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of production., Consegquently, the Congress legis-
lated a program of price supports to protect U.S.
producers from the effects of the international
market deterioration. That price support program
left me with two options; either to limit sugar
imports or to spend hundreds of millions of dollars
for the purchase and storage of U.S. produced sugar.
Given our desperate need to reduce government ex-
penditures, I could not justify the second option.

You are correct in your observation that the gquota
import system is contrary to my economic philosophy,
and I want you to know that it is my hope and
intention to abandon it as soon as circumstances
allow. In the meantime, I can assure you that it
will be administered in a scrupulously fair manner
that takes into consideration the interests of all
our traditional suppliers.

I understand that the export subsidy issue concerning
the BEFIEX program which you raise in your letter has
been discussed by United States Trade Representative
Brock with Ministers Galveas, Camilo Penna and Delfim
Neto, and that it was examined again recently by less
senior officials of our two governments. Given the
confidence and good will that exist between us, I am
hopeful that a way can be found to resolve this issue.

I appreciated your suggestion that an early meeting
between cabinet officials of our two governments

could enhance our overall trade and economic relation-
ship. Our cabinet officials who deal with economic
matters have had many useful discussions in past’
months, most recently in July during Minister Delfim
Neto's meetings with Secretary Baldrige and Ambassador
Brock. As we agreed during your visit to Washington,
this process should continue and our objective should
be to improve and strengthen the economic interaction
between our countries, bilaterally as well as inter-
nationally. In this connection, I understand that
there will be a meeting between our cabinet officers
who are attending the IMF/IBRD meeting in Toronto

and that Minister Camilo Penna may meet subsequently
in Washington with Secretary Block and Secretary
Baldrige. If your government desires any additional
meetings, we of course would be pleased to cooperate.
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The September 20-21 meeting of the U.S./Brazil
Trade Sub~-Group will also provide an excellent
opportunity for officials of our two governments

to discuss bilateral and international trade issues
in detail.

I have learned that you plan to return to the United
States later this month to deliver the opening
address at the United Nations General Assembly. As
a leader of the developing countries, Brazil has a
particularly important role to play at the United
Nations and in other international organizations.
Recalling the perceptive understanding of the complex
international situation that you displayed in our
meetings, I am confident that the 38th General
Assembly will benefit greatly from your personal
participation.

With warm personal regards,

Sincerely,

(< st

His Excellency

Joao Baptista de Oliveira PFigueiredo

President of the Federative Republic
of Brazil

Brasilia



/,, ~ —_
R Np1

NATIONAL SECURITY COUNCIL

September 16, 1982
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Okay to dispatch.

Carol Cleveland
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I cannot fail to notice, Mr. President, that the quota regime
seems to be in contradiction to the philosophy of free trade espoused by
your Administration, and that at the same time it runs contrary the long-
established and sound trade relationship between our countries.

I believe the US Government might find it feasible to
dévelop alternative means through which to provide the desired econamic
assistance to the countries of Central America and the Caribbean, for
e.kample by facilitating the importation, into the american market, of
alcohol produced by those nations, as well as by adopting other trade-
generating policies, but not by depriving the northeast of Brazil of
resources that are vital for its very econamic subsistence.

Another problém which is of great concern to me is the
cbjection that has been raised by your Government with respect to the BEFIEX
program, which has been underway for a long time, and which has been
structured as an incentive to exports, but also acts as a stimulus to imports
by exeffipting from any taxation goods imported and utilized in the manufacture
of those to be exported. Many of the products we import under the REFIEX
program come from the United States.

In spite of all the positive results and the great inportance

of the BEFIEX programme, and taking into account the special interest shown

on the matter by the US Administration, I have instructed my Ministers of
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of granting special incentives through the BEFIEX programme.

I would therefore be very grateful if your Excellency would be so good
as to instruct the agencies of your Government to suspend any studies or measures
which seek the eliminaticn of these programs.

One of the outstanding features of the Brazilian econamy today is the
importance of its internatiopal commitments, especially in foreign trade.

