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helping to dispel concern about the sustainability of the debt, which further
enhanced confidence and led to lower interest rates.

1.51  The authorities took advantage of the lower levels of uncertainty and the improved
international financial environment to manage the public debt more actively, at a
lower financial cost, in order to reduce the proportion of the debt tied to the
exchange rate. These measures were taken in recognition of the fact that such debt
was a major source of instability, since it significantly amplified the impact of the
recurrent shocks affecting the Brazilian economy on the main macroeconomic
variables.

1.52  To this end, in late 2003 the Central Bank adopted an active policy of accumulating
reserves, in order to increase Brazil’s sovereign creditworthiness. This policy also
avoided a further appreciation of the real, although the authorities were adamant
that in no way did it mean a preestablished goal for the nominal (or real) exchange
rate.

1.53 A new agreement with the IMF Graph 12. Inflation rate (CPI) — (monthly %)
approved in  December 2003 a5
increased the resources available to
Brazil under a Stand-by Arrangement
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more solid foundation. Towards the

% Two major tax reforms to reduce distortions in the tax system had been approved in the previous
months. One of the cascade taxes, called the PIS, was transformed into a value-added tax in late 2002,
and Provisional Measure 135 of October 2003 changed a very significant tax, the social security
contribution (COFINS) into a noncumulative one. Collection of this major tax began in early 2004.
Because it is levied on value added, the rate had to be increased to preserve collections.
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third quarter of 2003, numerous indicators pointed to a new period of increased
economic activity.

At the beginning of 2004, important legislation such as the Bankruptcy Act and the
very topical Public-Private Partnerships Act, which would promote the construction
of infrastructure and improved efficiency in its management, were pending
approval by Congress. In the meantime, the government had started to take steps to
enhance its major social agenda: in October 2003, it launched its Bolsa Familia
education program, National Program for Youth Entering the Workforce, and Low-
cost Housing Program.

The government strategy: the Multiyear “Brazil for All” Plan for 2004-2007

With the macroeconomic situation under greater control, following the applicable
procedures, on 31 August 2003 the federal government submitted its new Multiyear
Plan to Congress for review (after consultations with civil society that were
unprecedented in scope).

The “Brazil for All” Multiyear Plan® establishes the long-term development
strategy that the federal government has planned for the next four years.

These strategic guidelines are linked through three overarching objectives
comprising five different dimensions. The three overarching objectives in turn
address 30 challenges (see Graph 14). To meet these challenges, the government
lists 374 programs made up of 4,300 activities (Annex 2). Each of the activities is
listed in the bill, along with its
respective budget items, indicators,
and goals.

Graph 14. Multiyear planning for 2004 -2007

Development
strategy

3overarching objectives
(5 dimensions)

The overarching objectives are:

a. Social inclusion and a
reduction in social inequalities

b. Growth with the generation of
employment and income that is
environmentally ~ sustainable
and reduces regional disparities

30 challenges

374 programs with close to 4,300 activities
c. Promotion and expansion of

citizen  participation  and
strengthening of democracy

¥ Ministry of Planning, the Budget, and Management (2003). To view the entire plan, see
www.planejamento.gov.br.
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1.60  The first objective concerns the social dimension of development; the second, the
economic, regional, and environmental dimensions; and the third, the democratic
dimension. The plan calls for gradual progress on all these fronts, earmarking an
average of US$150 billion in federal government spending for its implementation.

1.61 Since a favorable economic scenario Graph 15. Budgetary resources by overarching objective

is assumed for the period 2004 to
2007, the plan calls for increasing
federal spending over time, with
90% of it earmarked for programs
designed to directly meet demand
for social services and meet social
needs. Graph 15  shows the
allocation of budgetary resources by

2%

ES%
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63%

m Social inclusion and reduction in social inequalities

[OPromotion and expansion of citizen participation

overarching objective. It illustrates

the high priority assigned to social issues by the current administration (social
inclusion and reducing inequality), while recognizing the limited resources at the
federal government’s disposal and the need to respect those limits in order to ensure
sustainable development.

1.62  Moreover, in recognition of the severe constraints imposed during the fiscal
emergency, the plan calls for restoring public investment, through new and
preexisting arrangements, as a means of bringing overall investment back up to
normal levels, which is expected to promote growth.*

1. Economic scenario in the Multiyear Plan for 2004-2007

1.63  The plan recognizes that the foundation of promoting a strategy of development
with social equity—the priority for the new administration—must be
macroeconomic stability. Accordingly, the plan includes the following projections
for the main macroeconomic variables (Table 3).

% Federal-level planning is supplemented in Brazil by multiyear plans at the state level in each state in the
union. The state plans, formulated pursuant to the applicable legislation, are used to strengthen the
planning process throughout the country.
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Table 3
Macroeconomic projections in PPA for 2004-2007

Estimated PPA projections

2003 2004 2005 2006 2007

Change in real GDP (%) 0.1 3.5 4.0 4.5 5.0
CPI inflation (% change, Dec.-Dec.) 9.3 5.5 4.5 4.0 4.0
Exchange rate (R$/US$, year-end) 2.9 3.5 3.6 3.8 3.9
Balance of trade (% of GDP) 49 39 3.7 3.4 2.7
Exports of good (% of GDP) 14.4 14.9 15.2 15.5 15.8
Imports of goods (%o of GDP) 9.5 11.0 115 12.2 13.1
Cutrent account (% of GDP) 0.8 -0.1 -0.5 -1.3 -1.9
Primary public sector surplus (% of GDP) 4.3 4.3 4.3 4.3 4.3
Central government (% of GDP) 2.5 2.5 2.5 2.5 2.5
Government enterprises (%o of GDP) 0.8 0.8 0.8 0.8 0.8
States and municipalities (% of GDP) 1.1 1.1 1.1 1.1 1.1
Public sector short-term debt (% of GDP) 57.2 58.1 55.0 51.9 48.2

Source: PPA (2003)
Estimated based on Central Bank survey (2004)
Data as of December 2003

Growth. The plan assumes that GDP will grow during the 2004-2007 period in
increments until it reaches an annual rate of 5% for 2007, led by investment and
exports. It also assumes that there will be a gradual recovery of private
consumption, prompted not only by the increase in income, but also by the
constraints on government current expenditure.

Stability. The plan assumes that inflation will gradually decline to an annual rate of
4% in 2007.

Balance of payments. The projections call for an increase in trade liberalization,
with positive but declining trade balances and consequently moderate deficits in the
current account on balance of payments.

