxis Neves, US Rep of Nat Dev Bank, and Attache at Embassy
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9/2/75

1/14/76

3/1/76

7/26/76

10/2/76
(Manila)

10/14/76

12/15/76
(New York)

2/11/77

2/22/77

9/12/77

9/23/77

1/9/78

2/3/78

2/15/78

9/26/78
Annual
Meeting

Mario Henrique Simonsen, Minister of Finance
Paulo H. Pereira Lira, President, central Bank of Brazil

Fernao Carlos Botelho Bracher, Director of External Area,

Central Bank
Ary dos Santos Pinto, International Advisor, Ministry of Finance
Alvaro da Costa Franco Filho, Head of the Division of
International Polices, Ministry of Foreign Affairs
Alexandra Kafka, ED, IMF

Felipe Herrera, Coordinator, ECIEL (Program of Joint Studies
on Latin American Economic Integration)

Joao Paulo dos Reis Velloso, Minister-Chief of the Planning
Secretariat of the Presidency

Marcos Pereira Vianna, President, National Bank for
Economic Development (BNDE)

Zeuxis Neves, Attache of the Brazilian Embassy

Joao Baptista Pinheiro, Ambassador to the U. S.

Mario Henrique Simonsen, Minister of Finance

Paulo Bellotti, Secretary-General, Ministry of Industry
and Commerce

Fernao Bracher, Director, Central Bank of Brazil

Ary dos Santos Pinto, International Finance Adviser,
Ministry of Finance

Ambassador Joao Baptista Pinheiro
Zéuxis Ferreira Neves, Attaché

Sergio Correa da Costa, Ambassador to the UN
(At luncheon hosted by Amb. Akhund-Pakistan)

Alexandre Beltrao, Chairman, International Coffee Organization

Joao Paulo dos Reis Velloso, Minister in Charge of the
Planning Secretariat

Aderbal Costa, Head of the International Cooperation Section
in the Secretariat of Planning

Ambassador Joao Baptista Pinheiro

Eduardo Gentilo, Grandson of Ambassador Bunker

Finance Minister Henrique Simonsen, at dinner hosted by
Ambassador Penheiro

Paulo Jose Dutra de Castro - General Director of Industrial
Relations, Volkswagen, Brazil. [Education Panel lunch]

Dr. Walter Santos, Chairman, International Congress on
Food and Nutrition

Paulo Villares, President of the Villares Group
Jose Guimaraes, Financial Vice President, Villares Group

Mario Henrique Simonsen, Minister of Finance
Paulo Lira, President, Central Bank
Fernao Bracher, Dir. of Central Bank

Luiz Barbosa, Central Bank
Alexandre Kafka, IMF ED; Ernesto Franco, IBRD ED
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40.

41.

42.
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1/5/79 Francelino Pereira, Governor-elect of Minas Gerais

3/2/79 Jose Augusto Amaral de Souza, Governor-elect of Rio Grande
do Sul
Messrs. Kafka, Franco

6/7/13’ Antonio Delfim Neto, Minister of Agriculture
Alexandre Kafka, ED-IMF

6/19/79 Karlos Rischbieter, Finance Minister
Ambassador Silveira of Brazil

Alexandra Kafka, ED-IMF

10/1/79 Karlos Rischbieter, Finance Minister

Annual _
Meeting (in Belgrade)

10/24/79 Ambassador Azeredo da Silveira
(1lunch)

11/6-13 RMcN Notes
1979
(Brazil)

11/12/79 President Figueiredo
(Brazil) Minister of Finance Rischbieter

Met in Bahia:

Antonio Carlos Magalhaes, Governor of Bahia

Renan Balearo, Secretary of Agriculture, Bahia
Angelo Amaury Stabile, Minister of Agriculture
Ivan Araujo, Assistant to the Governor, Bahia
Amenair Grenalgh, POLONORDESTE Coordinator, Bahia



43. 2/19/80
(In NYC)

44, 9/29/80
Annual
Meeting

45. 12/3/80

46. 12/10/80

1/27/81

47. 2/24/81

48. 4/27/81

49. 6/8/81

6/12/81

AR N e . e
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Minister Antonio Delfim Neto, Chief of the Planning Secretariat
of the Presidency

Finance Minister Ernane Galveas
Sergio Farig Lemos da Fonseca, C/S to Delfim Neto
Jose Botafogo Goncalves, Head of Secretariat, Intl Econ & Tech Coord.
Gustavo Silveira, press assistant
Jose Carles Maderia Serrano, Director of External Area, Central

Bank of Brazil
Alexandre Kafka, ED,IMF

Ernane Galveas, Minister of Finance

Carlos Langoni, President of Central Bank

Jose Flavio Pecora, Sec-Gen of Secretariat of Planning
Minister Jose Botafogo Goncalves, Sec of SUBIN

Carlos Serrano, Director of External Area of Central Bank

Senator Lomonto
Amb. da Silveira
Mr. Barletta, OL

Bishop Dom Haldar Camaro

Karlos Rischbieter, Finance Minister
(Lunch alone with Mr. McNamara)

Ernani Galvaes, Minister of Finance

Dr. Eliezer Batista da Silva, President of Companhia Vale do Rio Doce
Mr. Franca Pereira, Vice President " " b
Mr. Samir Zraick, Financial Director, L " " i
Mr. Alexander Beltrao, Executive Director, Internationsl

Coffee Corporation
(No MemCon - Mr. McNamara saw alone)

Minister Antonio Delfim Netto , Minister of Planning
Mr Joao Camillo Penna, Minister of Industry & Commerce
(at lunch)
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Form No.757

FROM:

SUBJECT:

TO:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

Files DATE: May 23, 1968

Gerald Alter /74.

Meeting of Mr. McNamara with Minister of Interior
of Brazil, General Afonso de Albuquerque Lima

Mr, McNamara met with the Brazilian Minister of Interior,
General Albuquerque Lima, for approximately one half hour on May 22,
Present at the meeting were the Brazilian Ambassador, Mr. Leitao da Cunha,
Mr. Alexander Kafka, Brazilian Executive Director in the International
Monetary Fund, several associates of the Minister, a State Department
guide and an interpreter. Messrs. Knapp and Alter were also present.

The Minister repeated an invitation to Mr. McNamara from the
Government to visit Brazil at the earliest opportunity. Mr. McNamara
indicated that he greatly appreciated this invitation and would accept
it as soon as possible.

The Minister indicated that the Brazilian Government would very
much like to present to the Bank two series of projects for financing.
The first was a series of sanitation projects in several Brazilian
cities. The second was a group of irrigation projects in Northeast
Brazile. Most of the meeting was devoted to an exchange of views between
Mr, McNamara and the Minister on the second group of projects. The
Minister explained that the Northeast is a critical area for development
and that two weeks ago the President of Brazil made a very important
statement on the irrigation program in the Northeast. Irrigation would
expand basic food crops as well as develop lands for cattle. Industry
is developing much more rapidly than agriculture in the Northeast and
the Government feels that it is important to establish a better balance
between agriculture and industry by accelerating agriculture. Mr. McNamara
stated that the Bank wants to complement efforts that Brazil itself is
making to shift funds from the rich areas of Brazil to the poor areas
such as the Northeast. Moreover, he concurred with the emphasis which
the Brazilian Government appears to be giving to agricultural development
but he indicated that the Bank would have to be satisfied that the return
on capital invested in particular irrigation projects was satisfactorye.
The Minister assured him that all projects now being formulated in the
Northeast are being considered from the standpoint of economic feasibility.

The Minister also raised the question of IDA assistance for Brazil,
requesting the Bank to consider such assistance for the agricultural
projects in the Northeast even if Brazil does not qualify for IDA
assistance under the present per capita income limit of US$250.- (Comment:
The Minister was misinformed on the Bank's evaluation of Brazil - we



-2 -

consider Brazil to be eligible for IDA assistance according to the poverty
test but not according to the creditworthiness test.) Mr. McNamara
indicated that we are perfectly prepared to consider Bank loans for
high-yielding agricultural projects in the Northeast but that we have

no IDA resources at present and it is impossible to say when these
resources will be replenished.

The meeting closed with the Minister stating that he will arrange
for the presentation of the two groups of projects to the Bank.
Mr, McNamara expressed his feeling that there should be great opportunities
for the Bank to assist Brazil, but that much needed to be done both by the
Bank and Brazil if external assistance to Brazil were to make its proper
contribution.s He knew that there were internal policy problems in Brazil
that needed to be resolved and we were prepared to help with our advice
and in any other appropriate manner.

Cleared with and cc.: Mr. Knapp
cCe Messrs, McNamara

Chadenet

Evans

Armstrong

Wiese

GAlter:pb



Form No. 57 INTERNATIONAL DEVELOPMENT l INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
TO: My, McNamara (through Mr. Kngbp) DATE: May 16, 1968

FROM:  Gerald Alter /?l\ .

SUBJECT:  BRAZIL: Background for your meeting with Minister of the Interior,
General Albuquerque Lima, on May 22

1. A biographical summary on the Minister is attached. He is
said to belong to the nationalistic wing of the armed forces and to
favor strong military rule in Brazil for many years to come. His
influence on economic development rests mainly on two foundations:

(1) he supervises the National Housing Bank (which receives substantial
tax resources); (2) he also supervised SUDENE, a federal agency for V/
the development of the Northeast of Brazil, which equally is the
recipient of substantial federal funds. Bank staff has not yet had
substantive contacts with him. Members of other agencies have
informally conveyed to us their impression that the Minister is "not
used to thinking in terms of economic opportunity costs."

2. The Minister is likely to raise the question of Bank lending
for housing, sanitation and projects in the Northeast. The first has
been outside the scope of our lending possibilities. Nevertheless,
given the importance of the sector for the absorption of federal
resources, a 1967 economic mission has analyzed the sector and
prepared an Annex on housing development in Brazil,

3. As regards sanitation, we are planning to send a mission in v/
September to help identify sanitation projects in a number of small
Brazilian cities. It is possible that some of the selected cities

may be in the Northeast.

L. In the Northeast, our activities in recent years have con- Vv
sisted only of project preparation. Generally, project preparation

in the Northeast has been slow and of poor quality, while both the

IDB and the AID have been eager to pursue any project lead that
developed. The IDB, in particular, has been eager to find projects

in the area to which to attach Social Progress Trust Funds. Probably
for this reason the Government has not yet approached us in respect of

a project in that area.