Those international camitments formed the cammanding motivation for same
recent messages by my Ministers of Finance and of Irdustry and Trade to the
Special Trade Representative, Ambassador William E. Brock, and to the Secretary
of Cammerce, Mr. Malcolm Baldridge, containing detailed explanations about
these probiems and other questions that have been aflicting the econamic

and financial relations between cur two countries and may represent seriocus
risks to the Brazilian economy as a whole.

The brutal increase in oil prices in 1973/74 and 1979/81 has immensely
aggravated the situation of oil importing developing countries. During the
last 8 years those countries have accumulated a foreign debt to the level of
US$ 350 billion, whereas same oil-exporting countries have accumilated a
surplus of US$ 420 billion in their balance of payments.

The high interest rates brought about by us policies have generated an
additional burden to heavily indebted developing countries - larger yet than the
negative conseguences of the oil-shocks.

Brazil, Mr. President, has been particularly affected by those
developments.

As Brazil has one of the highest foreign debts in the world

- over US $70 billion - and must spend approximately 40 per cent of all its
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export-revemes for the sole servicing of that debt, bilateral trade issues
cannot be considered in isolation, on the basis of a sectorial approach
only; they have to be seen in the broader context of the country's overall
balance of payments situation, and conducted at the higher level of the
enduring, loyal and promising partnership and friendship between ocur two
nations.

Such a broader understanding can form the basis for an
immediate enhancement of cooperation and trade between Brazil and the United
States to much higher levels, in the interest of our countries nad for the
benefit of world trade. I therefore suggest that the Brazilian Ministers
of Finance and of Industry and Trade meet as early as possible with the
Special Trade Representative and the Secretary of Cammerce of the United
States in order to consider which concrete measures could lead to the
achievement of those objectives.

. I avail myself of this opportunity to renew to your
Excellency the expression of my highest consideration.

With warm esteem,

-/a) Jo3o Baptista de Oliveira Figueiredo."
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I trust that the decline in interest rates in
the United States also will bring significant relief
to Brazil. Your letter, and our discussions here
in May, have left me deeply conscious of Brazil's
heavy debt service burden, and I am delighted that
we now have reason to believe that the burden will

be eased somewhat.

With respect to the sugar problem you mention,
I want you to know that we were forced to adopt the
gquota system because of international circumstances
beyond our control. The subsidy and dumping practices
of European governments pushed the price of sugar
in international markets well below the cost of production.
Consequently, the Congress legislated a program of
price supports to protect U.S. producers from the
effects of the international market deterioration.
That price support program left me with two options;
either to limit sugar imports or to spend billions
of dollars for the purchase and storage of U.S. produced
sugar. Given our desperate need to reduce government

expenditures, I could not justify the second option.

You are correct in your observation that the
guota import system is contrary to my economic philosophy,
and I want you to know that it is my hope and intention
to abandon it as soon as circumstances allow. In

the meantime, I can assure you that it will be administered
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in a scrupulously fair manner that takes into consideration

the interests of all our traditional suppliers.

I understand that the export subsidy issue concerning
the BEFIEX program which you raise in your letter
has been discussed by United States Trade Representative
Brock with Ministers Galveas, Camilo Penna and Delfim
Neto, and that it will be examined again soon by less
senior officials of our two governments. Given the
confidence and goodwill that exist between us, I

am hopefuvl that a way can be found to resolve this

issue.

I appreciated your suggestion that an early meeting

between cabinet officials of our two governments could
enhance our overall trade and economic relationship.
Qur cabinet officials who deal with economic matters
have had many useful discussions in past months, most
recently in July during Minister Delfim Neto's meetings
with Secretary Baldrige and Ambaséador Brock. As

we agreed during your visit to Washington, this process
should continue and our objective should be to improve
and strengthen the economic interaction between our
countries, bilaterally as well as internationally.