Fiscal balance. The plan assumes that the primary surpluses in the public sector
will be compatible with a reduction in the consolidated public sector short-term
debt below 50% of GDP in 2007. In addition, it projects increases in central
government resources in absolute terms, but a slight reduction in them as a
percentage of GDP (although still above 23%). Furthermore, it calls for a gradual
increase in social spending and in infrastructure spending by the government, in
both absolute terms and as a percentage of GDP

Sustainability of growth. The plan assumes that investments will increase (from
19.3% of GDP to 21.2% of GDP in 2007) and the domestic savings rate will be
maintained.
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2. Comparative economic scenarios for 2004-2007

According to a survey of the main market analysts conducted by the Central Bank,
expectations in early January 2004 did not differ greatly from the government
forecast, as set forth in the Multiyear Plan, or from those included in the December
2003 agreement with the IMF (Table 4).

Table 4 — Prospects for 2004

2003 2004 Forecast
Government IMF Market
Growth (%) -0.1 3.5 3.5 3.6
Inflation (% change, Dec.-Dec.) 93 55 5.5 6.0
Nominal exchange rate (year-end) 2.9 35 n.a. 3.1
Current account (% of GDP) 0.8 -0.1 -0.9 n.a.
Primary surplus (% of GDP) 43 43 n.a. 43

Source: PPA, Central Bank, and IMF
n/a: not available
Data as of December 2003

The growth rate is expected to increase in 2004 and 2005 and, with a little more
pessimism on the part of the private sector, inflation is expected to decrease. The
government’s primary surplus goals are expected to be met, and the external sector
should be stable.

There is thus a consensus now in Brazil that growth will gradually return in a
context of greater stability in prices and exchange rate.

In subsequent years, there is still some doubt as to whether with the current
allocation of resources the potential GDP of Brazil can grow at the rates projected
in the Multiyear Plan for 2007 (5%) or lower rates (such as the 4% projected by the
World Bank for that year®').

In any event, there is a consensus that in order to grow at more than moderate rates,
Brazil needs to implement additional reforms of such a magnitude and enjoy an
international situation so favorable that the scenario seems unlikely.

31 World Bank (2003).
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J the new integrated initiative for income transfer to poor households (the
Bolsa Familia program);

o investment projects in education and health, as the main pillars of the
medium- and long-term policies to reduce poverty and inequality;

o monitoring and evaluation of social policy at both the federal (Bolsa Familia)
and state levels;

o activities to support technical and vocational education and to evaluate and
upgrade programs to support the working life cycle; and

J rural poverty alleviation and consolidation of settler communities.

Targeted income transfer programs (Bolsa Familia). The diagnostic assessment
of poverty and inequality in Brazil pointed up the need to combine structural
policies to reduce poverty and inequality in the medium and long terms (human
capital development) with specific poverty alleviation programs with a
distributional impact in the short term. Among the latter, the most important is the
Bolsa Familia Program (PBF), under which all the main programs for conditional
transfers to families would be unified, in order to reduce the duplication of efforts
and improve the targeting, efficiency, and impact of these income transfers to the
poorest families.

The PBF is the main government income redistribution program for poverty
alleviation and the largest such program in the region. The World Bank has been
supporting the government with technical assistance to improve the unified roster of
beneficiaries and information and control systems, for which it is preparing a first
stage. However, in order to meet the program goals, in terms of income transfer
programs, a strategy needs to be developed, along with the technical and financial
resources necessary to integrate the major metropolitan areas of the country into the
program, unifying their rosters and local income transfer programs.

The Bank has been a leader in the region in providing financing and other support
for programs for conditional transfers to poor families and has much relevant
experience in Brazil strengthening management capacity at the municipal and state
levels. It also has a major comparative advantage in social investment programs in
the main metropolitan areas, in which a large, growing proportion of poor families
are concentrated.

The Bank will support expansion of the PBF, with emphasis on metropolitan areas,
including technical assistance for the studies and instruments necessary for program
expansion, and partial financing to increase the number of beneficiary families,
through a multiphase investment loan or results-based disbursement (transfers to
families).
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Education. Despite the major progress achieved towards universal access to
primary education and lower school dropout and repeater rates, Brazil is still far
from guaranteeing that its population completes the eight years of mandatory basic
education (Millennium Development Goal for education). There remain great
inequities in educational opportunities, reflected in both the number of years of
schooling of the poor population (4.5 years) and serious problems in system quality
(some 50% of students who complete the fourth grade are functionally illiterate).

All the diagnostic studies conducted on poverty and inequality concur that
education is the primary public policy that will improve the income generation
capacity of the poor and that differences in education explain over half of the
differences in wages. Furthermore, the labor market is demanding increasingly high
levels of education, as reflected in the widening income gap between those who
complete secondary and higher education (some 20% of the population) and those
who do not even complete primary education (about 60% of the population).

In this context, the fight against poverty and social exclusion basically requires a
firm agenda ensuring continuity in and assigning priority to improving the quality
and equity of basic education, including secondary school education. Furthermore,
an effort should be made to devise effective strategies for inclusion of functionally
illiterate young people and adults and school dropouts into the formal education
system, to ensure that they develop the basic skills necessary to exercise their rights
as citizens and to find productive employment.

The Bank is strategically positioned to meet this challenge through its large
portfolio of ongoing projects in support of secondary, technical, and vocational
education, as well as through new operations to provide financial and technical
support for the formulation of effective education policies in the three priority areas
for the country’s education authorities: (i) formulate a policy for primary education
establishing the minimum requirements for quality and equity for primary
enrollment; (i1) identify and implement effective models for nonformal education
and job training for young people and adults; and (iii) invest in programs for
continuing education and to improve teacher quality.

Health. With completion of the program to strengthen reorganization of the unified
health system (REFORSUS) in 2004, the Bank may support new projects to meet
the pending challenges in the organization, financing, and operation of the unified
health system, with emphasis on enhancing equity and social inclusion. Among the
priority activities, the Bank will support: (i) expansion of successful experiences in
primary health care, such as the Family Health Program, including access for
excluded groups and strengthening promotion and prevention services; (ii) changes
in the resource allocation systems in the unified system, designed to reduce regional
disparities by favoring the areas in which the unified system population is the
largest; and (iii)) improvements in the quality of the services through the
strengthening of managerial capacity, ongoing training of human resources, and the



4.25

4.26

4.27

4.28

4.29

-43-

development of instruments to protect user rights. These activities, among other
initiatives, may support the central government through national programs such as
the Health Care Training Policy in the Unified Health System (QUALISUS),
currently being implemented, or subnational programs supporting the development
of regional service networks, programs tailored to the local epidemiological profile,
and specific health activities in the context of integrated local development
programs.