/

5. The first phase of the Bank-directed Transport Survey has v

identified a port project in Recife on which preliminary engineering
is being done. As soon as we have completed negotiations with the
Government on a Memorandum of Understanding on their future transport
policies (on which we have briefed you recently), we are planning to
send a pre-appraisal mission covering three ports, including Recife.

t h

™ . i N
e alde of Moo Ead
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Moreover, the present second phase of the Transport Survey covers vV
the road network of the entire Northeast and is expected to

identify early next year numerous high priority road projects in

that area for which Bank lending would be considered.

6. In agriculture, we are awaiting the initiation of opera=- v//
tions under our recent livestock loan to follow up with a project
identification mission for additional agricultural credit. The

mission would, inter alia, look into the possibilities of extending v
our lending for livestock into the Northeast and of initiating other
credit programs in that area such as sugar diversification. Agri-
cultural infrastructure projects, e.g., irrigation and land settle-
ment, are presently proceeding in the Northeast with the assistance

of the IDB and AID. The Bank so far has not been approached to
consider such projects, but the Minister may do so during his meeting
with you. So far we have not actively explored such project possi-
bilities because the few projects investigated to date have made us
suspect that many of them might have comparatively low rates of

return.

Te Informal discussions were held two years ago between Bank
staff and key executives in the electric energy sector about the
possibility of Bank financing for rural electrification in the
Northeast. Discussions ended when the AID and IDB absorbed the
project and it became apparent that its foreign exchange content
would be low.

Recommendation

8. You may wish to inform the Minister about our project pre- v
paration efforts for the expansion of the port of Recife, roads in v
various states in the Northeast, and agricultural credit and
sanitation projects including the Northeast area. You may also wish
to point out to him that if the replenishment of IDA resources were
to be forthcoming on a level substantially above that of the past,
we would consider contributing some IDA resources to some of the
projects we might finance in the Northeast.

T

Att.

cc: Messrs. Knapp
Alter
Baum
Evans
Armstrong



Biographical Data on Minister of the Interior
Afonso Augusto de Albuquerque Lima

Minister of the Interior since the beginning of
regime of President Costa e Silva (March 1967)

Date of Birth:

Military Life:

Entered military service

Cadet

2nd Lieutenant
1st Lieutenant

Captain
Major

Lt. Colonel
Colonel

Brig. General
Major General

During World War II, he participated in the Brazilian
Expeditionary Forces as a member of the Ninth Battalion
During his military career he has also
taught at the Superior War College, commanded roadway

of Engineers.

August 22, 1909

April 1, 1927
June 21, 1930
July 2k, 1930
Aug. 13, 1931
Oct. 2, 1934

Dec. 25, 1942
Sept. 25, 1947
June 25, 1953
July 25, 196l
March 25, 1966

construction, and commanded the Second Cavalry

Division. He was Director-President of the National

Department for Works against drought.



ForM No. 58 INTERNATIONAL DEVELOPMENT l INTERNATIONAL BANK FOR INTER
- NATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT ' CORPORATION

OFFICE. MEMORANDUM 72

TO: Mr. Robert S. McNamara DATE: May 10, 1968
FROM: J. Burke Knapp

SUBJECT: Appointment fo%zﬁazilian Minister of Interior

Alexandre Kafka, the Brazilian Director in the Monetary Fund,
telephoned me this morning to ask for an appointment with you week after
next with the Brazilian Minister of Interior, General Alfonso
Albuquerque Lima. He said that General Albuquerque Lima represents
the nationalist element in the Cabinet, in contrast to Mr. Beltrao
(whom you saw recently) on the liberal wing, and he thought it important
that you "play both sides."

Apparently General Albuguerque Lima has important responsibilities
for the coordination of development plans in the undeveloped parts of
Brazil (e.g. the Northeast) and it is a sore point with him that we
have not allocated IDA funds to Brazil. Kafka said that he had in

fact advocated Brazil's withdrawal from IDA on these grounds.

g G

« L
/ / 7,'62 U

cc: Mr. Alter

Filey 4
[
W 5,}
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION

OFFICE OF THE PRESIDENT

11:50

May 10

Mr. Kafka - Mr. Albuquerque Lima
will be in Washington from

May 19 to 22nd (he leaves at

L p.m. on the 22nd). Monday

and Tuesday have been reserved
for American Agencies, Wednesday,
May 22nd for International agencies. |
Mr. Kafka suggests that |
Mr. Albuquerque Lima could see
Mr. McNamara early on Wednesday.
(Mr. Kafka has a Board Meeting
starting at 10:00 a.m.)
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FROM:

SUBJECT:

TO:
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INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR l INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

Memorandum for Record DATE: gSeptember 3, 1968

Gerald Alter ﬂ\/

Meeting of Mr. McNamaras with Minister of Finance of Brazil,
Mr. Antonio Delfim Neto

The Brazilian Minister of Finance, Mr. Delfim Neto called upon
Mr. McNsmsra accompanied by his =dvisor, Mr. Jose Maria Vilar de Queiros;
General Counselor, Mr. Jeyme Alipio de Barros; Chargé d'Affairs, Mr. Joage
de Sa Almeida and Messrs. Kafka and Gomes, Brazilisn Director and
Alternste in the IMF. Messrs. Knspp and Alter were also present. The
Minister confirmed the invitation to Mr. McNamera to visit Brazil in
October and Mr. McNamaras indicated that he should be able to spend four
days in Brazil. He expressed particuler interest in visiting the
Northeast. It was agreed that the staff would work out the details for
his trip. The Brazilian Government offered to provide aircraft for
travel within Brazil.

Mr. McNemars said that the Bank was very much interested in
expanding the scale of its operations in Brazil if Brazilien performance,
both overall and in the particuler sector where the Bank would be lending,
was adequate. Our recent rate of lending had been aversging US$60 million
and he would like to see it triple or quadruple in the next couple of
years in response to improving Brazilisn performsnce. The current Bank
loan for highweys was an exsmple of Bank response to Brazilisn performance.
He understood that the transport letter which was being delivered to the
Bank today went a long way in clarifying Braziliesn policy in the transport
field and that on this basis we were prepared to proceed with the highway
loan. On the other hand, there were two matters on which the letter was
silent and on which we were not completely satisfied: 1) reforms in the
organization and management of the railways and 2) a study to identify
additional uneconomic railwasy lines which should be closed. We would
went Brazilian authorities to give consideration to these two matters as
we move shead in preparing additional loans for the transport sector. The
Minister did not respond.

There was some discussion on fields in which Bank lending might
expand including education and industry. The Minister expressed definite
interest in obtaining Bank assistance for education and confirmed that the
Bank could contribute to industrielization in Brazil by operating through
credit intermediaries. The Minister also seemed to welcome the Bank's
increased interest in Northeast Brazil.

The Minister mentioned that the manufacturing sector now seemed
to be expanding at a faster rate and he would expect a 7 to 9 percent rate
of growth for the next couple of years. He also observed that GNP is
expanding this year at a more substantial rate even though coffee has not
incressed and adverse weather was affecting crops in particuler regions.
The recent devaluation, coming as it does at the time before the plenting
season, should help encourage cash crops, particulasrly for export.

President has seei
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The Minister indicated Brazil's interest in obtaining IDA
assistance. Mr. McNamara responded by saying that there was some
possibility, but that this depended on IDA replenishment, prospects for
which were not very encouraging =t the moment.

The question of a possible Consultative Group for Brazil was
raised. The Brazilisns indicated that they saw many advantages in
carrying out sepsrate discussions with each of the lending agencies.

It was agreed that Mr. Alter and his colleagues would, during
their visit to Brazil around September 11, discuss in greater detail the
composition of a Bank lending program and related performsnce conditions.
This could be followed up by further discussion when the Minister visits
Washington during the snnual meeting as well as during Mr. McNamara's
visit to Brazil in October.
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BRAZIL: Meeting of Mr. McNamara with ; 7

Minister of Transport, MARIO ANDREAZZA 7

On October 23, Mr, McNamara called on Mr. Andreazza, Also
present were Col. Ajace, Deputy Minister (part of the time); Mr.
Rezende, head of the Federal Highways Department; Col. Araujo, head
of GEIPOT (the Government agency supervising the Transport Survey)
and Messrs. Alter and Wiese,

Mr, McNamara inquired about the prospects for reducing
the railway deficit., The Minister stated that the Government was
implementing all of the consultant's recommendations contained in
the recently completed Transport Survey and noted that already much
progress had been made, He was confident that further progress is
in prospect, but appealed to the Bank for assistance. An inter-
nationally reputed firm of consultants would soon be engaged to
assist in the implementation of the Survey's recommendations. In
reply to a question by Mr. McNamara about the likely size of the
1968 railway deficit, the Minister handed him a table showing some
reduction as compared with 1967, but it was impossible to identify
the dollar amount from the table because the cruzeiro figure shown
was obviously in terms of values several years back and no conversion
rate into dollars was indicated. After some discussion, a figure of
about $200 million was given as the estimate for 1968, The Minister
also undertook to provide the Bank by the end of November with an
estimate for the deficit in 1969, but he did not elaborate on this
further. He did, however, state that this estimate would reflect
the action the Government is planning to take in terms of railway
reforms and improvements,

Concerning the investment program of the railways, the
Minister said that about $60 million a year is expected to be ex~
pended on new railway investments until 1973. In this context,
Mr, McNamara referred to the prospective investments by Central do
Brasil in conjunction with the Hanna/Antunes iron ore export project.
The Minister stated that he had the needs of that project very much
in mind.

Turning to highways, Mr. McNamara inquired about the in-
vestment program and the breakdown between federal and state construc-
tion activities. Mr. Rezende explained that in 1968 total highway
investment expenditures (in addition to maintenance) were running at
about $400 million, divided about equally between federal and state
expenditures. Highway investment in Brazil was presently growing at
about 15 percent per year. All investments proceeded in accordance



with the Master Plan prepared by the Transport Survey. Agreements
between the Federal Government and the states concerning the reor-
ganization of the Highway Department were in the process-of being
signed. The division of responsibility between the Federal Govern=-
ment and the states in respect of highway investments was based on
which of the entities owned the roads, This was an admittedly
empirical division reflecting past haphazard decisions concerning
the allocation of roads to the states and the Federation., New
legislation was being prepared to divide the road network in the
future according to the Master Plan., All inter-state roads would
be federal, The entire secondary system would go to the states.
Responsibility for regional roads would be divided road-by-road
between the states and the Federal Government.