In this connection, I understand that there will be

a meeting between our cabinet officers who attend

the IMF/IBRD meeting in Toronto next month, and that
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Minister Camilo Penna may meet subsequently in Washington
with Secretary Block and Secretary Baldrige. If your
government desires any additional meetings, we of

course would be pleased to cooperate. The September

20-21 meeting of the U.S./Brazil Trade Sub-Group will

also provide an excellent opportunity for officials

of our two governments to discuss bilateral and international

trade issues in detail.

I have learned that you plan to return to the
United Statesm month to deliver the opening address (ﬁspt.)
at the United Nations General Assembly. As a leader
of the developing countries, Brazil has a particularly

important role to play at the United Nations and in

other international organizations. Recalling the
perceptive understanding of the complex international
situation that you displayed in our meetings, I am
confident that the 38th General Assembly will benefit

greatly from your personal participation.
With warm personal regards,

Sincerely,

Ronald Reagan
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I trust that the decline in interest rates in
the United States also will bring significant relief
to Brazil. Your letter, and our discussions here
in May, have left me deeply conscious of Brazil's
heavy debt service burden, and I am delighted that
we now have reason to believe that the burden will

be eased somewhat.

With respect to the sugar problem you mention,
I want you to know that we were forced to adopt the
quota system because of international circumstances
beyond our control. The subsidy and dumping practices
of European governments pushed the price of sugar
in international markets well below the cost of production.
Consequently, the Congress legislated a program of
price suppocrts to protect U.S. producers from the
effects of the international market deterioration.
That price support program left me with two options;

o ded s T u (e S

either to limit sugar imports or to spend bidiiens
of dollars for the purchase and storage of U.S. produced

sugar. Given our desperate need to reduce government

expenditures, I could not justify the second option.

You are correct in your observation that the
quota import system is contrary to my economic philosophy,
and I want you to know that it is my hope and intention
to abandon it as soon as circumstances allow. 1In

the meantime, I can assure you that it will be administered
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in a scrupulously fair manner that takes into consideration

the interests of all our traditional suppliers.

I understand that the export subsidy issue concerning
the BEFIEX program which you raise in your letter
has been discussed by United States Trade Representative
Brock with Ministers Galveas,:iﬁmilo Penna and Delfim

wuns AN < (an «r-e;a.n..z'»/)/

Neto, and that it witd—be—eswamined—acain SSON by less
senior officials of our two governments. Given the
confidence and goodwill that exist between us, I

am hopeful that a way can be found to resolve this

issue.

I appreciated your suggestion that an early meeting

between cabinet officials of our two governments could
enhance cur overall trade and economic relationship.
Our cabinet officials who deal with economic matters
have had many useful discussions in past months, most
recently in July during Minister Delfim Neto's meetings
with Secretary Baldrige and Ambaséador Brock. As

we agreed during your visit to Washington, this process
should continue and our objective should be to improve
and strengthen the economic interaction between our
countries, bilaterally as well as internationally.

In this connection, I understand that there will be

a meeting between our cabinet officers who attend

_ ) R _a
the IMF/IBRD meeting in Toronto -mext-month, and that
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Minister Camilo Penna may meet subseguently in Washington
with Secretary Block and Secretary Baldrige. If your
government desires any additional meetings, we of

course would be pleased to cooperate. The September

20-21 meeting of the U.S./Brazil Trade Sub-Group will

also provide an excellent opportunity for officials

of our two governments to discuss bilateral and international

trade issues in detail.

I have learned that you plan to return to the
United States-ggit month to deliver the opening address /géchﬂ)
at the United Nations General Assembly. As a leader
of the developing countries, Brazil has a particularly

important role to play at the United Nations ana in

other international organizations. Recalling the
perceptive understanding of the complex international
situation that you displayed in our meetings, I am
confident that the 38th General Assembly will benefit

greatly from your personal participation.
With warm personal regards,

Sincerely,

Ronald Reagan



NATIONAL SECURITY COUNCIL

September 1, 1982

Note to # 4903 add-on file:

Per Michele Norton of NSC/S, letter
from President Figueiredo came in
form of a cable from State, followed
by an unofficial translation.