Social policy monitoring and evaluation. A key area to improve the effectiveness
and impact of social policy in Brazil is support for the development of capacity for
monitoring, oversight, and evaluation of social policy and compensatory programs.
Given the volume of resources involved in these programs and the lack of an
evaluation culture for this type of program in the country, the Bank’s technical
support in this area is a strategic priority. Support should be provided for
implementation of the PBF, which needs to include a significant component for
evaluation and oversight at the central level and for strengthening of the program
management and monitoring capacity at the level of the participating municipalities
and states. Support will also be provided for innovative programs to strengthen
monitoring and evaluation of social policies at the state level.

Employment and equity. The Brazilian labor market is highly informal and has
high wage disparities associated with the highly unequal distribution of human
capital. The Brazilian government is fighting the inequality in human capital
through its programs to improve access to education and health. Furthermore,
although Brazil has a regulatory framework and set of labor institutions that are
relatively effective, they cover only a fraction of workers and can limit the capacity
of enterprises to adapt to economic developments.

Brazil has established a series of programs to support Brazilian citizens during their
working lives, including their education and entry into the work force,
unemployment insurance, retraining, and reentry into the work force. These
programs cover the areas of job training, job placement, protection for unemployed
workers, and formalization of employment.

The dynamics of the Brazilian economy and changing conditions of the
international economy require an ongoing evaluation of whether the institutions and
programs are consistent with adequate economic growth and employment
opportunities. The Bank has been supporting the Government of Brazil in its efforts
in this connection, especially the activities linked to training, support for entry into
the work force for young people, worker protection, formalization of employment,
and regulatory and institutional reform.

The Bank will also cooperate in initiatives for rural poverty alleviation and
sustainable local development, through programs and investments in production
and the social sectors to improve living conditions, contribute to consolidation of
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settler communities, and train rural workers in new sources of employment in their
own communities, thereby reducing migration.

3. Living conditions and efficiency in cities

The 2000 strategy identified the problems of local government efficiency as an
important area of activity, along with the general problem of poverty and living
conditions in the growing urban areas of the country.

The persistence of this problem and the valuable experience accrued identify this
combination of work on problems in the cities with projects carried out by
subnational agencies as one of the borrower/area of activity relationships in which
the Bank’s comparative advantage in Brazil is clearest.

In addition, there is a need to contain the growth of urban poverty, a phenomenon
that has worsened in recent years. Although the poverty rate is higher in rural areas
and smaller cities, the number of poor people in large cities represents 73% of all
low-income groups in the country. The situation of employment and production in
large industrial centers, particularly in the Southeast of Brazil, also requires
additional activities in major urban areas.

The Bank will support:

o integrated social investment programs targeting major urban areas, designed
to alleviate urban poverty and ensure access to basic services for low-income
groups; and

o activities to improve municipal management and investment programs to

improve habitability and efficiency in cities.

Using an integrated approached and a broad definition of “city problems,” the Bank
will thus continue to support municipal urban development, capitalizing on its
capacity to operate with the state and municipal governments it has developed in
the country.

The key areas for cooperation will continue to be programs for modernization of
financial management by states and municipalities (such as expansion of the tax
administration projects to the municipal level, a new nationwide program for
administration and management, and local tax administration projects), municipal
development programs through the states, integrated urban development programs
for rehabilitation of depressed city centers, mass transit programs, integrated
programs to upgrade low-income neighborhoods with substandard housing,
programs for basic urban sanitation, and environmental recovery of urban and
periurban bodies of water, among other areas.
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All of the above-mentioned areas of activity and other emerging ones such as
citizen security and the problem of financing municipal development, remain
highly relevant and have been assigned priority in the national development plan
and subnational multiyear plans.

The Bank will continue to give preferential attention to the issues of water
management and the provision of water and sanitation infrastructure and services,
with the comprehensive approach that has helped resolve problems in city planning,
land use, and natural risk prevention, devise solutions for urban storm drainage, and
improve parks, protected areas, and solid waste collection and disposal. These
projects will continue to target primarily marginal and low-income groups.

To finance municipal and urban development, the Bank will support the country in
establishing systems for effective operation of groups of municipalities in large
metropolitan areas, paying special attention to the design of institutional and
financial mechanisms, such as financing for consortia of government agencies, for
execution and subsequent operation and maintenance of the investments.

In addition, the Bank will support the country in the design of sustainable financing
mechanisms through the financial and capital markets that will give municipalities
access to long-term financing compatible with the investments they must make. In
addition, appropriate financial mechanisms and products will be explored for global
credit for a significant number of the many mid-sized municipalities that could not
receive individual loans from the Bank.

Considering the deficits in basic sanitation and the financial and operational
situation of most utilities, there is a need to consider alternatives for management,
investment, and cofinancing. The participation of private concerns could be a viable
option in many cases, provided that the sector is properly regulated and the role of
states and municipalities clearly defined.

In terms of nonfinancial services, the Bank will work with the Ministry of Cities to
formulate a participatory action plan to achieve the respective Millennium
Development Goals.

4. Institutional strengthening and modernization of the State

With a view to deepening and expanding one of the Bank’s areas of activity that has
had the greatest development impact in recent years, the country strategy for reform
and modernization of the State is to:

o Consolidate the programs to improve governance at the state and municipal
levels, with special emphasis on the efficiency and quality of public spending

and services for citizens.

. Improve governance through comprehensive programs.
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o Improve management of the justice and citizen security systems at the federal
and subnational levels, with emphasis on citizen access.

The Bank has assigned priority for the period to activities designed to improve the
efficiency, effectiveness, quality, and internal, external, and social oversight of
public spending. This line of activity is consistent with the Multiyear Plan goal of
implementing good governance based on ethics, transparency, participation,
decentralization, social oversight, and a citizen focus.

The Bank will help expand its successful experiences in this area of activity to the
state level, implementing the programs for tax administration and activities for
external oversight and deepening in the specific states and municipalities under the
fiscal management programs that will continue to consolidate the support for all
levels of government that the Bank promoted under the previous strategies. The
Bank will also consider new activities for modernization of the social security
administration and possible expansion to municipalities with the necessary
borrowing and execution capacity of comprehensive operations for reforms and
investments to strengthen fiscal management and social security management, and
modernization of the instruments for management of human resources,
procurement, and monitoring and evaluation.

In addition, to support the government objective of strengthening citizen
participation by guaranteeing human rights and citizen security, the Bank will
support pilot and innovative projects for access to justice and citizen security, with
emphasis on strengthening the management capacity of the federal Ministry of
Justice and the state Departments of Justice, with possible involvement of the
Public Prosecutor’s Office at the federal and state levels.