Mr. McNamara inquired how the annual highway investment
expenses wWould in the future be broken down among the three compart-
ments described above. Mr, Rezende replied that this would depend
on an assessment of the priority standing of each road. Legislation
regulating the allocation of roads was being prepared and the Govern-
ment would deliver on its commitments to the IBRD to have such
legislation enacted by the end of 1969. Since all road construction
was being financed by the Federal Highway Fund, the resources for
which were being collected by federal agencies, the Federal Governw-
ment would, in any event, exercise considerable control over road
construction priorities. The new legislation would, however, give
explicit recognition to the federal prerogative of determining
priorities.

In reply to a question by Mr, McNamara, Mr. Rezende stated
that no more than roughly 10 percent of the current investment
expenditures on highways in all of Brazil is for "political" roads.

An attempt on the part of Mr. McNamara to initiate a dis=-
cussion of the current problems and prospects for Brazilian ports
was not successful largely because of the absence of a representative
of the Federal Port Administration.

cc: Mr, McNamara (through Mr. Steckhan)
Mr. Sadove
Mr. Paterson
Mr. Husain
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SUBJECT: BRAZIL: Meeting of Mr. McNamara with
Finance Minister, DELFIM NETO

On October 26, Mr. McNamara accompanied by Messrs. Alter and
Wiese called on Minister Delfim Neto. The meeting was attended by the
President of the Central Bank, Mr. Galveas; the Director of the Central
Bank responsible for external finance, Mr. Paulo Lyra; the President of
the Banco do Brasil, Mr. Hector Jost (part of time); and the principal
assistant of the Minister, Mr. Vilar de Queiroz, as well as several
other officials in the Ministry of Finance.

The Minister summarized briefly current economic trends in
Brazil. During 1968, GNP is likely to increase by 6-7 percent, as com-
pared with the target of 6 percent. The rate of increase in the Northeast
will be 8 percent. Prices at the end of the current year will probably be
25 percent higher than a year earlier. This had been expected. The pro-
jected reduction in the fiscal deficit is likely to be achieved, largely
because of an increase in revenues. The latter is due primarily to a
doubling in the collection of the consumption tax. The rate of this tax
was recently raised by 30 percent and this, together with rising prices,
has produced substantial additional revenues. Current expenditures remain
a difficult problem for the Government. Much depends on the success of the
Government in reducing the number of federal employees (presently totalling
roughly one million). A new law establishes ceilings on federal employees
by sectors of activity. Another favorable development is the prospective
reduction in 1969 in the fiscal deficits of the States, which is likely to
result from ceilings established by the Federal Government on State
borrowing.

Between June and August of this year, the monetary situation
has improved significantly. The Minister expects the rate of expansion
in the money supply to decline to an annual level of 27 percent in
November as compared with 30 percent in September.

According to the Minister, foreign exchange reserves have risen
only $8 million since the beginning of the year. The targeted $25 million
increase during 1968 is thus unlikely to be reached. The Government
remains determined to pursue a flexible exchange rate policy. He expects
1968 exports to total $1.8 billion, which would represent a 10 percent
increase over 1967. Commodities mainly accounting for the increase are
meat, corn and rice. The flexible exchange rate policy has gone a long
way toward restoring the confidence of exporters. An additional factor
stimulating exports has been a relatively easy credit policy for
agricultural loans.




-

The Minister stated that his major concern on the economic
policy front is the prospect for sizeable wage increases. After the
tight policy pursued during 1966 and 1967, the Government will probably
have to be more generous from now on. Labor courts are now granting
30 percent annual increases instead of the 2L percent recommended by
the Government. The Government is trying to persuade the labor courts to
exercise moderation.

Industrial employment is good and the production figures reflect
this. Between December 1967 and September 1968, automobile production
rose 20 percent, cement 11 percent and steel 1l percent. The 1969 harvest
promises to be poor in the Northeast, but he expects it to be good in the
remainder of the country.

The Minister said that the Government will continue to follow
its present coffee policy aimed at maintaining constant the real revenues
of the producers. During the current year, only 18 million bags were
purchased under the coffee support scheme as compared with 26 million
bags during the preceding year. There are now 61 million bags in stock,
of which 22 million are probably no longer saleable; the remaining 39 million
bags represent a two-year supply.

Mr. McNamara referred to the need for large capital investments
in industry and agriculture and inquired about the Government's intentions
regarding the present practice of Government banks to lend at negative
real interest rates. The Minister replied that he agreed with the Bank in
principle on the harmful effects of this practice in terms of resource
allocation. There is, however, a practical question as to when and in what
form full monetary correction could be introduced into the lending practice
of these banks. Such correction could be effected by charging interest
rates which in nominal terms exceed the rate of inflation. It could also
be achieved by a variety of indexing schemes. As regards the latter, it
is difficult to find the right index for all types of loans. Mr. Alter
referred to the indexing arrangements made under the recent IBRD loan for
livestock as an example which might guide the Government in working out a
proper indexing system. The Minister commented that proper indexing could
probably be devised for loans financing equipment, but indexing might be
difficult on loans for working capital. All such loans in Brazil are,
however, already being made at positive interest rates. He then expressed
concern about the negative effect on inflationary expectations of any wide-
spread application of indexing to agricultural and industrial lending. In
conclusion, the Minister suggested that the Bank, at least for the time
being, leave the problem of negative interest rates in his hands. He would
try to move to a solution as soon as possible.

Mr. McNamara questioned the Minister on the Government's reaction
to the Bank's five-year lending program which the September 1968 mission
had discussed with him. Mr. Delfim Neto expressed agreement in general.

He suggested, however, that the Bank consider expanding substantially its
allocation for irrigation. Mr. McNamara concurred in principle, but added



that some of the projects that had come to the Bank's attention prima
facie seemed to have a low rate of return. In order to enable the Bank
to consider financing these projects, they would have to have satis-
factory rates of return. Mr. Delfim Neto suggested that in computing
the rate of return, sufficient allowance should be made for the benefits
accruing from any stabilizing effects on food prices and the cost of
living. Such effects, of course, could only be achieved if additional
storage capacity were also provided. There was consensus that the crop-
ping pattern of the irrigation projects would have to be based on staple
foods. Mr. Alter noted that the projects he had seen in the Northeast
seemed to have a high percentage of the area allocated to forage crops.
Mr. McNamara said that the Government and the Bank may have to work
together to modify the projects so as to improve their return.

During the ensuing discussion, the Minister agreed with
Mr. McNamara that the major claims on resources competing with the
irrigation projects are the proposed investment for infrastructure in
the Central and Southern States. The Minister stated that he personally
placed low priority on local infrastructure projects such as those for
sanitation. As regards projects in the State of Sao Paulo for which
Bank assistance has been requested, he deemed the Capivara hydro project
to be well justified. He would also welcome Bank financing for the Sao
Paulo beltway. Mr. Alter emphasized that any consideration by the Bank
of projects in Sao Paulo other than those already in our current lending
program should be preceded by a review of the overall budget picture in
the State and the metropolitan area. This would permit a judgment as to
whether adequate efforts to raise internal resources are being made in
relation to the legitimate needs. The Minister expressed the view that
both the 17 percent State turnover tax and the municipal property tax
(which together account for the bulk of revenues in the Sao Paulo area)
are already high and should not be increased in order to avoid even
larger tax evasion than is already being practiced, particularly in the
agricultural sector. He agreed with Mr. Alter that the efforts of the
State should rather go in the direction of exercising restraint on in-
vestments. He conceded that the projects outside the federal plan, of
which there are several in the State of Sao Paulo, have not as yet been
put through a careful priority screening.

The Minister then explained that the restrictions en IBRD loans
relating to the financing of cruzeiro expenditures as well as the
limitation to 15 percent of the margin of protection granted to Brazilian
suppliers (participating in international competitive bidding under IBRD
loans) were causing the Government difficulties in the execution of its
development program. He felt that the best solution for these problems
would probably be an IBRD program loan to Brazil.
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Mr. Lyra explained that the Government is presently developing
for the first time a clear policy on its external debt. Projections
until 1980 of this debt are being prepared and will be subject to a
computer study which he expected to be completed in 2-3 months. He
undertook to send the study to the Bank and was assured by Mr. McNamara
that we would carefully review it and take it into account in formulating
the terms of our future lending to Brazil.

cc: Mr, McNamara (through Mr. Steckhan)
Mr. Knapp
Mr. Friedman
Mr. Evans
Mr. Knox
Mr. Diamond
Mr. Husain
Mr. Weiner/Mr. Lerdau

GKWiese:bjp
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Minister of Mines and Energy, JOSE COSTA CAVALCANTI

On October 23, Mr. McNamara called on Minister Cavalcanti.
Also present were Mr. Mario Bhering, head of Eletrobras; Mr. John Cotrim,
President of Furnas; and Messrs. Alter and Wiese.

The Minister handed Mr. McNamara a brief memorandum summarizing
the present condition and prospects of Brazil's electric energy sector.
The paper emphasized that Brazil's power capacity consumption of electric
energy is presently 350 KWH per year, which level was reached in the
United States in 1915. Consumption is growing at about 1l percent per
year, with the Northeast reaching 13 percent. In 1980, per capita con=
| sumption is expected to reach 1,000 KWH. The memorandum describes
! present and future capacity levels and the investment program needed to
| achieve the projected growth. The current investment program runs at
| about $600 million annually and almost 80 percent of this is being

financed internally. Next year about $150 million of external financing
will be required.

The ensuing discussion largely took the form of reviewing the
memorandum. Mr. Bhering stated that the projection of per capita con-
‘ sumption until 1980 is based on a mere extrapolation of current trends.

He agreed with Mr. McNamara that per capita consumption in 1980 was
\ probably understated in the memorandum.

, The Minister and his associates pointed out that they were
looking to the official lending agencies for covering most of the
financing gap in their investment program. Even though they recognized
that the electric energy sector was ideally suited for attaching bilateral
finance to the investment program and could thus help Brazil to achieve
her overall capital inflow targets, they felt that Brazil would have to
pay a high price for this. Taking into account the interest rate
differential between official lenders and bilateral finance; the difference
in amortization periods between, say, 25 and 15 years; and - most
importantly - the lower cost and greater range of equipment obtainable
under international competitive bidding, a World Bank-financed project
could probably acquire its equipment at a cost roughly one-third lower
than that of equipment imported under suppliers credits.

Mr. McNamara emphasized that there was essentially no limit on
the volume of IBRD lending to Brazil, provided three conditions were met:
21; that the projects were sound; (25 that the environment was sound; and

3) that the country had the ability to repay the loans. He added that




our present allocation of $50 million per year in the five~year lending
program for Brazil's electric energy sector is flexible. Any increase
would depend, apart from the above three conditions, on the progress made
with preparing bankable projects in other sectors in Brazil.