There was no original from Figueiredo.

Sally Sherman
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DECLASGIFIED
NLRK M3ss/t 117018
Dear Mr. President: BY_.,&!{.\L NAK, QATE_,‘:\,[L&/ 13
Thanlc you for sharing with me your thoughts on socme of the
outstanding economic issues affecting ocur two countzies. I appreciate

your deep concara.

Qux C‘a.b:.net ofZictals who deal witir econcmic matiars hava hagd
many useful discussiocns during the past montis. As we agrzed during
your visit & W‘ash.i::gtsr:.; this procass sheuld contiaue and ocur
objective should be ta improve and strengthen the economic interacticre
between cur countries, bilaterally as well as intermationally.
Minister Dellfim Neto's scheduled mesetings with Secrzetaxzy Regan,
Secretarxy Baldxige, and Ambassadcr 3rock will pravids amx excellent
cgportunity to aséess possitle improvements. These Cabinet of=icers

alsc would be most willing to mest witk vour Govermment's Ministar

th
1y

b

Q inance and Ministar of Commerca and IndustTy at & nutually
convenient tim %

The specific issues raised imr vour lettar ara t..“der continuing
review by my Administration. As you ars aware, thev zre all highly
complex, invelving a varisty of demestic and intarmational political
and econcmic factors. We will, however, lock Zfsorward =a discuésinq
them witlr Ministsr De.IL Im \Tet::. o at%cllow—u.g Tee *‘nvé/that may
be arranged witl your Ministar of Fimance and Minister of Commerce

and Industzy.

I know this is z difficuls zeriod Zor the sconomy of 3razil

as it is for the economy of “he Unitsd Statas. We must tak= grezt
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Cara to manage cur raspective econcmic obligztions and imperatives

‘as well as our mutuzl proklems in a mapner that serves oUr COMMQn

interssts in 2 healthy and constructive relationship and a durable

international trading systsm.

Witk warm oersonal raqard‘s,'

Sincarely,

Renald Reagan

Zis Excellencv

Joac Baptista de= Oliveirz Figueiredao
Zrasident cf the Tederative Republic of 3razil
Brasilia

- - -
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MEMORANDUM _ . 4903
NATIONAL SECURITY COUNGIL
R
July-16,-1982::"2"_: _:1z.::
ACTION
MEMORANDUM FOR WILLIAM P. CLARK : S T
FROM: ALFONSO SAPIA-BOSCH ’ﬁ&’ T T T T
SUBJECT: President Reagan's Reply to Brazilian President S
Figueiredo's Letter of July 9c-:: s-z_._: 23 =2 -mz-z-

State has forwarded, at our request, a draft nesséqe in reply
to President Figueiredo's letter. The draft:is- apprepriate. . .....

- =TS

President Figueiredo raised several complex issues to which
there is no easy answer. This draft, however-:will.assurs e e

DPresident Figueiredc that we are interested in strengthening

our economic relationship. As you know.: Ambassader 3rock .and --::--
Minister Delfim Neto are meeting on July le6.

Treasury, USTR and Commerce concur. TETIUTTTT ST R Meoemms
Speechwriters concur (with changes) . T TTTE T mrmEeEe e e

I recommend that you approve the text of the *eply. oo

Approve [% Disapprove =~~~ TTTTTT TTOTES S

ﬁCCn n\h“’:;;’ -~ L To D S H “L2T ..
F3ALLE L 1260, as emended ECN PollLtni o ozrzooT

Wisiie Hous? Guideiies, Sept, 11, 2008 T T T e i

BY NARA_JGMA. DATE_ng_t_\



T J

8220515

DEPARTMENT OF STATE . .. .. ., .. .—=dbtifdl,

Washingren, 0.C. 20520

July 15, l982 _
Hﬂ N ;".?lné_qg ° . - v s - = - -
IR \LJ' I =2 3IY L. - LEAal L 2o. 2
EXDIS - Attachment Cewve ‘

MEMORANDUM FOR MR. WILLIAM P\ CLARK -
TEE WEITE HOUSE SiTi.,.....-v

Subject: Proposed reply to Brazilian President
Figueiredo

Attached is the text of a proposed reply to
President Figueiredo's July 8 letter to President
Reagan which was transmitted to the National
Security Council on July 9. The text has been
cleared with the Department of Commerce, the Department
of the Treasury, and the office of the Unlted States

Trade Representative.