Other possible areas of cooperation for reform of the State include policy measures
designed to expand social security coverage for informal workers in urban areas,
further strengthen systems for complementary coverage, consolidate a public
system for universal coverage, and explore other options to unify the public and
private social security systems.

Furthermore, the government policies and programs that imply coordination
between the federal, state and municipal levels and/or transferring resources for
decentralized execution (the usual arrangement for social programs) raises the
major challenge of developing and strengthening institutional capacity for program
management at the local level, closer to the beneficiaries. The Bank’s experience in
municipal operations to develop community leaders and social managers will be
used as the foundation to make a critical contribution to the new programs
(especially the PBF) in terms of training and strengthening of local management.
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5. Other general and crosscutting issues

Integration. The Bank will continue to provide support especially for regional
integration of the physical infrastructure in transportation, telecommunications, and
energy markets, including financing for binational works under the Initiative for the
Integration of South American Regional Infrastructure (IIRSA), with a view to
enhancing Brazil’s competitiveness on international markets.

The Bank will also deepen its support for integration of trade in agrifood products
(initiated with technical cooperation to support implementation of a regional system
for control of foot-and-mouth disease in the expanded MERCOSUR countries) and
will promote harmonization of technical standards and procedures to improve trade
within the region and with other regions.

The Bank will continue to support efforts to enhance integration not only in trade
but also in the flow of capital, labor, technology, and other factors of production.
Furthermore, it will support efforts to bolster regional integration, which have
mainly been channeled through MERCOSUR through new initiatives for trade
liberalization, policy coordination, integrated provision of public goods, and other
projects designed to ensure efficient allocation of resources in the area.

Environment and natural resources. The Bank recognizes that environmental
quality and the foundation of natural resources represent the basic capital that
sustains economic growth and competitiveness and helps reduce poverty and
improve social welfare. This principle applies to all Bank interventions, beyond the
traditional approach of “environmental operations.” Thus, Bank cooperation on the
environment is carried out in all the priority areas of activity established. It includes
the traditional approach—with a high social impact—of urban sanitation that
embraces all Bank activities in water supply, sewerage, and wastewater treatment,
environmental pollution and solid waste (cities); the issue of the environmental
impact of productive activities (competitiveness); natural resource management;
institutional strengthening and modernization of the subnational agencies
responsible for environmental licensing and monitoring; and measures and
mechanisms to increase participation by civil society and the private sector in
environmental protection and sustainable economic activities (modernization of the
State).

Special reference should be made to water resources in the country. Brazil is
making major efforts to improve their management, and the Bank will cooperate in
formulating a national water resource plan that will address the issue and help meet
the respective Millennium Development Goal.

Reducing regional, gender, and racial inequalities. Brazil has low-income
groups that need support in the Northern, Amazon, and especially Northeastern
region of the country, and in rural areas in general. It also needs to address
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considerable inequalities in the levels of education, income, access to public goods
and opportunities that mainly affect women, Afro-descendents, and indigenous
groups.

Pursuant to the institutional strategies of the Bank and to continue ongoing
activities in Brazil, under the guidelines set forth by the federal government in the
Multiyear Plan, the Bank will provide crosscutting support for initiatives to help
reduce gender and racial inequalities in Brazil. It will also support crosscutting
initiatives to reduce regional disparities in the country.

Strategy implementation

Implementation of this strategy will ultimately depend to a great extent on the
lending scenario eventually established and the behavior of the risk factors
identified, which are mainly exogenous. The Bank will contribute to strategy
implementation by making efficient use of its instruments and experiences,
focusing many of its currently dispersed capacities on the problems of cities,
ensuring complementarity with other sources of funding for the country, and
through integrated work and an ongoing dialogue with all levels of government,
especially subnational governments, and with civil society.

Successful implementation will also require systematic monitoring by the Bank, the
government, and civil society. To this end, a basic set of variables has been
identified to gauge the actual and expected impact of the Bank activities, as
summarized in the matrix attached as an annex to this proposal. Obviously the core
issue persists of sizing the financial contribution of the Bank in an economy the
scale of Brazil’s. As in the previous strategy periods, it requires very careful
selection of the areas of activity and borrowers in order to maximize the Bank’s
development impact.

1. Activity with subnational agencies

The Bank has consistently maintained and deepened its work with subnational
governments in Brazil, which currently account for 38% of the active portfolio with
direct borrowers and 56% if sublending and grants are included. The relationships
the Bank has established with states and municipalities reflect a number of factors,
both the type of problems being addressed at that level of government and the
impact of decentralization and the new focus on citizens and their problems, as well
as the problem of scale, given that in a country the size of Brazil, the development
impact of the Bank is the greatest at the subnational level.

Its work with subnational agencies has evolved in recent years from identifying the
individual activities in which the Bank demonstrated that it was very efficient (such
as roads and sanitation), to simple expansion of these experiences to other areas
(such as substandard housing and urban transportation). Subsequently, it began to
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devise additional facilities, usually in association with the federal government or
development banks, to serve a larger number of agencies (such as tax
administration, tourism, education). This last stage was reached for the dual
purpose of serving a much larger number of beneficiaries and also to extend the
service to units that would not be able to access it individually.

4.59 In these experiences, the Bank’s relationships with the subnational agencies took
various forms. In some cases, the agencies were direct borrowers (with federal
government guarantees), subborrowers (under loans granted by development
banks), or recipients of grants under loans contracted by the federal government.
Although such arrangements will continue, the Bank is seeking new models that
will afford greater flexibility and efficiency in its work with subnational agencies.
The possibility will be considered of granting loans to consortia of municipalities
that, although independent entities, share a given problem, which is often the case
in major urban areas in the country. The possibility could also be explored of
creating global lines of credit for municipal financing with the participation of
private banks.

Instruments for strategy implementation

To implement the strategy, the Bank has a number of instruments for lending, technical assistance, and nonfinancial
products, some of which could be used more extensively, along with recently approved new instruments, designed to
improve the Bank’s flexibility, responsiveness, and timeliness in addressing the needs of its borrowing countries.

Traditional investment lending instruments—such as specific loans, multiphase loans, and global loans for multiple
works—can be used with an overall sector focus to improve coordination and efficiency in support for the sector
investment plans set forth in the Multiyear Plan, for example through a time slice operation. Along the same lines,
performance-based loans (in which disbursements are subject to verifiable achievement of goals rather than the
execution of project-related expenditures), is another new instrument based on the achievement of results that could be
used for sector programs whose performance could be accurately measured in the mid term. Global credit programs,
an important new line of work for the Bank in Brazil, may lead to sue of the new conditional line of credit for
investment loans, which saves resources and is more expeditious. The line could also be used with executing agencies
implementing investment programs on an ongoing basis, in sectors such as transportation, for example. In addition,
greater use is expected to be made of direct lending and guarantees for the private sector, without sovereign
guarantees.

