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Toward the end of 1956, with the arrival ef severel curoeton and eagimeore
of the Germam Krupp ergamizatioan, a pregram fer the expassioa of Krupp's Brastliaa
eperations was initiatod. At that time, high~lewel discussioms were hsld regardiag
tho pessidility of Krupp eateriag the heavy-dmty squipmexnt n-!uturug fleld with
the preductien in Brasil ef lecemotives and heavy-diuty trusks.

Early ugotuuon were largely cnﬁdnllub/ It wes not until Septemdsr 28,
1957, whea the three top directors of Freiderich 'Krupp A.G.'s Brasilias subdeidiary
asked Sie Panle State Gevernor Janie Quadres fer assistance, that the "Krupp case®
becans a cause galddre previdiag & pelitical and ecomomic cemtreversy that has net
yot beea reselved, This comtroversy must be censidsred as p-ﬂ of grevinsg sgitatiea
oa the part of 5¥o Paule imdustrial amd pelitieal eircles to pudlicise a dusisess
¢ slewdewm asd slleged receat discrimiaatery ccememic decisions mads by the Federal
Goverament (see Conllea Despatch 1650). The directors ef Krupp requested the gover-
ser te use ais imflusnce to irea out certaim difficnlties wvhich were doing ansenn-
. teTed by the cempany ia attemptimg to expasd 1ts eperatieas. The lecal press
réperted that at this meeting the Krupp represeatatives had stated that twve Federal
Geveramext appeinted cemxissions were withhelding permission for the firm te im-
pert machimery uader SUKOC's Imstruotioa 113.

Before these statemsmts ceuld e verified, the n'lpp case becamo SHs Paxle
headline materisl and raised thes ire of alresdy towchy Pamlistas. In rapid suo-
cossion (1) the Juadia{ Nunicipal Chamber sppreved a vete of cemsure agaimst the
Yoderal Gevernment, (2) Santes aad Campinas fellewed suit, (3) the Sge Paule
Assenbly heatedly debated "the sabotage of Krupp,® (4) Sis Panle mswspapers teek
up the attack in full force, ammouacing the pessidble vithiraval ef Krupp fres
Brasil, and (5) upon appeal te the Juadin{ Cemmsreial Assesiation, tke city's
tusiness aad indastrial activities cane te a stamdstill em Octedber 4 te pretest
the "attitude adopted Yy the Fedsral Geverameat.®

e secmer had Quno eveats necarred '.hnthlyslo!‘-lo press teock wp the Jme
and cry. Bditerials blessemed, hittisg at the "Federal Covernmeat's dlseriminmn-
tiea ozainst Sle Pamle® and calling fer "defexse measures.®

- . e Feldoral mn. stusg by the criticism, aress to the defemse. PodLon—J.—J
/m of Wﬂ Ineie Meirs doclared that (1) the FPederal Governmea$ had mot

INFORMATION COPY

Rculn in divisional fles or destroy In sccordance wWith security Rlulllk‘ml

BECLASSIF1€D AN D RELEASED 8 -
“CENTRAL INTELLIBENCE Assuc:

b R T TH-o D

'”VfaAfs 1008




&

| whcassDrmND A

(Classtpeation) Desp. Ng

T
Sae Panle

From ! —————

rejected irupu‘s projeets. (2) Krupp had presentnd uo detatloed nreduotion pregram
jto the Fedaral Governmeat, (3) the Oovernmeat had not consluded studies with i
reszect to tho mamfacture of locomotives, and (4) that Xrupn's mamufacturiag
program for hrovy -duty truciks «ms s till uader study.

Thes: strons statemonts by the Federal Government arparently had the denired
effect. "ithin a mattor of drys the Sge Paulo nress slackesmed 1te att:cks, and
several ci'tnrisls defendins the Federal Geverament's posttion susgested that
perhapes Xrunpp had overplayed its hand,

The Kru~n contreversy can te largely laid te Paulista over-sexmderamce, growiag
evidence of a husiness slowdo.m, -nd growimg comtroversy hetween the Sde Panle
dusinrss community and Federal Oovermmemrt econonic nelicy.