%@é%%ﬁ j:
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Attachmentss

l. Proposed reply to Brazilian President Figueirede.
2. FPigueiredo letter to President Reagan.
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PROPCSED INTERIH;RBPLI TQ FIGUEIREDC-REAGAN LETTER

Dear Mr. President:s

Thank you for sharing with me your thoughts on
some of the outstanding issues on the: econoih}f.c s';ide:

of the relationship betweem cur tws countries. T -- - - -===

tey
{i

appreciate the deep concern which underlies your letter. —

Quzr cabinet officials who deal with economic matters
bave had many useful exchanges of views over Eﬁ_e:_' p_ast
months. As we agreed during your visit to Washingtom, . | T

this process should continue. Our objective shogida . T ;I .. U

be to improve and strengthen the sconomic inE'e‘i:é.é}cioh" T T

betweern our countzries, bilatsrally as well as J.nternatz.onally-

Minister Delfim Neto's sckheduled meetings wzth Secratary
Regan, Secretary Baldrige, and Ambassador Brocic w:.l.L

provide an excellent opportunity to assess possibilities

for improvements. These same cabinet officers would

be highly pleased to meet subsequently with your government's

Minister of Fipance and Minister of Commerce and Industzy

at a mutually convenient time.

DECLASSIFIED
NLRR ¥ (720
His Zzcellency BY_Kkpi, NARA DATEW 3

Joag Baptista de Qlivairz Zigueirado,

President of the Federative Republic of Brazil,

Brasilia.



The specific issues raised in your letter are
under continuing re?iewn oy the respeonsible agernci~e§f B
of my govermment. AS you ars aware., they are all
highly complex, involving & variety of domestic and
international politicél and aconcmic factors. We
»ill . of course, he prapared te discuss them with -
Minister Delfim Neto or at any follow—up meeting that
may be arranged with your Minister of Finance and o

Minister of Commerce and Industry. o T

T know this ig z difficulr pericd for tl-a:é;' 'eé:oh"ofnfg?
of Brazil. It is alse z difficult pericd for the
econcmy of the United States., To the extent consistent
with our respective econcmic obligations and imperatives,
we MuIsSt take gr2at care to manage our mutual problems
ir = manner that serves our commom interest im a healthy
and constructive relationship and =z durable ;‘zz_atarna_tional

rading system. e e

0wt

Aieth yarm gerscnal zegards,

Sincarsaly,

Ronald Reagan
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NLRRM352/1 ¥ 117072

UNCFFICIAL TRANSLATION BY_Km1NARADATEY/1g/i3

"To His Eb:cellen;.y
Fonald Reagan

President of the United States of America

Mr. President,

I recall with great pleasure the spirit of loyal cocperation
that presided over the conversaticns we recently held in Washington. In an
atmosphere of warm cordiality, we quickly felt that we indeed share similar
views on most of the subjects we then considered. |

At that time I had the opportunity to mention to you in
detail the terrible eccnomic plight now being faced oy scame 40 million
Brazilians in the northeastsrn part of the countxry, largely as a result of
the deteriorating situation of the world sugar market caused mainly by the
agricultural subsidies of the Eurcpean Cammen Market and by the import
restrictions imposed by the Govermnment of the Unitad States.

