











































































































































Rio.de























































































































































































































































Moreover, it seems clear that the British undercstimated their
requirements for Brazilian raw materials, and that this was the
cause ol the sharp reversal in the Brazilian sterling position in
1941. Before 1941 Britain had to artificially expand her purchasing
program in Brazil to assure the payment of the counuy’s sterling
commitments, but from 1941 on there was a progressive accumulation
of sterling in the Brazilian special account.

3.5 — 1943

In early 1943, Souza Costa felt that the occasion was ripe for the
beginning of talks with the British concerning the renewal of the
1940 agreement, which was 1o expire at the end of the year. This
Brazilian move seems to have been prompted by the rapid accumula-
tion of blocked sterling balances in London — which already totaled
£ 12 million — and the likely continuation of this trend. Souza
Costa anticipated that after the war Brazilian exports would have
problems adjusting to competition in a normalized world market,
and that heavy demands would be made on the existing foreign
exchange reserves for the importation ol essential capital goods
for which there was considerable repressed demand. Thus, from his
point of view, the moment was ideal for a permanent settlement of
the foreign debt question. He was prepared to spend £ 7.5 million
in total yearly payments (£ 4 million in interest and £ 3.5 million
in sinking-fund payments), as well as £ 26 million for special
amortization of as much as possible of the outstanding debt. 4%
After three months of negotiations — without the Americans —
this offer was improved. Two options were offered to the bond-
holders. Under option A, there would be no reduction of the out-
standing debt; payments would be at 709, of the level of the last
year of the Aranha scheme, and would total £ 7.3 million ([ 4.4
million in interest and £ 2.9 million in sinking-fund payments) if
all bondholders chose this alternative. Under option B, a proportion
of the outstanding debt would be redeemed through cash payments,
while the residual cash would be converted into new 497 [ederal
bonds in the case of all loans. Cash payments ol £ 20.7 million
would redeem [ 85.6 million of the outstanding debt — almost
409, of the total debt, at an average cost of 249, — while yearly
payments would total £ 8.1 million (£ 4.4 million in interest and
£ 3.7 million in sinking-fund payments) if all bondholders elected

48 Charles to FO (Phillimore to Niemcyer), tels. 98 and 94, FO 371/33661,
Al388 and A1897/478/6.
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