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World Bank Board Discusses

Brazil Country Assistance Strategy

1. On March 30, 2000, the World Bank's Board of Executive Directors discussed the Bank

Groups' Country Assistance Strategy for Brazil covering the period 2000-2002. The Country

Assistance Strategy was prepared by the World Bank Group in close collaboration with the

Brazilian Government. As part of the preparation process, consultations were also held

with members of Congress, State Governments, academics, civil society representatives,

union representatives, church leaders, and representatives of the private sector, the

financial sector, and industrial associations.

2. The Country Assistance Strategy assesses that Brazil has, over the recent past, made

impressive advances in its economic and social reform program toward a modern economy,

driven by the private sector and integrated with international markets. This includes

rapid progress of the privatization program, further strengthening and modernization of

the private banking sector, and a major drive to improve education. The Government has

effectively responded to a series of external shocks over the last two years through a

combination of active interest rate policies and tough fiscal adjustment while protecting

key social expenditures. The transition to a flexible exchange rate regime in early 1999

has proven smoother than initially expected and has eliminated a major medium-term risk

factor for Brazil's economy. Overall, economic stability has proven robust. The

significant advances achieved in the consolidation of reforms have laid the groundwork for

more effective poverty reduction and sustainable growth in the future.

3. The World Bank Group's Country Assistance Strategy for 2000-2002 is driven by poverty

reduction as the overarching objective of World Bank assistance. Under this overarching

objective, the strategy includes assistance from IBRD, IFC, and MIGA that would help the

Government of Brazil address development challenges in five areas: targeted poverty

reduction, sustainable fiscal adjustment, renewed growth, increased development

effectiveness, and improved management of environmental assets. All five themes are

closely related to poverty reduction as the overarching objective of World Bank

assistance. The Country Assistance Strategy puts additional emphasis on: (a) close

partnership with the IMF, the IDB, international development agencies, and civil society

organizations; (b) the participation of community associations or other representatives of

beneficiaries in design and implementation of many projects; (c) careful evaluation of

development impact of Bank supported projects; and (d) strict adherence to safeguard

policies in the areas of financial management and environmental protection. The Bank's

investment lending program focuses on those projects within the Government's multiyear

plan (PPA) that are critical in the above outlined areas. The PPA is part of Brazil's

well-developed budgetary process that is effectively used for financial planning and as a

development tool.

4. New activities planned over the three-year CAS period include IBRD loans of up to US$5

billion and new IFC investments of up to US$1.8 billion. In addition, the World Bank is

supporting Brazil through a wide range of non-financial services, including economic and

sectoral studies as well as other analytical and advisory activities. Ongoing World Bank

Group assistance includes a portfolio of 54 IBRD loans for a total of US$6 billion, IFC

investments of US$2.7 billion in 69 companies, and 25 MIGA guarantee contracts for a total

of US$0.6 billion.

5. Poverty and inequality remain the most important medium to long-term development

challenges for Brazil. There is no single, simple or quick solution to these challenges,

but a multitude of strategies that need to work together. Policies to reduce poverty
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include increased income earning opportunities through stability and renewed growth,

targeted policies to enhance the human and physical capital of the poor (especially

through education, health, land reform, and urban and rural services) to allow them to

make use of economic opportunities, and a social safety net to protect them from shocks in

a volatile international economic environment. Importantly, sub-national governments

carry a significant share of the responsibilities for social policies. World Bank lending

and non-lending assistance foreseen in the area of targeted poverty reduction include the

following:

(a) Basic education remains the principal area of World Bank support to the Government. A

further expansion of Fundescola is planned. Early childhood programs, teacher development

programs, and the provision of basic literacy skills to educationally disadvantaged adults

are new areas of emphasis to improve the educational attainment of the Brazilian

population.

(b) The Bank is increasing its support for important reforms in the public health care

system toward improved basic health care and more equal access to health services. This

could include support for primary care programs, including reproductive health and

nutrition, for women and children as well as early childhood development.

(c) The rural poverty program is driven by the central role of community associations as

the main actors who directly receive the project funds and implement project activities.

This approach has led to cost effective projects that strengthen the social capital of the

rural poor. Based on the successful experience of a community-driven land reform pilot

project, the Bank intends to support a follow up land-based project for rural poverty

alleviation.

(d) Increased support for the provision of urban services to the poor would include

upgrading of low-income neighborhoods, and social and physical infrastructure (in

particular water and sanitation) with a strong emphasis on sustainable financing

mechanisms and improved incentives for service provision to the poor. Water and

sanitation is also a focal area for investments of the IFC.