The establishment of an import quota system by the United
States, and the criteria adopted for the distribution of quotas for the
pericd March through September this year represent a seriocus blow against
a reliable partner such as Brazil, and are likely to lead to an annual loss

of 400 million dollars for the impoverished gcpulation of the northeast of

Brazil. | / /
)
A

{
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I cannot fail to notice, Mr. President, that the quota regim=
seems to be in contradicticn to the philosophy of free trade espoused by
your Administration, and that at the same time it runs contrary the long-
established and sound trade relationship between ocur countries.

I believe the US Govermment might find it feasible to
develop altermative means through which to provide the desired eccnamic
assistance to the countries of Central America and the Caribbean, for
example oy facilitating the importation, into the american market, of
alcohol preduced by those naticns, as well as by adepting other trade—
generating policies, but not by depriving the northeast of Brazil of
resources that are vital for its very ecorxmic subsistence.

Another problem which is of great concern to me is the
cbjecticon that has been raised by your Government with respect to the BEFIEX
program, which has been underway for a long time, and which has been
structured as an incentive to exports, but also acts as a stimulus to imports
by exempting from any taxaticn goods importad and utilized in the manufacture
of those to be exported. Many of the products we import under the REFIEX
program come from the United Statss.

In spite of all the positive results and the great importance

of the BEFIEX programme, and taking into account the special interest shown

on the matter by the US Administration, I have instructad my Ministers of
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:of granting special incentives through the BEFIEX programme.
I would therefore be very grateful if your Excellency would be so gocd
as to instruct the vagencies of your Goverrment to suspend any studies or measures
which seek the elimination of these programs.

One of the cutstanding features of the Brazilian econamy today is the
importance of its J.nternatlonal conmitments, especially in foreign trade.

Those international camitments formed the camanding motivation for same
recent messages by my Ministers of Finance and of Industry ard Trade to the
Special Trade Representative, Ambassador William E. Brock, and to the Secretary
. of Cammerce, Mr. Malcolm Baldridge, containing detailed explanations about
these problems and other cquesticns that have been aflicting the econamic

and financial relations between cur two countries and may represent sericus
risks to the Brazilian econcamy as a whole.

The brutal increase in oil prices in 1973/74 and 1979/8l1 has immensely
aggravated the situation of oil imparting develcping countries. Durmg the
last 8 years those countries have accumulated a foreign debt to the level of
US$ 350 billion, whersas same ocil-exporting countries have accumilated a
surplus of USS 420 billion in their balance of payments.

The high interast rates brought akout by us policies have generated an
additicnal burden to heavily indebted develcping countries - larger yet than the
negative consequences of the oil-shocks.

Brazil, Mr. President, has been particularly affected by those
developments.

As Brazil has one of the highest foreign debts in the world

- over US $70 billion - ard must spend approximately 40 per cent of all its
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export-reverues for the sole servicing of that debt, bilateral trade issues
cannot be considered in isolation, on the basis of a sectorial approach
only; they have to be seen in the broader context of the country's overall
balance of payments situation, and canductsd at the higher level of the
enduring, loyal and promising partnership and friendship between ocur two
nations.

Such a broader understanding can form the basis for an
nmediatemmﬁcooperatjonandtradebemeen&éazilandthemmd
States to much higher levels, in the interest of cur countries nad for the
benefit of world trade. I therefore suggest that the Brazilian Ministers
of Finance and of Industry and Trade meet as early as possible with the
Special Trade Representative and the Secrstary of Cammerce of the United
States in order to consider which concrets measures could lead to the
achievement of those cbjectives.

I avail myself of this cpportunity to renew to your
Excellency the expressicn of my highest consideraticon.

With warm esteem,

./a.) Joao Baptista de Oliveira Figueiredo."

o
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Thank you for sharing with me your thoughta én
some of the cutstanding issues on the économié side
———gc¢f therelationship between cur two_countries.  I. . ...
s appreciate the deep concern which undeclies your latter
—~--- - -and share your view that we should seek to find a
basis for a better understanding of cur respective
probléis and policies.