There followed a brief discussion on the pending initiation of
a nuclear energy program in Brazil., Mr. Bhering explained that in about
15 years Brazil would, at least in many parts of the country, run out of
high-quality hydro sites. Some of the large sites left in the south X
might not be useable because they are on international rivers. In any
event, some thermal power would be needed to firm up the hydro system,
and the point had been reached where in the next few years a pilot nuclear
station should be constructed. Mr. Cotrim explained that the Government
would hope to explore with the Bank the possibility of attaching to such
pilot project a Bank loan for its conventional equipment. It seemed un-
questionable that the reactor itself would have to be purchased bilaterally.

Although the Minister's responsibilities also include the mining
sector, a shortage of time and the apparent lack of familiarity of the
Minister with the investment requirements and problems of the sector
resulted in only a brief and rather general discussion of the sector.

cc: Mr, McNamara (through Mr. Steckhan)
Mr. Knox/Mr. King
Mr. Husain

GKWiesemr
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BRAZIL: Meeting of Mr, McNamara with
Governor of State of Sao Paulo, ABREU SODRE

On October 25, Mr, McNamara, accompanied by Messrs. Alter
and Wiese, called on Governor Abreu Sodre. Also present were: 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; Lelio Toledo Piza,
President of the State Bank; and Lucas Nogueira Garcez, President of
CESP (the largest power company in the State, which is also a Bank
borrower) .

The Governor initiated the discussion by presenting some
salient facts on the economy of the State which he called the dynamo
of Brazil., The level of unemployment in the State at present is low,
Its average per capita income is about $500. It produces 52 percent
of all federal revenue and 57 percent of the 34/18 funds flowing into
the Northeast. Its urban population amounted to 53 percent in 1950,
62 percent in 1960, and now accounts for 70 percent of the Statels
population, Although the State has a low birth rate, the progressive
urbanization of the State materialized because of migration from other
States. Over the last 13 years, the birth rate in the State had
declined from 35.6 per thousand to 27.7 per thousand. Nevertheless,
the infrastructural capacity is falling rapidly behind. The Governor
said that the metropolitan area of Sao Paulo is growing at an annual
rate of 6 percent.

The Governor then requested IBRD assistance for the following
sectors:

1) Water Supply and Sewerage in the Sao Paulo Metropolitan Area

The present population of Sao Paulo of about 7 million people
is expected to triple by 1990. Only 60 percent of the area is presently
served by the water system and only 35 percent is connected with
sewerage facilities, He deemed it ironic that by 1970 roughly 70
percent of the urban areas in the Northeast may be connected while Sao
Paulo, unless something drastic is done, would certainly show a much
lower percentage. Investment in sanitation should certainly have top
priority.

2) Education

The Governor considered this a second priority for the State
investment program. At present, the State is spending 28 percent of its



revenues on education - as much as the country as a whole. He is
planning to raise this percentage to 30 percent next year.

3) Agricultural Projects

He did not elaborate on this.

4) Electric Energy

Power consumption in the State is growing at a rate of over
10 percent per annum., He then had Mr. Lucas Garcez hand over an
official application for Biyk loans for three power projects to be
carried out by CESP, i.e.,=

(a) Capivara (requiring an external loan of about $60 million).

(b) Promissao (an external loan of perhaps $30 million may be
required.

(¢) Agua Vermelha (which would probably need an external loan
of about $100 million).

5) The Sao Paulo Beltway (no further comments were made)

6) The Sao Paulo Railway (no further comments were made)

7) The new Santos Freeway (no further comments were made)

The Governor emphasized that despite its relatively high
per capita income, the State of Sao Paulo is still in dire need of
external capital. The State provides 52 percent of the federal revenue
but receives back only 1.2 percent. Only a small fraction of federal
expenditures goes to the State. In reply to a question by Mr, McNamara,
he said that he expected present tax rates in the State to continue,
This is essentially a question of the tax rate of the turnover tax -
now at 17 percent - which produces 96 percent of the Sao Paulo State
revenue., He considered this level already too high to render any
additional increase feasible and in this context alluded to widespread
tax evasion in the State,

Mr., McNamara indicated that he was fully convinced that the
need for more infrastructure in the State is indeed sizeable, but that
it appeared still more manageable than the need in the Northeast of
Brazil, Mr, Alter added that the recent constitutional reform had
resulted in an increasing flow of resources to the states and munici-
palities at the expense of the Federal Government. What was needed
from the point of view of Brazil as a whole was to shift more invest-
ment functions and responsibilities back to the States. The Secretary

1/ A reply is being prepared in the Bank.



of Finance pointed out that the total expenditures of the State
were already at a level of NCr k4 billion a year. He conceded that
an increase in the 17 percent turnover tax by, say, 2 percentage
points, would raise over NCr 40O million of additional revenue,
which would go a long way toward solving some of the infrastructure
investment problems in the State. He reiterated, however, that the
17 percent sales tax rate had to be considered a maximum feasible
under present circumstances.

cc: Mr. McNamara (through Mr. Steckhan)
Mr, Sadove
Mr, Knox
Mr. Ballantine
Mr. Husain
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On October 26, Mr., McNamara accompanied by Messrs. Alter

j and Wiese called on Minister Beltrao. There was first a short private
| meeting during which Mr. Velloso, Deputy Minister of Planning, was
also present. It was followed by a larger meeting in which numerous
representatives of other Ministries and government agencies also
participated.

The discussion was initiated by a question from Mr. McNamara
on the priorities in Brazil's capital investment budget. He deemed
this a key question, given the fact that investment requirements in
Brazil substantially exceed resources. The Minister explained that
Brazil was now embarking on a three-year investment plan which
i reflected a new investment strategy and was based on the assumption

that it would be supported by the IBRD. He had reviewed the Bank's
! five-year lending program and deemed it generally acceptable, provided
some flexibility would be maintained in the later years. He said the
% Government would welcome it if the Bank could make larger allocations
‘ for irrigation and sanitation. Mr. McNamara replied that the Bank
would be glad to expand its projected lending in these fields provided
this is economically justifiable.

There was consensus that the expansion of the electric energy
sector was proceeding in a well-coordinated fashion. As regards the
| investment program of the State of Sao Paulo, Mr. McNamara inquired
\ about the Federal Government's view on the investment priorities in
the State, which is confronted by a tremendous need to expand its in-
frastructure. Mr. Velloso stated that the Government generally endorsed
the program of the State but indicated that the Sao Paulo subway so far
is not yet included in the overall federal investment program.

The Minister emphasized that the Government will make efforts
to sell the three-year plan to the politicians and the public. Arrange-
ments are already being implemented to improve the administrative
machinery necessary for executing the plan. So far the plan has only
the status of an executive plan and Congress still has to approve
individual pluriannual investment budgets. The Minister hopes that
this can soon be changed so that Parliamentary action relevent to the
plan's execution would take place only once at the beginning of the
plan period.




There followed a systematic presentation of the major con-
tent of the three-year plan. Briefly, the plan provides for public
investment expenditures by the Federal Government over the next three
years of NCr 32 billion in current prices. Another NCr 7 billion is
envisaged to be spent by the states and municipalities for projects
not included in the federal plan.,

The breakdown of the above NCr 32 billion figure is as
follows:

NCr Billion

Electric energy 6.0
Housing 5.0
Transport 5.2
Petroleum 2.3
Communications 1.1
Education 8.0
Industry Loy
of which:
Steel 1.1
Mechanical 1.1
Chemical 1.1
Mining 0.6
Non-ferrous 0.5
32,0

cc: Mr. McNamara (through Mr. Steckhan)
Mr. Knapp
Mr. Evans
Mr. Knox
Mr. Husain
Mr. Lerdau
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Head of SUDENE, EULER BENTES

On October 24, Mr, McNamara, accompanied by Messrs, Alter,
Clark, Steckhan and Wiese, called on Mr. Euler Bentes, Also present
were Col. Stanley, deputy head of SUDENE; his substitute, Mr, Deniz
Xavier; and Mr, Rubens Vaz da Costa, President of the Banco do
Nordeste,

The first part of the meeting took place in the presence of
a large audience, Mr, Euler Bentes made a summary presentation of the
economic problems in the Northeast and of SUDENE's past and present
activities., The Bank representatives were handed summary tables of
the data referred to../

The second part of the meeting was held in a smaller cone
ference room, with only the senior staff of SUDENE being present.

Mr, Euler Bentes pointed out that the population of the
Northeast presently totals 27 million, or 31 percent of Brazil's total
population, Public per capita investment in the Northeast is about
$300 per year, Over the last eight years, growth in agricultural out~
put has been 6 percent, and in industrial output 9 percent., Agriculture
now accounts for about 46 percent of regional GDP, and industry for
about 13 percent. SUDENE operates within the framework of indicative
development plans. A new plan covering the next three years has just
been approved by the Federal Legislature, The plan covers only the
public sector. It is estimated that the activities of the plan would
absorb from 10-15 percent of the GDP in the Northeast. A list of
projects in the plan which require external finance was handed to
Mr, McNamara.2/ The external financing requested by SUDENE from abroad
totals $240 million over the next 3-l years. This is to be attached to
25 projects with a total cost of $475 million, With few exceptions,
SUDENE is looking to the IBRD and the IDB to be the lenders. Thirteen
of the projects are to be financed by IBRD loans totalling $160 million,
Of this amount, electric energy accounts for $62 million, sanitation
for $50 million, irrigation and fisheries for $28 million, and the
USIBA steel plant in Bahia for $28 million. No indication was sought
or given that the Bank would take all of these projects under considera-
tion.

Mr, McNamara indicated that Bank missions would soon arrive
in Recife to have preliminary discussions on the irrigation and
sanitation projects on the list, The Bank was certainly looking for

1/ Attached to the Operational Files copy of this memo.,
2/ Copy contained in the files of Western Hemisphere "C",




-2—

opportunities to expand its operations in the Northeast, but it would
be crucial that the projects in question have adequate rates of return.

A discussion ensued on the magnitudes of the resources being
transferred into the Northeast from the southern and central parts of
the country. Figures given by various SUDENE representatives were
conflicting. Nevertheless, it seems that at present the annual inflow
amounts to about $550 million. Of this about $100 million is provided
for under Article 3L/18, another $250 million are tax resources trans-
ferred from the Federal Government to the states and municipalities in
the area, and the balance of $200 million consists of the excess in
the area of federal expenditures over federal revenue collections.