The strategy will also use sector facilities and innovation loans (designed to support pilot programs), which have
already been used in Brazil although to a lesser extent, which are well suited to institutional strengthening activities and
complex programs. Other options include nonreimbursable technical-cooperation funding and MIF projects, together
with possible general or sector studies.

Furthermore, within the caps set under the Bank’s new financing framework, sector or policy-based loans (PBLs),
which are loans designed to be flexible and fast-disbursing, could continue to be used. These include fungible resources
to support governments that are involved in major government reforms.
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The main constraints for Bank activity with subnational subborrowers stems from
their fiscal situation and the federal government capacity to grant the respective
guarantees. Given that the capacity of states and municipalities to contract new debt
is included in their negotiations with the federal government and their annual
updates, the key constraint remains the problem of the federal guarantee required by
the Bank. This question should therefore be one of the core issues in the Bank’s
strategic dialogue with the country.

2. Nonfinancial services

The need for more studies and other nonfinancial services in Brazil has been
highlighted in evaluations of Bank activity, with special emphasis in the evaluation
conducted by OVE. It is clear from the studies that improving the level of policy
dialogue with the country (which has not been reported frequently but has had
recognized positive results) is a current challenge and a valuable opportunity for
cooperation, as well as a core element for proper design of the strategy and
financial products.

Studies conducted by international organizations are often used as the foundation
for internal discussions that bring together different sectors and institutions.
Promoting this area of activity could thus better position the Bank in the dialogue
on national development.

The current context of strict fiscal discipline also strengthens the priority of
increasing the nonfinancial component in the set of services provided to the
country. Moreover, certain specific situations, such as the mass training required for
executing unit staff and transfer of experiences between executing agencies, call for
the provision of more training and dissemination services.

3. Private-sector instruments

In the context of the strict fiscal constraints that Brazil has put in place at all three
levels of government, private-sector instruments are increasingly important in
stimulating development, especially for infrastructure financing in a series of key
sectors, but also for activities directly connected to growth, from capital market
expansion to support for regulatory reforms in major commodity and factor
markets.

Private Sector Department. The Private Sector Department (PRI) will continue its
focus on supporting infrastructure projects, again stressing the Bank’s role as
providing additionality and a demonstration effect, as it has achieved in energy and
toll road projects. PRI has begun to carry out activities to support foreign trade
financing initiatives. It also expects to help strengthen local capital markets through
partial credit guarantees (PCGs). The first such operation is currently being
structured for a telecommunications firm. PRI has sought to identify projects in
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nontraditional sectors, such as health and education. Working jointly with Regional
Operations Department 1 (REI), it has been discussing initiatives to bring
nontraditional sectors to a viable stage of development.

4.66 The recent measures by the Government of Brazil to promote public-private
partnerships, which are currently being considered in the Brazilian Congress,
should have a positive impact on private-sector participation and PRI initiatives.
However, the expected positive outcome will depend on the findings of the review
and the structure approved for the GOB proposal. In this context, PRI has begun
structuring a lending facility to finance infrastructure projects through private
financial institutions.

4.67 PRI has launched a Brazilian investment fund for public-private infrastructure.
With BNDES, RE1 is exploring the possibility of participating in the fund or in a
parallel fund that would supplement the private fund activities. The Bank could thus
contribute to investment alternatives for pension and other funds, supporting
infrastructure development in Brazil (transportation, telecommunications, water
supply, sanitation, and energy).

Public-private partnerships (PPP)

A key factor in achieving sustained growth in Brazil lies in increasing investment in infrastructure in such sectors as
electric power, oil, transportation, basic sanitation, communications, and waterways (Ministry of Planning, the Budget,
and Management, 2003). Given the considerable fiscal constraints the government must deal with in undertaking such
initiatives, active participation by the private sector is all the more crucial.

In response to this challenge, the government recently submitted a PPP bill to Congress to allow private-sector
participation in infrastructure in those initiatives that are carried out jointly with the public sector for periods of up to 35
years. In addition to increasing investment levels, the purpose of the bill is to make major gains in efficiency in the
construction, management, and quality of the services provided.

It should be noted that this type of enterprise emerged in the 1990s in a number of OECD countries (especially the United
Kingdom through its Private Finance Initiative), and were pioneered in Latin America by Chile and Mexico. To be
considered a PPP, the government must agree on an arrangement with the private sector through a long-term contract
establishing participation of the private sector in the financing of a public investment and its active involvement in project
design, construction, and operation. A PPP project is considered successful if it leads to the provision of high-quality
services at a lower cost than if the services had been provided by the government. A PPP also requires adequate transfer
of risks to the private sector, and proper reporting and accountability of its fiscal implications.

The IDB sees its participation in PPP financing, with the BNDES and other major stakeholders in the capital markets, but
at the same time in a number of other areas that will contribute to successful implementation of such mechanisms to
promote investment in Brazil.

4.68 The PRI portfolio in Brazil consists of 14 approved loans (six in the transportation
sector, seven in energy, and one in an operation for foreign trade financing) and two
partial risk guarantees granted to energy sector firms.
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4.69 MIF. The MIF has focused its support for the private sector in Brazil on three
areas: (1) promoting innovation in small business by testing different approaches to
enhance access to markets, new production technology, preparation of business
plans and the provision of business advisory services; (ii) improving market
operation by guaranteeing its openness, efficiency, and transparency; and
(111) improving labor competitiveness. The MIF will assign priority during the four-
year strategy period to the following activities: support the public sector to
strengthen implementation of programs for public-private cooperation, specifically
to establish appropriate regulatory frameworks at both the federal and state levels;
improve business competitiveness by establishing quality standards for production;
develop microenterprise, by introducing sound, efficient microfinance practices,
strengthen the frameworks for regulation and oversight, and enhance access for
micro and small enterprises to sources of credit and innovative financial services,
including the use of emigrant remittances; and improve access for small and
medium-sized enterprises to venture capital financing, particularly for information
technology and high technology. The MIF also has a fund for special projects under
the delegation initiative, through which over 10 projects can be financed to help
local organizations devise innovative solutions by strengthening supply chains and
promoting better environmental management.

4.70  Inter-American Investment Corporation (IIC). In the medium term, the IIC will
focus on financing small and medium-sized enterprises that are mainly or partially
exporters, through medium-term corporate loans (two to five years) or long-term
loans (five to 12 years) for expansion projects. The IIC will also continue to grant
loans to local financial intermediaries, which may in turn onlend the resources to
eligible companies.