- -~ -Discussions between cur cabineg_gégiiialz who
—~deal with economic matters would be_g most useful
—step _in .this direction. Minister Dei&_{eﬁ;'glsched_ul‘ad.
. meetings with Secretary Regan, Sec:eta:yvgaldzige,

. and Ambassador Brock will provide an excellent early
opportunity to explore this possibility in greater

detail.

The specific issues raised in yocur lettsr merit

the careful study of several agencies cf ny gcveinment.

"His Bxcellency
Joac Baptista de Oliveira Figueizﬁdq,
President of the Federative Republic of Brazil,
Brasilia.
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We will, of course, be prepared to discuss them with .
Minister Delfim Neto or at any follow-op meeting that
may be arranged with the Brazilian Ministsr of Pinance

and Minister of Commerce and Industry.

I know this is a difficult period for the eccnomy
of Brazil. It is alsc a difficult pericd for the
economy of the United States. To the extent consistant
with our respective ecconomic cbligaticns and izpezatives,
we must take great care to manage our nntﬁal ézobleas.
in a manner that serves our common intézest i# a healthy

and constructive relationsaip.

Sincerely,

Ronald Reagan
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Canadian bank loans when it failed to grant the Canadian
Ambassador an appointment with the Foreign Minister to
discuss the possibility of such assistance. Finally,
Lusinchi accused Herrera of mismanaging the GOV takeover
of the Venezuelan Workers' Bank (BTV) and of causing
uncertainty in financial circles by refusing to honor a
vast number of government bonds issued to the BTV, the
same bonds the GOV is now offering to PDVSA in exchange
for the foreign currency reserves it lost to the Central
Bank recently.

3. Lusinchi also castigated the present GOV for '"playing
politics'" with foreign affairs issues. According to him,
President Herrera has allowed USG-GOV relations to
deteriorate. The President backed the idea of elections

in E1 Salvador this year only because he expected the
Christian Democrats to win; when Duarte failed to do so,
Herrera quickly reduced his support for the democratization
effort in that country. Herrera also 'played politics" with
the Falklands/Malvinas issue, naively hoping to garner
Cuban and NAM support for Venezuela's claim against Guyana.
Worst of all, however, Herrera is unwilling to accept AD
counsel or assistance on domestic or international matters.

4. Lusinchi followed his anti-Herrera tirade with
assertions that under his presidency things would be
different. He vowed to move quickly to restore public
confidence in the Venezuelan economic and financial system.
He stressed that the U.S. and Venezuela have more points

in common than not in foreign policy, and that as President
he would follow a policy line closer to U.S. interests for
the region "just like former AD Presidents Betancourt and
Leoni did.'" Lusinchi claimed he earnestly desired to re-
establish good and cooperative relations between our two
countries.

5. He then suggested that USG help to settle Venezuela's
territorial claim against Guyana. Dr. Bailey reiterated
our hope that Venezuela will be able to settle its terri-
torial differences with Guyana and Colombia soon and peace-
fully. ZLusinchi replied that he thought a solution to both
problems could be found through negotiations during his
presidency. He claimed to have information indicating that
neither Guyana nor Colombia was interested in negotiating
with the present GOV. Of the two problems, the differences
wtih Colombia can be more easily resolved. Lusinchi is
worried, however, that Herrera may order the invasion of
Guyana as an eleventh-hour electoral ploy, or to satisfy
the "Hawks'" in his military high command. Such a move, he

CONFIDENTIAL
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said, could derail the electoral process. But the fact
that others, particularly Caldera, are also aware of this
possibility would make it harder for Herrera to carry out
such a plan. The Venezuelan people should be educated to
accept something less than the total territory demanded
from Guyana. Lusinchi believes Guyana and the Venezuelan
people would accept a solution involving the trade of a
triangle of Guyanese Atlantic Ocean coastline (around the
Barama River) for economic assistance to develop Guyana's
hydroelectric industry. Venezuela could also guarantee
Guyana that it will buy most of the hydroelectric power
generated by the controversial Mazaruni Dam project. What
Venezuela is really after, Lusinchi said, is an exit to the
Atlantic.
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His responses, though well thought out and clearly expressed,
followed a standard line. He did not criticize President
Herrera Campins or attack any of his domestic or foreign
policies.