Beyond this point, the discussion was essentially a dialogue
between Messrs. McNamara and Rubens Vaz da Costa, and focused on the
3l4/18 scheme. Until recently, disbursements of 3l/18 funds was slow.
During the last 12 months, however, disbursements have sharply acceleraw-
ted and the 3L/18 cash balances deposited at the Bank of the Northeast
are rapidly declining. This is occurring even though the inflow of
funds is growing at an annual rate of 7-8 percent. One reason for the
acceleration is that SUDENE is now restricting to one year the time
limit up to which corporations elsewhere in the country can select
freely from a SUDENE approved list the projects in the Northeast to
which they want to attach their 3L4/18 funds. After one year, SUDENE
is now dictating the selection of such projects. Another reason is
that efforts are being made to increase the allocation of 34/18 funds
to agricultural projects. Such allocations have so far been negligible
(2bout 3 percent of total allocations).

In addition to the incentives derived from Article 3L/18,
industrial plants in the Northeast are given duty exemptions on imports
not subject to the Law of Similars, i.e., of raw materials and equip=-
ment not being produced in Brazil. On top of that, income tax exemp-
tions are granted for a period of 10 years after the starting up of
industrial plants. Pioneer industries are fully exempt. So=called
new industries receive a 50 percent tax reduction. Other industrial
plants can claim 25 percent. Moreover, many industrial firms borrow at
the Bank of the Northeast at negative real interest rates (the nominal
rate presently is about 14.5 percent as compared with an inflation rate
of 25 percent).

Mr, Vaz da Costa emphasized that there is no Government
interference with the pricing of industrial products in the Northeast.
He conceded that without the BNB's lending at negative real interest
rates, industrial profits would be reduced. They would, however, not
be wiped out.

SUDENE officials explained that they are trying to obtain
modifications in prevailing U.,S. income tax laws. These modifications
would aim at enabling U.S. investors in the Northeast to benefit from



the above tax exemptions., Under the present double taxation treaty
between Brazil and the U.S., any reduction of income tax payments
in Brazil is offset by a corresponding increase in U,S, tax liability.

The discussion then turned to the question of the food
deficit in the Northeast, Sample figures compiled by FAO indicate
that the average per capita calorie intake in the Northeast is only
about 1,350 per day as compared with 2,700 calories in the rest of
Brazil, For the daily vitamin A intake, the figure for the Northeast
is about 1,060 as compared with 4,000 for Brazil as a whole, On balance,
a calorie deficiency of 2530 percent is indicated.

In reply to questions by Mr, McNamara, the SUDENE officials
stated that the problem facing the Northeast in education are indeed
severe., Even though in the last nine years enrollment in elementary
schools has doubled and in secondary schools and universities even
tripled, in 1966 only 53 percent of children in the 7-ll age group
attended school., The corresponding percentage for the average for
Brazil is 60-68 percent and for the State of Sao Paulo 76 percent.

In the 11-1ly age group only few children attended school in the North-
east, whereas in the State of Sao Paulo about 75 percent are attending.
Even though SUDENE is trying its best to help expand the educational
facilities in the Northeast, this is of necessity a slow process if
the present quality of education is to be maintained,

cc: Mr. McNamara (through Mr. Steckhan)
Mr, Diamond
Mr, Evans
Mr, Ballantine
Mr o Husain
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ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
TO: Memorandum for Reco DATE: November 18, 1968
FROM: Gunter K, Wiese Confidential
SUBJECT: BRAZIL: Meeting of Mr. McNamara with

Governor of State of Bahia, LUIZ VIANA

On October 24, Mr. McNamara met with Governor Luiz Viana,
Also present were Mr. Angelo Sa, Industrial Secretary of the State,
and three other assistants, as well as Messrs., Alter, Clark and
Wiese. The Governor requested Bank help in four fields: (a) palm
0il expansion, (b) rubber plantations, ?c) tube wells, and (d) edu-
cation, He handed over pre-feasibility studies on these projects@i
The palm oil project would be carried out by a subsidiary of Volta
Redonda, the leading Government steel company, and would be supported
by a State credit program. Neither palm oil nor rubber prices were
subsidized, Mr, Alter informed the Governor about the forthcoming
Bank/FAQ agricultural mission and assured the Governor that the
mission would look at the first three projects. The Governor ex-
plained that he would hope the tube well project to concentrate on
dry area cultivation of beans, corn, rice and other domestic food
crops. In the more humid parts of the dry area, some of the wells
might be used for cattle raising. The project would be scattered
over 80,000 square kilometers and have a total cost of $13 million,

Turning to education, the Governor emphasized that 22 per=
cent of the States! expenditures is for education, These expendi-
tures would increase by 2 percentage points per year until a level of
30 percent has been reached., The problem of education is serious in
the State. In the 7-11l age group, one-~third of the children are not
enrolled, and almost 85 percent are not enrolled in the 12-16 age
group. Any expansion of the education facilities would, however,
have to be preceded by teacher training. While AID had financed
some school construction in the State, they had run out of money and
teacher training had not been included in their program.

Finally, the Governor handed over a small paper outlining
an approach by the State to population control. However, even though
the project would be camouflaged under the name, "prophylactics of
abortion," it seemed impossible to get any State funds allocated to it.

1/ After reading them briefly during the following night, we shipped
them to Washington where they have just arrived.

cc: Mr. McNamara (through Mr, Steckhan)
Hr ° Evans
Mr, Ballantine
Mr, Hawkins
Mr. Husain
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‘ Form No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
| ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
| TO: Memorandum for Record DATE: November 18, 1968

FROM: Gunter K. Wiese '{U\/

(
SUBJECT: BRAZIL: Meeting of Mr. McNamara with
Mr. Lelio Toledo Piza, President of the State Bank of Sao Paulo
Mr, Vidigal, President of the Banco Mercentil, Sao Paulo
Mr, Walter Lorch, President of a Trucking Firm, Sao Paulo

On October 25, Mr. McNamara met socially with the above
gentlemen., Also present were Messrs. Alter and Wiese. The conver-
sation turned out to be somewhat one-sided; Mr. Vidigal spoke most
of the time.

Little was said worth recording. All Brazilians present
emphasized that profitability of Sao Paulo industries varies a great
deal and that the shortage of working capital is a major handicap.
Mr. McNamara indicated that the Bank is aiming at an increase not
only in its general lending to Brazil, but also in its lending for
Brazilian industry. He added that we are still groping to find a
proper channel. A major obstacle for the Bank is the prevailing
practice of certain government agencies to lend at negative real
interest rates.

Brazilian industry are the obsolescence of much of the installed
machinery, poor transport and poor communications. Many industries
in Brazil are inefficient producers. This explains the high protec-
tive tariff system in the country. Moreover, in the past three years,
drastic changes in the credit policy of the Federal Government had

, forced the entrepreneurs to cope with sizeable fluctuations in stocks.

|
|
\
|
|
Mr, Lorch pointed out that additional problems confronting

There seemed to be consensus that the development of a
capital market in Brazil might result in shifting capital from con-
sumption into investment.

Turning to the situation and prospects of Brazil's railroad
network, Mr. Lorch described it as being poor, obsolete, old-fashioned
in mentality, and run like government agencies, Not only is the
average operating ratio 200, but service is poor. Only high value
| merchandise travels by rail. Railways presently carry only 10 percent
| of domestic traffic; 80 percent moves by road and the balance by
coastal shipping. Mr. Lorch added, however, that recently there had
been a noticeable improvement in railway operations.

There was also consensus that lack of education facilities in
Brazil in general, and in Sao Paulo in particular, is a major obstacle
to development. There are only 200,000 high school students in the
State. The situation in primary education is equally unsatisfactory.

cc: Mr. McNamara (through Mr. Steckhan)
| cc: Messrs., Diamond, Sadove, Ballantine, Husain
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

Memorandum for or DATE: November 18, 1968

Gunter K, Wiese ~§ Seopiidontied

BRAZIL: Meeting of Mr., McNamara with President of the BNB
(Bank of the Northeast), RUBENS VAZ DA COSTA

On October 25, Mr, Vaz da Costa called on Mr, McNamara in Salvador.
Also present were Messrs. Alter and Wiese, He briefly explained the
current operations of the BNB. The total of outstanding loans presently
amounts to NCr 800 million. By the end of 1969, this should grow to
NCr 1.2 = 1.3 billion., At present the BNB is holding $150 million of
undisbursed 34/18 balances which are being used for short-term commercial
credit operations. The majority of BNB stock is held by the Federal
Government, but its capital was recently increased from NCr 15 million
to NCr 100 million. Most of the additional stock was sold to private
shareholders, which thereby increased from 2,000 to 10,000, As a
result, the total capitalization of the BNB now amounts to NCr 175
million. Loans totalling $50 million had, over the past years, been
obtained from the IDB,

About 25 percent of BNB's lending is going to agriculture and the
balance largely to industry and commerce., In the agricultural field, the
development of livestock and of small irrigation reservoirs seems to be
most promising., The nominal interest rate for agricultural loans was
still 13 percent, which is negative in real terms, However, an increase
to 18 percent is expected as at January 1969.