(e) Other areas of possible support for targeted poverty reduction include social

protection, social spending reform, labor market policy and regulation, and issues related

to broader social development.

6. Since the recent crisis period, the Government has made very significant progress on

fiscal adjustment in a short period of time. Fiscal adjustment has been carried out with

tremendous effort and remarkable discipline and has achieved the ambitious targets that

were set. The Government remains strongly committed to fiscal discipline and its fiscal

targets. The remaining fiscal reform agenda to improve the quality and sustainability of

the adjustment includes, most importantly, social security reform at all levels of

Government, as well as tax reform, expenditure reform, and fiscal adjustment and

administrative reform at the state level. The Bank would support fiscal adjustment mostly

through non-lending services and adjustment loans.

(a) In the area of social security reforms, the Bank already supports the reform of state

pension systems and reforms of the social security system for private sector workers.

Further reforms could be supported through adjustment lending.

(b) State fiscal adjustment is being supported by the Bank primarily through non-lending

services. Adjustment and rationalization of the payrolls would be supported through

adjustment loans for Administrative and Fiscal Reform.
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(c) Fiscal adjustment has brought the issue of the quality of public spending to the

forefront. Possible support would focus on improving the quality, sustainability, and

social impact of the ongoing fiscal adjustment program.

7. Renewed growth of per-capita incomes is critical for the reduction of poverty.

Growth, complemented by continuing progress on environmental management, is also desirable

as it raises the living standards of the population at large and strengthens broad support

for the economic reform agenda. The first priority for growth is continued macroeconomic

stability with declining interest rates, which in turn depend on fiscal adjustment and

continuing financial sector reforms. The second priority is a further improved

environment for private sector development, including improved access to financing and

infrastructure and education investments, development of the appropriate regulatory

framework, and further reduction of the "Custo Brasil". World Bank Group assistance in

the growth area includes selective and strategic support for infrastructure (regional

transport systems, urban transport, and energy) aimed at: (i) increasing private sector

participation; (ii) providing services to the poor; or (iii) reducing the fiscal burden of

infrastructure services. IFC will focus on smaller-scale infrastructure investments with

a focus on water, urban transport, and inter-modal transport. Infrastructure also

constitutes a large share of MIGA guarantees. In the financial sector, the Bank is

providing non-lending support based on international experience in areas such as bank

safety net, impediments to financial intermediation, supervisory structures, agricultural

and housing finance, capital markets, and public debt management. In private sector

development, IFC is focussing on investments that modernize and capitalize mid-sized

Brazilian firms with good prospects for growth and employment generation. The Bank

supports the emerging structure for regulation and competition policy mostly through

non-lending services. IFC and Bank are jointly providing technical assistance for

strengthened corporate governance.

8. The effectiveness of public institutions is important for poverty reduction, growth,

and fiscal adjustment. The Federal Government is led by a highly competent and committed

team, and many of Brazil's public sector institutions are considered effective and

well-managed, especially at the higher levels. As the Government recognizes, further

important improvements can be made in some areas of development effectiveness. The World

Bank would support the Government in the area of institutional strengthening of

municipalities and municipal management of urban problems. The World Bank Institute is

focusing on public sector management, including management of smaller municipalities. The

Bank is also supporting the Government in its effort to improve financial management,

accountability, disbursements and auditing. Possible non-lending support in the area of

effectiveness of public institutions would be explored through workshops focusing on

international experience.

9. Environmental management needs to be an integral part of Brazil's overall development

strategy. This includes the effective management of Brazil's natural resources and its

urban pollution problems, and the protection of important ecosystems. The Bank would

continue to support areas with a strong overlap between environmental, poverty reduction,

and growth objectives, in particular water and sanitation, water resource management, soil

conservation, and pollution management. In areas where benefits are more diffuse or long

term, such as ecosystem protection, the Bank supports the Government in increasing the

strategic focus of ongoing activities, decentralizing environmental management and

supporting emerging environmental constituencies. In support of Brazil's strategy for

ecosystem protection, GEF may support projects to protect Brazil's major biomes. For

Amaz¶nia, the Bank is supporting the Amazon Protected Areas Project, the PPG7 Corridors

project, and analytical work on forest policy. The donor-financed Rainforest Pilot

Program will continue to be a key instrument to involve local communities and

decentralize, where appropriate, environmental decision-making to state and local levels.
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Recently the Bank has joined with the Brazilian Government to champion a stronger

leadership role for the Brazilian Government in this program. Options for an expanded

environmental assistance program would include support for sustainable activities that

increase the income of the local populations in forested areas that are not yet subject to

heavy deforestation pressures, and for prevention of desertification in the semi-arid

areas of Brazil.
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