The Federal Oovernament quite clearly had ‘relid reasoms for carefullyscrutisis-
ing Krupp's broad and comnlicated exvamsinm nrogram. The Consulate Gemeral believes
that somé manufgcturing nlam n% Camoo Jimpe mear Jundial in the state of STe Panle
will e ventually he arrroved, trun-'a preduction of heavy tr:aspertatiem oquipseat,
particularly heavy duty tructe, could have an unsettling ef ‘ect oa the future

Brnuiu truck market.

&QKOROUKD ‘
’ Although Krup: products wera imported imto Bruzil as f-r back as 1898, it was
only im Octoder of 1952 th t the German firm's lecal representatives, Impertadera

e wx~ortadora Brasileira HOT, S.A., were made a Krupp subsidiary amd chumged their
nase to Industria Macional de Locomotivas (INL), Ltda., vith an =nthorized capital

of Cr$l0 million.

Erurn hrd shown en intervest in mn!acu:nng locomotives im Braril as early -
es 1951 whea it presented to ths Braziliam Council for Ecomomic Develepment &
preject for the construction of locomotives., For several reasons, imcludiag
tureancratic cdelay, inactivity on the part of Krup , chanzes ia the Federal and
S3do Psule Sti-te Goveramemts, ani thr wannimg influence of the Council of Ecomsmis
Developacat, the prajoct w:s eflectively sholved until 1956.

Daring that yr.r tvo events occurred which save new impetus te Krupp plams im
Brasil, In the first instance, the 530 Paule State Govermmemt decams asware of the
fact thzt Bele Horizomte in the state of Minas Geraio was Krupp's cholce fer the
lecetion of 1ts mev production facilities. It imnedi-taly made IXKL an advaatagesus
offor to locate 1m SJe Paulo. Jt offered },.nd and 241l iazs with anetinated value
of Cr$21.5 million for omly Crél2 nillion. The offer atisulited that im the
‘eveat that Krupp was not mamufacturiag locomdtives withim a peried of five mars,
the land and mildings would revert te the state amd the Cr$l2 millisa would de
returned, IRL immediately accepted the ofier, and themls was dnly registered em

September 10, 1956,

)
The property, formerly beleoaging te the Ceffee Imstitute, 1o at I.ilpo ear
L_the c!ty of Jundisf and includes a siding of the Syntos-Jundial m.
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The secand event which gave impetus te Krupp's mew preduction pregram wvas
President Kubitschek's visit te Germany ia 1966, BHe visited the Krupp factory
at Eesea and informed Krupn's president, Mr. vom Bohlen uad Halback, that the
company's pl.ns ia Brasil would prebably receive the Federal Governmentis faver.

able oonu'onun.

In November, 1986, Mr. vom Bohlem uad Halback visited Brazil, had important
talks vith President Xubitschek and Governer Qnadros, amd expressed the hopo that
the Compeny's expansion plams would now be given favorndle consideratism by the
governneats of Brazil and the State of Sis Paule.

A Tevitalized Council for Fcoaomic Development, preoided over Ly Pederal
Minister of Transpert lucie Meira, was appointed to study the use of diesel lecems
tives by the Rrasilian railways, On Jamnury 23, 1957, the Counoil received INL's
new project for the momufacture of Krupy, lecomotives in Prazil. Im this lecome-
tive program, for the first time, brief meatioa was made of the company's inteat
to alse produce heavy-duty trucks. Toward the emd of April, a detailed produnstien
program for the manufacture of 18-tom, heavy~duty trucks wae preseated to the
Exocutive Group of the Automodile Iadnstry (GEIA) for study and approval. It was
particularly iateresting to note that both programs detailed Krupv's capital
pooition end plans for the future, ) ‘

Bragil's Krupp subsidiary, origimally capitalized at Cr$10 miiilon, famcreased
capitaliszation to Cr$30 million im 1956, Braziliam participatiom 1s conceatrated
ia the following principal stockhelders; The V. Vellaese Dorges group (a pewerful
textiles concerm), the Cia. Taubatd Industrial, the Banco Alliam¢a de Rie d¢ .
Janeire (allied to Deutsch-Susdamerikamische Bank ef Hamturg), amd Mesars, Rudelf
Krauss asd Schluchtmann (INL's masagiag directors).