Industrial loans are now made at a 1l percent nominal interest rate,
Efforts to raise this rate made by the Bank have so far proven unsuccess-
ful, Mr., Vaz da Costa deemed this unfortunate because it overencourages
the use of scarce capital and discourages growing utilization of
relatively abundant labor., Basically, the pattern of industrial develop=-
ment in the Northeast which was sparked off by the inflow of rapidly
growing 3L/18 funds has in recent years been one of substituting imports
from the south of the country. Most of the opportunities for import sub-
stitution had, however, by now been exploited and, in the future, emphasis
would have to be given to developing industries which could export into
the south or even to foreign countries,

Although the tempo of development in the Northeast is impressive,
Mr, Vaz da Costa felt that it was not well balanced since the infrae
structure is lagging. A pronounced trend to urbanization in the North-
east is creating especially difficult problems in a number of cities,

He then quoted a number of figures which showed that population
growth in the Northeast is essentially going into urban unemployment.
In 1960, 54 percent of a labor force totalling 12 million people was
employed in agriculture, 13 percent of the labor force in industry, and
33 percent in service., The latter category included a substantial
number of unemployed or semi-employed people. By 1985, it is probable
that only 38 percent of the labor force, then likely to total 18 million

people, would work in agriculture, 15 percent in industry and L7 percent
in service.

cc: Mr, McNamara (through Mr, Steckhan)
cc: Messrs, Diamond, Takahashi, Husain
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
Memorandum for Record DATE: November 15, 1968
Gunter K, Wiese Contidontied

BRAZIL: Meeting of Mr, McNamara with
President of BNDE, JAYME MAGRASSI SA

On October 23, Mr, McNamara, accompanied by Mr, Alter and
Mr, Wiese, called on Mr, Magrassi Sa, The latter summarized briefly
the current operational activities of the BNDE, He then described a
number of changes about to be introduced, In the future, the BNDE
would actively promote new lending operations rather than passively
wait for customers to come to the Bank, as in the past, The BNDE
would establish the following lending priorities: fz) projects in
the industrial sector which would help remove capacity gaps resulting
in idle capacity elsewhere; (b) new lines of industrial production;
and (c) integrated projects in the agricultural sector, He explained
that BNDE?!s lending volume is growing rapidly and progressively
shifting to lending for private sector projects. During the 21 months
following January 1967, the BNDE has lent as much as during the
preceding 15 years, In real terms, its commitment rate is expanding
at about 10 percent per annume Total annual commitments would
probably reach $300 million equivalent in 1968, plus an additional
$100 million in guarantees, Unfortunately, however, the BNDE could
do little to help relieve the acute shortage of working capital in
Brazil's industry. Its statutes require it to be a lender for fixed
assets only.

Mr, Magrassi Sa then confirmed that at present the bulk of
BNDE's funds is lent at a rate of about 22 percent per annum which,
at the present rate of inflation of about 25 percent per annum, is
negative in real terms, He attempted to justify this practice by
the high tax burden on Brazilian industry. It became apparent that
he is one of the eminent opponents in the Government to eliminating
subsidized interegt rates, He claimed that, on the average, industrial
costs in Brazil consist of 10 percent wages, 27 percent financial costs
and 23 percent of taxes,

Since BNDE is deeply involved in the USIMINAS and COSIPA
steel projects, there followed a discussion of the competitiveness of
Brazilian steel manufacturing and the current level of steel prices,
In early 1967 steel prices had been raised by 20 percent and on
October 1, 1968, by another 10 percent (during the same period
inflation has been running at over L4O percent), Present import duties
were 23 percent on carbon steel and 4O percent on special steel, The
former rate gave adequate protection but the latter was still too low
to permit the industry to compete with imports, Present capacity of
Brazil's steel industry is about L4 million tons of ingots and is pro=
jected to grow at 15 percent per annum over the next few yearse, An
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interesting information he disclosed was that the BNDE is planning
to finance a new Government steel plant near Tubarao, The mill is
scheduled to begin production in 1972, (The Bankesponsored steel
survey recommended against such a mill,) The mill is slated to
produce 2 million tons, of which one million tons would be for
domestic consumption and the remaining one million tons for exports,
principally to Japan, Germany and Francee

Finally, Mr., Magrassi Sa suggested cooperation between the
BNDE and the IBRD in three fields: (a) big projects, (b) credit programs
such as FINAME and FIPEME, for a multiplicity of projects, and (c) lines
of credits for the importation of farm equipment not produced in Brazil,
Most of the latter would have to be purchased in the United States and
would help substantially to increase agricultural productivitye

cc: Mre McNamara (through Mr, Steckhan)
Mr, Diamond
MI‘. Fuchs
Mr, Husain

GKkWiesesmr
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Meeting with Messrs. Brito/Camara of Journal do
Brasil

Saturday, October 26, 1968

Both expressed great pleasure at your visit and at Brazil
being '"back in the Bank."

What help does Brazil need?

1. Above all Agriculture: "the country which has a good
food supply will count as rich'". Brazil could be
absolutely self-sufficient and very well fed.

2. Education; but no good helping till the educational
machine is improved. The education system is alienated
from modern Brazil. Reform should start at the top;
at Universities which are very old fashioned and

European. Teachers at all levels are underpaid and
so moonlight.

3. Polities. (Brazil must help itself here). There is
a political crisis because Costa e Silva is not good
enough., Army is very worried by inefficiency of
Government and may change it. Such a change would be
to the right. Chance of a change to the left very small
(though Simonsen said 2/3 of Church is now left wing,
and so are many students).

[’ I had to leave at this point in conversation to look after Silva]

s
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Meeting with Mario Simonsen of Vargas Institute

Saturday, October 26, 1968

The gravest problems are:

WDClark:sf

Es

Inflation, but symptoms worse than disease, i.e.
inflation rate is falling, largely because of good
crops.

Population which stops real economic growth, and
the finding of jobs for all.

Education. An appalling system - 60% flunk out at
first grade and get no more education ever.

Savings. The habit is lost,

The 34/18 plans are far too capital intensive.
SUDENE not good on agriculture and does not encourage
entrepreneurs.

Railraods have very bad management and bad labor
unions which are truckled to.

Politics. Weak leadership at top so each Minister
has absolute power; President does not coordinate
or guide policies.
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CONFIDENTIAL

Meeting with Mr. Luiz Silva - Saturday, October 26,
1968

Priorities

1. Agriculture. "A farmer in Brazil is a man who owns land,
not one who makes it produce'". Agriculture must be
modernised.

2. Housing (he had been Minister of Housing). Home ownership
essential to stability. Present programme is keeping up

with population in small towns, but not in megalopolises.
Sale is usually by mortgage at 4-10% .

3. Education very important indeed "but not of course for
Bankers'",

4, Labour Unions are part of state structure and wages are
largely settled by lawyers in court; not market.

5. Politics. Weak at the top.

i
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ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

OFFICE MEMORANDUM CONFIDENTIAL

TO: Mr. Robert S. McNamara DATE: October 31, 1968

FROM: William Clark WM

sUBJECT: Notes on Conversation with Editorial Directorate

of Estado do Sao Paolo

Father Mesguido spoke most and was translated by the eldest
of three sons present. His first point:

The present Governmment is really trying to deal with the
country's ills, as have both Governments since the Revolution
(against Goulart in 1964). 1Its attack on inflation has brought
it down to about 257 per annum.

The armed forces run the Government but are essentially
democratic in spirit, though the laws passed are often totalitarian.
The country would be a tyranny if the laws were rigidly enforced,
but it is more of an anarchy because they are not, e.g. an opposition
member of Congress (Alves by name) has criticised the armed forces,
an act punishable under law; the President does not wish to act,
but the junior officers are trying to make him.

The students have no right to form associations but they do and
the Government sometimes acts with sudden severity and sometimes lets
it go.

There is a serious political crisis, but it seems unlikely to
explode at present.

In the NorthEast, they agreed with you, the crisis is over
food and education. But "they started from zero and they feel that
the Government has begun to bring them forward" therefore there is
again no explosive crisis.

The Archbishop of Recife (Camaro) has said that you are
dividing the country North versus South. The Bishops meeting in
conclave have denounced your (American) intervention in the question
of birth control.

Father Mesguido then went on to say how much every one
resented the superior air of indifference adopted by the U.S. to
Latin America. "If the U.S. could realise how it could use Brazil
as a bridge to the Spanish speaking South American countries, it could
solve all our problems",

The main problem it was agreed, was inflation, which had not been
conquered and could easily destroy Brazil. There is virtually no
unemployment in Sao Paolo (they showed pages of help wanted ads) yet
the negotiations on wages and salaries were proceeding peacefully which
was hopeful.

WDClark:sf
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Dear Mister MacNamara: /{'% ;

5.000 — V-1967

]

As promised, here is a resumé of the subjects we discussed
with you this afternoon. I feel that this is the practical
approach to let you know the highlights of the questions we
dealt with you.

I hope this will be helpful to you.

You certainly know that Sao Paulo is the most developed
State in Brazil - - indeed, the country's economic backbone.
Sao Paulo covers 3% of Brazil's area and has 19% of the country's
population. It also represents above one third of Brazil's
national gross product. In addition, the dynamism of the Paulista
economy is characterized by high rates of growth of the State's
real product from 1947 to 1965.

However, a brief survey of the State's economy shows different
technological stages in identical sectors, occurring in our
State's economy a dualism characteristic of an economy in
development. Therefore, in a State where the yearly "per capita"
income reaches about 450 dollars, in most of its territory --
especially in the rural areas -- the average income amounts, at
the most, to 150 dollars. It is estimated that the figure reaches
750 dollars in the Metropolitan Area of the capital.

In view of the above mentioned structural deficiency, and
considering that Sao Paulo is the economic dynamic center
of Brazil, the maintenance of the country's economic development
demands, on a short term, that the internal savings be implemented

SERVIGO GRrAFICO S.S.P:
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by foreign savings in their various forms -. grants, loans

and technical assistance.

The saying goes that when everything runs well with Sao
Paulo the country will go the same way. S3ao Paulo provides
52% of the country's federal revenue, It means that more than
half of the funds for all federal investments are originated
in this State. It means that more than half of this giant
development effort now being carried on in the less privileged
areas of Brazil -- especlally the Northeast -- emanates from
Sao Panlo. Inthe other hand, according to the latest figures
made available by the Northeast Development Superintendency
(SUDENE), 56,89% of the private investment made in the
Northeast, in accordance with the federal laws on fiscal
incentives, derived from Pailista private enterprise.

However, at the present time Sao Paulo is under the threat
of having its own development rate substantially reduced, which
would consequently prevent the maintenance of its present rate
of assistance to the other States.

This happens because Sao Pazlo is now going through a
critical stage -- either we expand the economic infra-structure
and fundamental public utilities, already definitely below
standards, raising them to a level compatible with the conti-
nuity of its present industrial development, or we will face a
crisis which might lead us to a complete collapse.

After World War II Sao Pailo, which already was the most
developed area of Brazil, witnessed an industrial boom. Conse-
quedtly the State went through a stage of fast urbanization
(the urban population jumped from 52.8% in 1950 to 62.8% in
1960 and above 70% now), due to the migration of large segments
of the Brazilian rural population toward the Paulista urban
areas, especially the capital's Metropolitan Area.

\\A
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Despite the fact that our birth rate (State of Sao Paulo)
is the lowest in the country, the State presents the top, or Jjust
about the top population growth, exactly on account of the
entrance of Brazilians from other areas. From a peak of 35.62
births per 1.000 inhabitants, in 1.954%, the rate went down to
only 27.57, in 1.967. This is a complete reverse from the
national trend.

This shows that the Paulista people is definitely striving
for controlled parenthood, although such effort is overcome
by a different trend from across the border . And it
would be unfair to penalize Paulistas for something beyond
their control, for striving to counterbalance a national trend.