4. Lending scenarios

4.71  Given the complexity of Bank activity in Brazil, particularly with regard to the
various types of lenders involved (federal, state, and municipal governments,
development banks, and private sector), each one of which reflects independent
realities, capacities, and interests during the period, the possible lending scenarios
will depend on the limitations that each one faces in the coming years and on a |
series of determining factors, described below.

472  The first factor concerns the macroeconomic environment. Two possible basic |
macroeconomic situations are foreseen for the period 2004-2007:



4.73

4.74

4.75

4.76

-53-

Table 6. Macroeconomic Assumptions for Lending Scenarios (%)

2004 2005 2006 2007 Average
GDP variation 2.5 3.0 3.0 35 3.0
Low Price variation 6.0 5.0 4.0 4.0 4.7
projection Primary surplus/GDP 43 43 43 43 43
Net public-sector debt/GDP 57.0 55.5 55.0 54.0 554
GDP variation 35 4.0 4.0 4.5 4.0
High Price variation 7.0 6.5 6.0 5.0 6.1
projection Primary surplus/GDP 43 43 43 43 43
Net public-sector debt/GDP 56.0 55.0 535 52.0 54.1

Source: Own estimates (December 2003)

Both cases assume that, as a result of the increased economic activity and higher
prices, tax collection by federal and subnational governments will rise, so that
spending can gradually be increased closer to normal levels, particularly with
regard to federal government spending. The fiscal constraints can then be gradually
lifted and demand for Bank financing should increase accordingly.*

The two possible scenarios differ in that they assume average GDP growth of 3%
in one case and 4% in the other, even though both show an increasingly favorable
scenario over time. The first case reflects the possibility of a moderately favorable
international economic environment (though somewhat worse than at the moment)
and a slower pace in the reforms, and the second, a very favorable international
situation and a fast pace in the reforms. Even in the base case scenario, the
economic growth rate would be higher than that reported for the previous strategy
period (average annual growth of 1.9% in 2000-2003), during which US$3.4 billion
in loans to the public sector was approved.

Both cases assume committed public-sector consolidated primary surpluses
(4.25%) and the gradual reduction of the public debt-to-GDP ratio (which is
expected to reach levels between 54% and 52%, respectively, by the end of 2007).
The different responsiveness of these indicators is also determined by the various
external and internal factors assumed. In both cases, the debt levels remain high but
sustainable and below current levels.*

Among the internal conditions that make the high scenario possible, the following
structural reforms stand out: (a) new phases of the tax and social security reform;

45

In addition, both scenarios assume greater needs for financing on the part of the country, but also that

both the public and the private sectors will gain increasing access to voluntary debt markets, a trend that
has been observed.

46

In the risk section, reference is made to risks imposed on the lending program by these high debt levels

should there be a series of even more unfavorable external and domestic events.
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(b) labor reform; (c) Central Bank autonomy; (d) progress with regulatory
frameworks; and (d) reduction of specifically allocated funds in the federal budget.

Progress in these areas will pave the way for Brazil gaining access to the highest
growth scenario, which is based on higher levels of loan approval by the Bank.

The second factor, which is closely related to the first, concerns the fiscal and
managerial situation of subnational borrowers during the period. Their borrowing
capacity has been limited since 1998 when the Fiscal Stability Program was
launched and the Fiscal Responsibility Act was passed. Additional regulations were
approved in 2000. With economic recovery, their capacity will improve, although
selectively and gradually, as the subnational governments collect more resources
(mostly through indirect taxation directly linked to the level of activity).

A third major factor stems from Brazil’s status as the Bank’s main borrower, with
potential demand that may exceed the Bank’s response capacity. Considering
current Bank exposure in the country, the maximum amount of regular lending
would be about US$6 billion or US$7 billion.

Moreover, the Bank’s capacity to offer more or more expeditious new instruments
(or new modalities for existing financial instruments) will allow financing to be
granted that is consistent with the goals of ensuring a primary surplus. It would also
help boost lending to the higher-level scenario.

The possible lending scenarios under this strategy—ranging between a minimum of
US$4.5 billion and a maximum of US$6.5 billion—are defined on the basis of these
constraints.

These scenarios emerge from the materialization of various possibilities associated
with four basic channels of financing associated with the different types of
borrowers from the Bank in the country. Estimates of their possible share of overall
lending depend on their situation during the four-year period in question. Their
behavior is expected to be relatively independent and may vary over time.

1. The largest share of the flows of funding to the country will consist of
operations with the federal government and development banks, through
lending consistent with the current constraints on spending. The Bank will offer
new fast-disbursing instruments similar to policy-based loans that may
significantly increase the contribution of this factor to the total.

2. The second channel will be lending to the federal government for traditional
investment projects, centered around programs for reform of the State, the
social sectors, and productive infrastructure works. The latter, historically a key
component of Bank activity, could be reactivated towards the end of the period,
depending on economic developments in the country. This is why the two
macro scenarios proposed assume different responses from this flow of loans.
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3. The third channel consists of financing for subnational agencies (states and |
municipalities) with a federal government guarantee. The share of this type of
financing to subnational governments in Bank activity has grown so much that
it now accounts for practically half of the active portfolio. Based on revealed |
demand, it could increase even further and fill the vacuum left by the
contraction in lending to the federal government. However, its volume will
depend on two critical factors: the capacity of the subnational governments to
contract new debt (under the Fiscal Responsibility Act and their debt
rescheduling with the federal government, currently being negotiated) and the
total volume of guarantees issued by the federal government for such lending.
These factors are also sensitive to the rate of recovery of the activity and
resources.

4. The fourth channel includes direct lending to the private sector, an area of
activity in which the Bank is most active in Brazil, and that could also expand
depending on the rate of progress observed in the approval and implementation
of the new national initiatives for public-private partnerships.

4.83 A listing of the operations in each area of the four areas strategic areas of activity
for the period 2004-2006 (in the pipeline or recently approved) is included in
Annex III. To articulate the relative emphasis with different borrowers in the
various areas of activity, the annex also provides a breakdown of the operations
program by activities with the public sector and those with or in support of the
private sector, and a breakdown of public sector activities by component with the
federal, state, and municipal governments.

4.84  Disbursements. During the 2000-2003 period, Bank activity in Brazil featured high
levels of disbursement (US$6.8 billion), despite the strict budgetary constraints
imposed and the significantly low volumes of new loan approvals (US$3.7 billion),
as a direct result of the debt reduction policy. This led to a steep decline in
resources pending disbursement, from US$6.97 billion in early 2000 to
US$3.89 billion at the end of 2003, the lowest level in the past nine years. This drop
has made room for increased financing during the 2004-2007 period.