3. The Situation in the Caribbean Basin

Caldera blamed the present political turbulence in the region
on the dictators that ruled most of these countries for the
last three decades. He said he predicted to ARA Assistant
Secretary Terence Todman several years ago what is now
happening in Nicaragua, and that he counseled Vice President
Bush this year on how to deal with the problems in El
Salvador. Caldera was worried about the tense situation be-
tween Honduras and Nicaragua and hoped that violence could

be avoided because "its consequences could be disastrous to
the entire region". He saw the prospects improving for a
political solution in El Salvador but conceded that the
guerrillas, with obvious outside support, were still a
powerful force and one that could prevent an acceptable
political solution. Costa Rica, he said, should be given
immediate and massive economic aid if it is to survive as a
democracy. The situation in Guatemala remains unclear
largely because of the messianic pretensions of its President,
General Rios Montt. The economic problems threatening

Mexico and the Dominican Republic could cause political
instability. Panama after Torrijo's death has also become
unstable. In the face of all these problems, however, Venezuela
is still willing to cooperate with the USG in promoting
democratic and pluralistic governments in the region.

4. The Reagan Administration's ''Quiet Diplomacy"

Caldera asked for Dr. Bailey's assessment of President Reagan's
recent trip to South America. Dr. Bailey said it had been
very successful. He pointed out that two positive offshoots
from it were Rios Montt's announcement that elections would

be held soon in Guatemala and Magana's announcement of the
establishment of a Human Rights Commission in E1 Salvador.
Caldera observed that the administration's 'quiet diplomacy"
appeared to be effective in improving the human rights climate
in the region but that because of its ''quiet' nature it
opened the administration to charges of inaction or insensi-
tivity in the human rights area. Dr. Bailey pointed out that
those charges were unfounded; the present administration is

as strong an advocate of human rights as was its predecessor.

CONFIDENTTIAL
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In contrast to President Carter, President Reagan prefers
to strive for results in this area without embarrassing the
offending governments.

5. Caribbean Basin Plan

Dr. Bailey explained how aspects of the plan could benefit
participating donor countries like Colombia and Venezuela.

He also stressed the importance of cooperation among hemis-
pheric nations, their Central Banks, and international lending
institutions to prevent present economic woes that beset the
region from turning into a depression similar to the devastat-
ing Great Depression of the 1930's. Caldera welcomed the idea
of extending the benefits of the plan to Latin donor countries
and endorsed the idea of international cooperation to avoid

an economic catastrophe. He also expressed the hope that

the USG could find a way to help countries outside the plan's
scope, such as Ecuador and Bolivia,whose dire present economic
situations could lead to social and political violence in the
near future.

6. Border Disputes

Dr. Bailey expressed the USG's hope that Venezuela would soon
find peaceful solutions to its territorial disputes with
Colombia and Guyana. Caldera remarked that he shared that
hope and expressed the belief that the problem with Colombia
could be speedily resolved under the next Venezuelan Govern-
ment. The dispute with Guyana was a different matter. The
problem here, Caldera said, is that Guyana continues to refuse
to engage in talks about a solution. Perhaps if Great Britain,
as guarantor of Guyana's territorial integrity, could
"insinuate" to Guyana to start talks, ''something reasonable
could be achieved'". He had suggested as much to UK Prime
Minister Thatcher when the two met at the height of the
Falklands crisis while he visited England on personal business.

7. Caldera then suggested that perhaps through our '"quiet
diplomacy" we could suggest to Guyana to enter into meaning-
ful negotiations. Dr. Bailey reiterated the hope that both
disputes could be resolved peacefully and mentioned that
Augusto Ramirez, Mayor of Bogota and a close friend of
President Belisario Betancur, had told him recently of his hope
that under the next Venezuelan administration the differences
between the two nations could be resolved.
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