The excessively fast wurban growth in the State prevented
public utilities from keeping pace with it. Similar problem
affected the expansion of the school system, which has not
been able to provide the specialized technical labor required by
the industrial development.

We have exhausted now all possibilities of postponement
in the elimination of this disparity between the urban industrizal
development, in one side, and the economic infra- structure and
public utilities in the other. Previous administration in the
State invested heavily our savings in economiec projects; we must
now maintain such investments and invest heavily in the social
sector. Therefore, it is indispensable that Sao Paule should
obtain immediately the financial resources to carry on some
undelayable projects.

We would like to mention, in first place, those referring
to water supply and the expansion of the sewer network in
Metropolitan Area of the capital. The present population of
over 7 million (5.7 million at the City Proper) , is now
growing at an yearly rate in excess of 6 %. Quite possibly it
may triple by the nineties.

An American specialized firm (Hazen and Sawyer Engineers,
New York) , which studied the city's water and
problems, stated on July, 1967:

1. O. E. — SERVICOS DE ART GRAFICAS
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"Sao Paulo md the surrounding communities face a
water supply snd sewage disposal crisis. Less than
60% of the populatign of the Metropolitan Area is
served by a public water system.

"At the present time only about 35% of the people

in the Metropolitan Area are connected to public
sewers",

It would be interesting to remind that, by 1970,
according to present programs, 70% of the Northeastern urban
population may have adequate potable water supply. The State
of Sao Palo, which is providing a high share of the funds for
their development programs has not yet achieved such rated

Regarding transportation, the picture is not too different.
Sao Paulo's Metropolitan Area is an important national crossway in
all directions. This shows how vital is the city's beltway,whose
final alignment has been selected by the consulting firms Parsons,
Brinckerhoff, Quade & Douglas, associeted with Edwards and Kelcey,
Inc., and Brazilian company, under contract with GEIPOT, within the
general agreement with the World Bank. Preliminary budget and
feasibility report has been completed and gare already available.
Final report will come shortly.

A similar case is the new highway linking the Sac Pailo area
to the seashore, whose projects are being submitted to the same
consultants with the same purpose.

All these projects are within a transportation master plan
which the above consultants are preparing for the whole State of
S;O Paulo.

During a eminary at Jackson, Miss., on February last
year, sou stated that the technological gap between the under-
developed and the developed nations can be bridged only if
attacked from its root: education. You added that the techno-
logical advance, whichdepends entirely from a high level of
general knowledge and management competence, can be achieved
only through that on which progress stands: the education of

the young and the old. \}'//)
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We agree with you completely. Education and health enjoy
top priority in my administration. We are investing here in
S@ao Paulo, in education, almost the same amount invested by
the Federal Government all over the country -- this fiscal
year a record 28% of our budget, and next year 30%. And we
are giving top priority to the technical schools of the medium
level -- our bottleneck -~ se as to enlarge the specialized
labor required by the industrial development of the State and
the Nation. Last, but not least, education means a controlled
rate of population growth, although at a long range.

Also, the State's growing urbanization has deprived the
rural areas from agricultural labor. Consequently, we urgently
need to improve farming techniques in the State, to counter-
balance this reduction through higher productivity, exactly as
it happened in your country. We are carrying on a global
agricultural policy -- rural electrification, basic health ,
mechanizztion, agricultural vocational schools, etc -- aiming
not only at higher productivity but also at settling the people
in the farming areas. '

The consumption of electricity in the State is growing
steadily, now at an annual rate above 10% and, in order to avoid
a harmful rationing of power, Sao Paulo must add 3,739,000 kW
to its installed capacity before 1977. Centrais Elétricas de Sdo
Paulo (CESP) has cleared several projects, including their
feasibility reports. Some of these projects have been submitted
to the World Bank for study.

Regarding water and sewage, education and agriculture, we
have already prepared several projects, including their reports
on technical and economic feasibility, which we would like to
submit to you, should there be any financing possibility.

W

Servico GrArico S.S.P:



GABINETE DO GOVERNADOR

DO

ESTADO DE SAO PAULO

5.000 — XI-967

These are some of the critical areas to which we especially
call your attention. We hope that the World Bank may cooperate
with us, not only for the solution of the problems herein
mentioned, but others, almost equally important.

We have already proved that we are able to accept and fulfill
the terms of the Wolrd Bank's loans, such as happened in  the
past in regard to the hydroelectric projects of Salto Grande
Jurumirim and Chavantes, for instance.

’

We would welcome the opportunity of going deeper in the
analysis of all the above mentioned subject, here in Sao Paulo,
or in the United States, at any time we may have the privilege of

enjoying your company and learning from your experience, under
less time pressure.

Sincerely yours

SODRE
ESTADO

ROBERTO COSTA” DE
GOVERNADOR

1. O. E. — SERVICOS DE ARTES GRAFICAS



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 ACLAMACAO, SALVADOR .

Boris Tabacof

Angelo C. de Sa

Liuis 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

1
Member of *Reconcavo Development
Comission?! , former Preside nt of the

Deve lopmént Bank

l/ Reconcavo: Salvador and surrouding
area.
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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

José Magalhaes Pinto
Mario David Andreazza
Afonso Albuquerque Lima -
Josg'f".:- ta Cavalcanti
Francisco Negrao de Lima
Roberto de Abreu ."odré_
Israel Pinheiro

Ivo Silveira

Ernani Galvéeas

Nestor Yost

Ary Burger

Paulo Pereira Lira

Jayme Magrassi de Sa
Jo;o Paulo dos Reis ¥eloso
Mario Bhering

Lucas Garcez

John Cotrim

Jos.o Camilo Pena

Cicero Sales

Minister of Planning

Foreign Tra;ie Minister

Trahsport Minister

Interior Minister

Mines and Energy Minist:ol':‘
Governor of Guanaba:ra State
Governor of Sgo Paulo State
Governor of Minas Gerais State |
Governor of Santa Catarina State
President of Central Bank of Brazil
President of Bank of Brazil
Director of Central Bank of Brazil
Director of Central Bank of Brazil
B.N.D.E. President

General Secretary - Ministry of Planning
President of ELETROBRAS
President of CESP

President of FUR NAS

President of CEMIG

President of COCA.P



Marcus Vinicius de Moraes

7’ ° » . -
Jose Maria Vilar de Queiroz

Elizeu Rezende

Sergio Bath

Rodrigo Ajace Moreira Barbosa

Ary Pinto

José 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

Sp ecial Assistant to the President
Advisor to the Finance Minister
Director of D.N.E.R.

Secretary to Foreign Affairs -
Planning Ministry

General Secretary - 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-
bitagao

President D.N.P.V.N. (Departa -
mento Nacional de Portos e Vias
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OFFICE MEMORANDUM

Mr. Robert S. McNamara DATE: December 11, 1968

CORPORATION

Gunter K. Wiese /{q /
{ J\

Visit by Mr., Herbert Levy, Secretary of
Agriculture, State of Sao Paulo, December
12, 1968

We have no knowledge of any operational matters that Mr. Levy
might raise at this meeting. He was, as you will recall, present at your
meeting with Governor Abreu Sodre in Sao Paulo on October 25, 1968 (see
my memorandum of November 19, 1968 which is attached).

As you know, we are presently considering two projects in the
State of Sao Paule for Bank financing: namely, Sao Paulo Water Supply
and Sewerage, and Sao Paulo Beltway. The former project is the first
phase of a long-term expansion project; its cost estimated at US$150-160
million which would, on the basis of our cost sharing formula in Brazil,
justify a Bank loan of some US$60 million. Our lending for this project
would, however, be dependent upon the findings of an economic mission which
in March 1969 will study the finances and investment program of the State
of Sao Paulo (see Mr. Alter's memorandum to you dated December 3, 1968).
Were we to go ahead with the project, our timetable forecasts an appraisal
mission for September/October 1969.

The second project, the Sao Paulo Beltway, is of more than local
importance since it would also improve interstate traffic. The feasibility
report is due in March 1969. The project cost is presently estimated at
some US$130 million and a Bank loan of US$50 million is envisaged. We are
planning to send a mission to review the feasibility study in March 1969
and were we to decide to process the project, an appraisal mission is
scheduled for March 1970.

You will also recall that we have been considering a grain silo
project in the Port of Santos. The project is delayed because of the
Transport Minister's decision to change the location of the silo to a
presently undeveloped area. Last week we suggested to Mr. Delfim Neto
that he initiate a reconsideration of this decision. We have not yet had
a reply. Mr., Levy is well acquainted with this matter. Grain exports
from the State are presently being held back due to lack of silo capacity
at Santos.

Attachments (2)

President has seen



Biographical Data

Herbert Victor Levy born November 2, 1911, founded Banco da America
in 1943 of which he is a director. He has been professor of Brazilian
Economy at the University of Sao Paulo. Mr. Levy is probably best known as
a politician. He was for many years Sao Paulo State Congressman in the
Federal Assembly. He belonged to the National Democratic Party (U.D.N.)
of which, during one period, he was President. Together with Carlos Lacerda,
he represented the more conservative right wing of that party. U.D.N. was,
as were all political parties, abolished in 1965 and Mr. Levy then joined
ARENA, the pro-government party, when it was formed in 1966. During his
time as Congressman, Mr. Levy, spoke particularly for the rural interest
groups in the State of Sao Paulo.
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Memorandum for Record DATE: November 19, 1968

Gunter K, Wiese A .
Confidential~

BRAZIL: Meeting of Mr. McNamara with
Governor of State of Sao Paulo, ABREU SODRE

On October 25, Mr, McHNamara, accompanied by Messrs, Alter
and Wiese, called on Governor Abreu Sodre, Also present were: 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; Lelio Toledo Piza,
 President of the State Bank; and Lucas Nogueira Garcez, President of
CESP (the largest power company in the State, which is also a Bank
borrower) .

The Governor initiated the discussion by presenting some
salient facts on the economy of the State which he called the dynamo
of Brazil, The level of unemployment in the State at present is low,
Its average per capita income is about $500. It produces 52 percent
of all federal revenue and 57 percent of the 34/18 funds flowing into
the Northeast. Its urban population amounted to 53 percent in 1950,
62 percent in 1960, and now accounts for 70 percent of the Statels
population. Although the State has a low birth rate, the progressive
urbanization of the State materialized because of migration from other
States., Over the last 13 years, the birth rate in the State had
declined from 35.6 per thousand to 27.7 per thousand. Nevertheless,
the infrastructural capacity is falling rapidly behind. The Governor
said that the metropolitan area of Sao Paulo is growing at an annual
rate of 6 percent.