Om July 23, 19567, a further repert te the Coumcil of Develepment imdicated
that Krupp intended to invest $4 millinm and 17 million West marks im cash, as
wvell u million and 26,5 million ¥West meris im machimery amd equipmeat. The
sources2) for mch of the informatiom comtained ia this despateh have indicated
to the rerertimg officer that the parext cempeny had alse dsclared itself williag
te forege rexitteace of profits for an imdsfimite peried, reinvestiag im the Bro-

s1l1ian eperatien,

vhile'the programs of Krupp are at preseat quste confusiag, the presidsnt ef
‘the company did outline hie compeny's projects to the press, and it can be safely
assumed that these remain basically umchamged, If the pregram is approved by the
Federal Goveramoat, IHL will begim with the productiom of 16 te i8-tom, heavy-
duty t rucks and the wamufacture of steam, diesel, azd-or electric locomatives,
iImitial eutput has beea fixed at 50 units anaually with prednction gradnally
increasiag te aa ammnal rate of 100 umits by 1962, What is not generslly knowa
1s the fact that the ever-all Krupp pregr:m alse foresees the mamufacture eof hsavy
duaty crames, deck equipment, and mining machimery, as well as the constructiem of ~
a cement factery. Assoclated plams fereses the preduction, with the firm ef
Henrich Lans of Manakeim, Germeny, of btulldesers, tractors, e=ad agricultural mechis

.n.
'z)lhnbou of the lecal Kyupp ergaaisaties amd the German Con-u.late Geozeral
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In viev of the complexity ef the company's pregram, it is understandabdle
that the Federal Goverament has shown soxe re’uoctance to giving a “llanket
appreval te Krupp's Braziliam expansion plams. Both the locomotive mammfasturiag
progran and the heavy-dnty truck mazufacturiag pregras have recenutly deen aeverely

oriticised by the Fedsral Cevernmeat.

As regards the lecomotive program, Tramspert Mimister lucio Meira has stated
that INL kas not preseated a detailed lecomotive mamufacturiag pregram, tut hae
enly indionted "am inteat to masufacture.” EHe claims tbat this *intent® was
presented te the Council for Develepment in a tem-page documsnt which was, im his
epinioa, barely an outlinme of INL's basic locomotive mamufasturisg pregramr. The
deotrine stated that by 1960, 70 percent of the lecometive's content dy wolight asd
60 perceat by value would be ef national prednctien. Minister Meira gees ¢m te
say that this document dees not even specify what type of lecomotive INL inteads
te mamufacture. He furtker stated that INL claims that the cenpany had made
arrangements with Goneral Electric te mamnfacture the lecemetiye's electrical
equipmeat and with Cosper-Dessemer te preduce the diesel engimes, Kinister Heira
added that the Council fer Develepment has ascertaimed that meither Gemoral Xlee-
trie nor Cooper-Bessemer has sigmed any such agroement with either Krupp er INL.

The Ceasulats Gemsral believes that perbaps what most irritated the Federal
Goverament war a series of what Minister Meira called "demands® made by YMI direc-
ters. The two primcipal "demasds,® as best as can be ascertained, were that (1)
the Pederal Geverameat should guaramtee INL a firm order fer 260 lecemetiven
based on an anmual anticipated output of 50 units amd that (2) the Pedersl Gevera-
nent sheuld guaraatee INL priority ia the suprly ef lecemotives te the exclusioa
of cempetition. The Council fer Develspmeat, im the reportimg efficer's opinies,
weuld net and ceuld not aprreve a lecometive manufacturiag pregram depeadsai ea
these conditiens. It has beean ascertaimed that there is some deubt as te whether
Brazil cam absord ths propesed output., Te be sure, some 166 lecomeiives were
iwported im 1957, and 4t 1s understoed that 50 mere units are ea order with Gea-
oral Electric. These purchases, hewever, were ia coamection with a majer railway
overhaul azd replacewmeat program, amd it s quite dsudtful if ix the future the
Brasilias railway system could abserb 50 te 100 new lecemetives ammmally.