4.85 Net flows. The net flow of resources in convertible currency began at very positive
levels during the period (US$2.49 billion) due to the disbursements of the 1999
emergency loans in 2000, but in the first few years dropped to negative balances
(-US$740 million) because of repayments of the same emergency operations. This
trend should revert during the 2004-2007 period, once the emergency loans are
fully amortized beginning in 2004. In the base scenario, the average net flow of
loans is projected at US$570 million during the 2005-2007 period, while for the
high scenario the figure would be US$645 million over the same period.

4.86  Behind this variation in flows lies a central feature of the Bank’s relationship with
Brazil during the last period: the Bank was able to provide large amounts of
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resources at times of financial crisis and the country is repaying these considerable
amounts on schedule.

Exposure. The Bank’s exposure in Brazil remained above 20% in 2000-2003,
peaking at 25.9% in 2002 when disbursements reached the maximum levels and
repayment of the large 1999 loans had not yet begun. The total amount of
outstanding debt leading to such exposure levels reached US$12 billion. This
amount is expected to decline at the beginning of the 2004-2007 period with the
remaining repayments of the emergency loans, but subsequently should stabilize at
around US$11 billion. Depending on the situation of the other countries, the Bank’s
exposure with Brazil could stabilize at about 21%. In particular, under the base
scenario, debt levels will reach an estimated US$10.5 billion at the end of the
strategy period, while under the high scenario, they would reach US$10.6 billion.

5. Complementarity and coordination with other sources of funding

Brazil has a consolidated system for cooperation of international aid that involves
several ministries, led by the Ministry of Planning, the Budget, and Management
and an interagency committee for financial cooperation (COFIEX) and the Ministry
of Foreign Relations for technical cooperation. In recent years, this system has
helped the government carry out an efficient process to define and adjust the areas
of activity for the Bank and the World Bank, the main sources of external aid for
project financing. The Andean Development Corporation has recently become
involved in the process and is playing a growing role in infrastructure financing.

The system has also helped organize joint activities such as studies and project
financing. In recent years an effort has been made to expand the practice to
integrated monitoring of the active portfolio.

This specialization, through which the comparative advantages of each institution
are considered and enhanced, has generated complementarity in terms of sectors
(primary vs. secondary and vocation education), issues (rural vs. urban
development), and borrowers. To date only the Bank operates with municipal
governments, reflecting its attention to urban problems and its greater involvement
in urban development and reform of the State, while the World Bank has focused
on the environment and the financial sector, among other areas.

The difference in some of the instruments the two institutions have available has
had a special impact on the determining their relative areas of activity. In general,
the World Bank has been able to offer the country a significant volume of basic
studies that have been reflected in the major contribution to policy formulation and
financial instruments such as policy-based-type loans disbursed in a single
payment, which are particularly attractive for the country. In terms of lending, the
government has also highlighted the difference in the cost of the financing offered
by the two banks. The IDB recently addressed this issue with the establishment of
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the new LIBOR-based lending facility. A larger amount of resources available for
basic studies and the development of new financial facilities (especially fast-
disbursing, policy-based-type loans or with single-tranche disbursement) could
have a key impact on this equation.

In the recent past, the two banks actively participated in the meeting called by the
new administration to deepen the coordination system. As a result, it is likely that
all the parties will ensure efficient, productive complementarity during the strategy
period. Joint work is already being done on the teams to support priority programs
such as the PBF, and sector documents have been prepared jointly, for instance on
health, and certain activities are being carried out to harmonize instruments in the
area of procurement.

The United Nations agencies and bilateral donors continue to play a fundamental
part in financing basic studies, providing technical cooperation, and supporting
project preparation. However, the volume of project cofinancing (which has been
received mainly from Japan in recent years) is expected to decline, in line with the
trend towards reducing current debt.

With regard to the volume of financing, the Bank has ranked first for the past eight
years, totaling 54% of approvals and 55% of disbursements in investment, sector,
and emergency lending. However, this situation has changed in the last four years,
during which the Bank reduced its share to 37% of approvals while remaining at
56% of disbursements for projects.

The International Monetary Fund (IMF) has maintained solid support for Brazil to
help it overcome the crises it experienced, especially in the second half of the
1990s. Brazil currently has a 15-month extension of a standby credit from the IMF
approved on 6 September 2002. The IMF also approved a USS$6.6 billion
augmentation of the stand-by credit, while postponing US$5.8 billion in payments
to 2005 and 2006.

6. Civil society

Two important phenomena have combined in Brazil to promote participation by
civil society. First, the work of over 200,000 organizations actively involved in the
delivery of services and advocacy on social and environmental issues over the past
10 years is being consolidated; and second, the new administration is anxious to
expand and institutionalize systems for citizen consultation. This imitative has been
reflected in particular in the consultation process at the state legislature level
throughout the country for formulation of the Multiyear Plan and by establishing
the Economic and Social Development Council (which operates at the national
level and has local offices) as an ongoing mechanism for participation and dialogue.
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The Bank will support the Economic and Social Development Council’s activities
with diagnostic studies and nonreimbursable financing to enhance the links and
dialogue between the State and civil society.

The Bank itself is deepening its outreach to civil society through the Advisory
Council, which is the main mechanism it has been using continuously as a point for
dialogue and consultation, with staff assigned to focus on this issue, and that carries
out an ongoing productive dialogue, especially with the groups directly affected by
Bank-financed projects. The Council is made up of 19 organizations from
throughout the country that represent various segments of the population, as well as
a broad range of social issues and interests (environment, human rights, culture,
women, urban and rural workers, business, children), and was used to discuss the
Bank strategy. It is also expected to play an important part in monitoring strategy
implementation.

Consultation with civil society. As a forum for consultation during formulation of
the strategy, in May a one-day seminar was held in Brasilia for the Civil Society
Council of the Country Office in Brazil (CBR) in its expanded version (with
additional guests), and with a high-level government representative in attendance.
The meeting was organized and chaired by the participating organizations. Similar
meetings are planed for the strategy implementation period.

The main recommendations made during the consultations referred to the need for
the Bank’s country strategy to highlight more forcefully the issues of regional
disparities in a country the size of Brazil, as well as gender and racial inequalities. It
was also recommended that periodic reviews of the strategy be conducted on an
ongoing basis, that a regional strategy could be formulated (as a pilot project), and
that proper attention be paid to interregional differences during implementation of
the strategy.

A detailed report prepared by the Council itself, specifying the seminar conclusions
and the full recommendations, is available on the OD1 webpage and is attached to
this strategy as Annex 10.