The Governor then requested IBRD assistance for the following
sectors:

1) Water Supply and Sewerage in the Sao Paulo Metropolitan Area

The present population of Sao Paulo of about 7 million people
is expected to triple by 1990. Only 60 percent of the area is presently
served by the water system and only 35 percent is connected with
sewerage facilities, He deemed it ironic that by 1970 roughly 70
percent of the urban areas in the Northeast may be connected while Sao
Paulo, unless something drastic is done, would certainly show a much
lower percentage. Invesitment in sanitation should certainly have top
priority.

2) Education

The Governor considered this a Second priority for the State
investment program, At present, the State is spending 28 percent of its
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revenues on education ~ as much as the country as a whole, He is
plenning to raise this percentage to 30 percent next year,

3) Agricultural Projects

He did not elaborate on this.

L) Electric Energy

Power consumption in the State is growing at a rate of over
10 percent per annum. He then had Mr. Lucas Garcez hand over an
official application for Ba?k loans for three power projects to be
carried out by CESP, i.e.,L
(a2) Capivara (requiring an external loan of about $60 million).
(b) Promissao (an external loan of perhaps $30 million may be
) required .
(¢) Agua Vermelha (which would probably need an external loan
of about $100 million).

5) The Sao Paulo Beltway (no further comments were made)

6) The Sao Paulo Railway (no further comments were made)

7) The new Santos Freeway (no further comments were made)

The Governor emphasized that despite its relatively high
per capita income, the State of Sao Paulo is still in dire need of
external capital. The State provides 52 percent of the federal revenue
but receives back only 1.2 percent. Only a small fraction of federal
expenditures goes to the State. In reply to a question by Mr. McNamara,
he said that he expected present tax rates in the State to continue.
This is essentially a question of the tax rate of the turnover tax -
now at 17 percent - which produces 96 percent of the Sao Paulo State
revenue, He considered this level already too high to render any

additional increase feasible and in this context alluded to widespread
tax evasion in the State,

Mr, McNamara indicated that he was fully convinced that the
need for more infrastructure in the State is indeed sizeable, but that
it appeared still more manageable than the need in the Northeast of
Brazil, Mr, Alter added that the recent constitutional reform had
resulted in an increasing flow of resources to the states and munici-
palities at the expense of the Federal Government. What was needed
from the point of view of Brazil as a whole was to shift more invest-
ment functions and responsibilities back to the States. The Secretary

1/ A reply is being prepared in the Bank.
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of Finance pointed out that the total expenditures of the State
were already at a level of NCr L billion a year. He conceded that
an increase in the 17 percent turnover tax by, say, 2 percentage
points, would raise over NCr LOO million of additional revenue,
which would go a long way toward solving some of the infrastructure
investment problems in the State. He reiterated, however, that the
17 percent sales tax rate had to be considered a maximum feasible
under present circumstances.,

cc: Mr. McNamara (through Mr. Steckhan)
Mr. Sadove e
Mr « Knox
Mr. Ballantine
Mr, Husain
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EorM No. 57 INTERNATIONAL DEVELOPMENT I
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL BANK FOR l INTERNATIONAL FINANCE
CORPORATION

- OFFICE MEMORANDUM
TO: Mr. Rainer B. Steckhan DATE: November 7, 1968
FROM: Kenelm Guinness \LLQ
SUBJECT: Visit of President of Brazilian Light

and Power Company

I received a telephone call from an old friend of mine,
Mr. Lars Bengston, in Toronto today. Mr. Bengston was for many
years a member of the legal staff of the Bank and is now General
Counsel to Brazilian Ljight and Power Company.

Mr. Bengston asked me to enquire whether it might be
possivis for Mr. Robert Winters, the new President of Brazilian
Light and Power Company, to meet Mr. McNamara during his forth-
coming visit to Washington in early December. H& would like to
discuss Brazil in general, and his Company's investment plans in
Brazil in particular. You will recall that Brazilian Light and
Power Company has been a substantizl borrower of Bank funds. I

think Mr. Winters would be particularly pleased to be invited to
Junch with Mr. McNamara.

No specific date has been fixed for Messrs. Winters and
Bengston's visit and it could, I understand, be arranged to some
extent at Mr. McNamara's convenience.

KGuinness :mc

o



1918

1949-53
1953-57
1957-65

1966-67
1968

RESUME

The Honorable Robert H. Winters
President, Brazilian Light and Power Company - 1968
Nationality: Canadian

Age: 58

Masters in Electrical Engineering at MIT
Minister of Reconstruction and Supply
Minister of Resources and Development
Minister of Public Works

Chairmen, Rio Algom Mines Ltd.

Chairman, Atlas Steels Co. Ltd.,
Chairman, Newfoundland Corporation

President, Vice President and Director of numerous
companies, including Ford and IBM

Minister of Trade and Commérce
President, Brazilian Light and Power Company

and Director of numerous companies
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OFFICE MEMORANDUM

TO: Mr. Robert S. McNamara DATE: April 7, 1969

FROM: Andrew M. Kamarck 0)%

SUBJECT: Visits of Deputy Director General of FAO and Executive Director
of International Coffee Organization

Mr. Oris V. Wells (American), Deputy Director General of the
FAO, and Mr. Alexandre Beltrao (Brazilian), who is Executive Director
of the International Coffee Organization and also Executive Director

of its Coffee Diversification Fund, are visiting the Bank for meetings
on April 8 and 9.

Both are members of the steering committee of the Joint
FAO/IBRD/ICO Coffee Study. I am the Bank representative on that
committee.

In addition, Mr. Beltrao will participate in a meeting at the
| Bank on Wednesday, April 9, to discuss his plans with regard to the
| national coffee production goals of the member countries of ICO and
\ the activities of the Coffee Diversification Fund.

Mr. Beltrao has specifically asked to pay a courtesy call on
i ~ you. Brief biographical notes are attached.
\




Born:
Place of Birth:

Academic Life:

Professional
Career:

BIOGRAPHICAL NOTE

ALEXANDRE F. BELTRAO

April 28, 192k
Curitiba, State of Parana, Brazil

Graduated as a civil engineer from the University of
Sao Paulo in 1948. Subsequently undertook post-graduate
study on the economics of industrial and business
management at the University of Brazil, Rio de Janeiro.
Beginning in 1951 he spent two years in Europe studying
regional and economic planning development.

On his return to Brazil Mr. Beltrao worked as Director of
a firm of Consultants and carried out a wide range of
studies in Brazil in the field of industrial and agri-
cultural development, including a study of the Brazilian
coffee economy.

From 1962 onwards Mr. Beltrao has been closely associated
with international coffee affairs. He attended the 1962
United Nations International Coffee Conference as an
observer for the State of Parana. He was named special
adviser to the chairman of the Brazilian Coffee Institute
(IBC) in 196L; was head of IBC's office in New York from
1965 to 1967; was chairman of the World Coffee Promotion
Committee of the International Coffee Organization in
1965-66; was chairman of Pan American Coffee Bureau in
New York from 1965-67; and was a Brazilian delegate to the
various meetings of the ICO between 196L-67.

Mr. Beltrao was appointed Executive Director of the Inter-
national Coffee Council in 1968. In that capacity he is
also Executive Director of the newly established Coffee
Diversification Fund of the ICO.
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Memorandum for the Record DATE: February 17, 1970

Gerald Alter/ﬁ7/k’

Meeting of Mr, McNamara with the Minister of Interior
of Brazil, Colg Jose Costa Cavalcnti

Minister Cavalcfnti of Brazil paid a courtesy call on
Mr, McNamara on Monday, February 16, He was accompanied by the new
Brazilian Ambassador, Mr, Gurgel Valente; Mr, Rubens Vaz da Costa,
President of BNBj; and Mr, Kafka, Messrs, Knapp and Alter were also
present, Mr, McNamara expressed his satisfaction with the more recent
pace of development in the Northeast of Brazil and congratulated the
Brazilians on their approach to the problem, He observed that there
were several projects in preparation which would benefit the Northeast,
and he hoped that the Bank could continue to give support to Brazil in
this area, Questions were then raised concerning certain weak points
in the picture, particularly with respect to the extent of illiteracy,
nutritional problems and distribution of income,

The Minister raised the question of IDA credits for projects
in Northeast Brazil, Mr, McNamara pointed out that we had always
approached the problem of access to IDA from the point of view of the
country as a whole, not particular regions, We took into account, of
course, what the country was doing to correct deficiencies in the poorer
parts of its territories and the impact of these efforts on the country's
overall economic position, IDA resources at the present time, however,
were severely limited and we had been unable to provide IDA assistance to
Brazil, given other claims, With a higher level of total resources,
hopefully to be obtained from the third replenishment, we hoped to be
able to do more in Latin America,

The Minister left a letter and some supporting material
relating to irrigation projects in the Northeast,

ce: Mr, Wiese o/r
Mr, Husain o/r
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OFFICE MEMORANDUM

Mr. Robert S. McNamara DATE: February 12, 1970

Gerald Alter ﬁf

BRAZIL - Signing of Loan to Banco do Nordeste do Brasil

CORPORATION

1. The $25 million industrial finance loan to the Banco do
Nordeste do Brasil (BNB), approved by the Executive Directors last
month is scheduled to be signed on Monday, February 16 at 10:30 a.m.
The Loan Agreement will be signed by the President of BENB, Mr. Rubens
Vaz da Costa; the Guarantee Agreement will be signed for the Govern-
ment by the Minister of Interior, Col. Jose Costa Cavalcanti. TYou
have agreed to meet with Col. Cavalcanti and Mr. Vaz da Costa im-
mediately after the signing.

2. Attached are suggested remarks at the time of signing, a
summary description of the loan, basic data on the Brazilian economy

and a memorandum giving background information on Col. Cavalcanti
and the Northeast of Brazil, and our lending program in the Northeast.

Attachments (L)

cc: Messrs. Ghoshal
Wiese

President has™ seen



SUGGESTED REMARKS AT THE SIGNING OF THE PROPOSED
$25 MILLION LOAN TO BANCO DO NORDESTE DO BRASIL

I am extremely pleased to sign with you this loan for the
development of the Northeast of Brazil. We hope that this will be the
first in a series of loans for projects in the Northeast and other less
developed parts of the country. Through these projects we would hope to
assist your Government in bringing the fruits of deve<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>