In contrast with the lecometive program, the heavy-dnty truck pregram pre-
sented by INL te the GEIA is very detailed. It igneres, however, federal decree
39412 of Jume 16, 1956, which restricts axle weight te 6 teas, Krupp's trueics
weigh in the meighderhoed of 10,6 toms per axle. An interesting developmeamt aleag
these limes, however, is that early im Octeber Prepideat Mmbitschak aproiated a
cemnission te study the pros asd coms of mamufacturing heavy-duty trucks im Brasil,
This coaxdssion, vhich was cempesed of represemtatives of the Natieaal Highwny

" pepartmemt, the Eatlomal Coumcil ef Tramspertatiom, the Asoeciation of the Moter

Yeaicle Indmstry, and the OEIA, has nev recommsaded the maumfacture ef trucks

weighing up te 10 toms per axle. As Krupp's vekicles cenld readily eceafera teo

this axle weight, it is quite pessitle that if the recemmendations are appreved

by President abltldnk. GEIA will in turz appreve Krupp's heavy-dnty truek pre-
# .

dunctien plan,
3)oum- regrams for the memfacture ef heavy-duty trucks preseated te UEIA and uti
rfnd include Vemag's Scania-Yabis, Mercedes! 16 temmer, Borgvard's 18 =

teansr, Intermational, amd Ree,
[ vmassore ]
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Although the 8¥e Paule prose has tomed dowm ite attacks, reseatmeat agai
what the Panlista calls 'Federsl discrimimstion agnimst the state of 5S¢ Ponl
is still stromg., The ditterest attack sgaimst the Foderal Geverameat was per
haps the petitiea preseated te the Jundiaf Municipsal Chaader, which semtenmded
that Presideat Rubitschek and self~interested pelitical amd imdnstrial greups

" deliderately dlecked the expansion of Krupp im the S¥e Paunle area. The mete |

tly accuses President Kubitschek of championimg his native state of Mimas Oor:
vis-d-vis SEe Fanle to the detriment ef Bragil's over-all eceasnic dovelepmen’

The Santes and Campiaas Municipal Chambers, backstepping the action take)
Jundiaf, sent telezrams to President Imditschek, the Mimister of Pimance, the
deat of the Bank of Brazil, and the presideat ef the Chamber of Depufiies pret:
*federsl imterfereace im Sdo Paule's iadustrial develepmeat." Ia tho Federal
ber of Dgputies i{m Rio de Jameire, Sie Paule Federal Deputy Eerdert levy atta:
vhat be called "the Federal Goverameat's deliberate sabetage of Krunp's plaas
Sae Panle." “he SXe Panloe Legistative Asseadly itself held stormy dedates, ¢!

ciziag Federal Geverameat policy.

.papers.
SQUERE

These debates were headlimed by Sie Paule )

The whole comtroversy, this office bdelieves, has beem highly exuggeratod
Kevertheless, it is importaamt to note that while

Federal Geverameat nermally welcomes respomsible fereiga capital, it is alwvan
wary of capital that tries in any way teo iafluemce, chamge, or te put pressmre

the fermilation eof Braziliam ecomomic pelioy.
te move to Argeatina only served ia this cane te amtagomize already touchy st

the usual *Panlista spirit,”

mea in Rio de Jameire,

Pever tactics and repeated thre

The matural tendemey te play ons foreign company agaimst another was evi¢
Interaatienal Geasral Electric Company, since the
war Brasil's majer suprlier of electric and diesel locemoti<es, was eof tem meat
as a pewerful and somewhat sinister ferce behiad the scemes. For twe weeks tb
-have been cantious press motices that azother well-kmeva foreiga cempany is ia
ested iz manufacturiag diesel azd steam lecemetives in Brasil, Accerding te a
recent statemeat ferm OFIA iteelf, a Freach company (prebabdly EXALIET) has als
presoated a program to preduce heavy-dmty trucks - "Its pregram will be dnly .
studied amd compared with Krupp's.* '

The repertisg officer believes that while the over-all Krupp pregTas cent
cenfusiag and umrealistic imconsistoncies and was poerly presexted at an wafor
time, the Federal Govermmeat will eveatually appreve maaufacture at Campe Limp
Any matiomal reperting on the motor vehicle imdustry cannst at this time cempl
discount Krupp as a predable impertaat future supplier of heavy-duty trucks te
Brasilian market. While heavy-dnty trucke are ast part of the preseat Mercede
Bems, Goeneral MNeters, Ferd, and Willys pregressive maaufacturiag pregrams, DIrx
vill prebadly offer streag direct aad iadirect cempetitioa te the 411 fled
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throughout the comtreversy,
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