7. Risks in implementation

A first risk is that the expected economic scenarios may not materialize. Although
various public and private indicators already point to a recovery in economic
activity, it remains subject to the risks inherent in countries such as Brazil that are
financed with a high proportion of external savings and in which local investors still
periodically lose credibility.

These factors mean that Brazil is still vulnerable to a crisis in confidence that could
significantly affect the course of economic variables, especially given the high debt-
to-GDP ratio Brazil has seen early in the new strategy period. Additional
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improvements in its institutions and public finances, and—of particular importance
in the case of Brazil—higher international reserves will continue strengthening the
existing perception regarding debt sustainability

The probability of debt sustainability in a context of continued implementation of
the policies of recent years is reasonably high, in particular given the government’s
demonstrated capacity to react to adverse events.

In any case, to minimize this risk, Brazil must consolidate the reforms during the
first years of the strategy period, taking advantage of the exceptionally good
developments in its external variables (high prices for its exports, strong demand
for its products, and significant capital inflows into emerging markets), in order to
avoid any adverse situation once the international environment becomes less
favorable.

A second major risk is the high level of social demands, which puts considerable
pressure on the administration elected in October 2002 to produce immediate
results. As it had done during the previous period, Brazil must move forward on a
solid foundation, staying the course of its main economic reforms, thereby avoiding
the implementation of policies that should prove unsustainable over time.

Both situations would lead to lower growth rates and consequently to constraints on
borrowing, which could be expressed as both a decline in new loans entered into by
the federal government, limited guarantees for subborrowers, and the persistence of
major budgetary constraints throughout the strategy period similar to those imposed
in recent years.

The risk of a dramatic change in government priorities is considered unlikely, given
the highly planned, explicit government policies, using a four-year plan supported
by a broad-based consultation process and discussion prior to approval by the
Congress.

8. Monitoring strategy implementation and indicators

Strategy implementation will be monitored in close coordination with the
Department of International Affairs (SAIN) and with the various federal and state
executing agencies and authorities through the SAIN.

A set of benchmarks to monitor strategy implementation is proposed in the strategy
matrix. They include national benchmarks linked to the country objectives in the
various areas of Bank intervention, and midterm benchmarks for the projects to be
carried out.

The purpose of the national benchmarks selected is to demonstrate the progress
made in implementation of the Multiyear Plan, with emphasis on the priority areas
of the strategy. Noteworthy among these are the benchmarks for human capital
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development that will gauge the progress made towards the Millennium
Development Goals.

The information on the impact of the Bank activity will be drawn from the midterm
performance indicators of quantity and quality for completed or ongoing projects
and portfolio performance.

Progress in strategy implementation will be evaluated periodically by the country
authorities and the Bank through: (i) midterm portfolio reviews; (ii) the annual
portfolio review mission; (iii) sector missions; (iv) the annual update of the
operations program; and (iv) periodic reviews of the agenda for dialogue.

In addition, the Bank will continue the following practices: its dialogue based on
the regular visits to executing agencies and borrowers, including subnational
agencies in particular; coordination and cooperation with other international
organizations operating in the country (especially the World Bank); and
consultation with civil society through the standing advisory council and specific
contacts with the population groups affected and targeted by its activity.

For this effort to be successful the country needs to adopt more of a culture of
evaluation during project implementation, and the monitoring and evaluation
capacities of borrowers and executing agencies must be strengthened. The Bank
and the country should address certain important methodological challenges (such
as responsibilities), which are always complex, but especially critical in Brazil,
given the difference in relative size between the Bank contribution and the national
economy (even at the level of selected subnational or sector areas).
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V. ISSUES FOR DIALOGUE WITH THE AUTHORITIES

As Brazil’s political and institutional maturity combines with more favorable
economic conditions, the country is poised to launch a cycle of sustainable growth
with poverty alleviation and enhanced equity. The Bank plans to contribute to this
new cycle by implementing the new strategy agreed upon, pursuant to the priorities
established by the government in the Multiyear Plan. The focus of Bank activity
during the period 2004-2007 will be to: promote the competitiveness of national
production; reduce poverty and improve living conditions; and deepen the reform
of the State.

The Bank’s relationship with Brazil is particularly important since, because Brazil
is its main borrower, portfolio performance and the lending program have a
considerable impact on Bank operations and the net flow of funds and exposure.
Likewise, the Bank’s contribution in Brazil is considerable, mainly because of the
localized impact its financial and nonfinancial products can have on subsectors and
on states and municipalities.

To monitor implementation of the strategy and the relationship between Brazil and
the Bank, three main areas of dialogue are proposed:

Formulation and financing of the main initiatives under the Multiyear Plan for
2004-2007: in particular in the social area—the Bolsa Familia program and
others—and promotion of public-private partnerships), including the Bank’s desire
to increase its contribution to the country through nonfinancial services. Emphasis
would be placed on:

o Improving the business climate in the country, especially to promote private
investment in the expansion and operation of infrastructure, through such
mechanisms as the PPP and the catalytic role of the Bank’s private sector
window; other instruments, and the possibility of providing financing in local
currency.

o The possible Bank contribution to deepening regional integration, particularly
by assigning priority to the investment plans for the IIRSA initiative and its
coordination and financing; activities to make more progress on the
Millennium Development Goals and monitor the respective indicators; and
improvement of justice systems and the public sector’s management capacity.

o In addition, the Bank’s collaboration in the pilot project headed by the IMF
on the subject of treatment of infrastructure expenses from primary surplus
calculations, consideration of the PPP as an important instrument for
increasing infrastructure, and approval of expenditure on investments made
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by State-owned enterprises that consider themselves governed like business
entities;

Subnational entities: given the Bank’s growing participation in financing to
subnational entities, it will be necessary to express:

o Bank interest in continuing and even expanding activities with states and
municipalities, with the adoption of new models for cooperation and
financing, particularly to address the problems of Brazilian cities through a
comprehensive approach; Bank support for subnational governments, under a
framework for cooperation between the federal and subnational governments
that will contribute to fiscal sustainability, increased efficiency in state
management, and development of production;

Execution of the portfolio: considering the importance of the topics covered by
the active portfolio and the obstacles encountered in the recent past, the dialogue on
execution should highlight the following:

o efforts to reduce project execution periods, especially a deepening of efforts
to clean up and streamline execution of the portfolio pending disbursement,
particularly for projects under the direct responsibility of the federal
government, within the framework of the spending established in the
Multiyear Plan and Budget Act; and

o intensification of measuring the mid-term and final outputs and outcomes of
operations and programs, and the commitment to monitor strategy
implementation on an ongoing basis, including reviews and adjustments in
the context of the regular dialogue with the country.
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