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1. Country and Sector Background 
 

1. Created in 1979 from the scission of the former State of Mato Grosso, the State of Mato 
Grosso do Sul is a relatively new state located in the southern portion of Brazil’s fast growing 
Center-West region. Sixth largest state by area, it ranks within the 7 smallest states (out of 27) by 
population (around 2.3 million people) and contribution to Brazil’s economy (around 1% of 
national GDP). The state is characterized by a low density of population (at 5.5 habitants/km2)
mainly concentrated in urban areas which are mostly found in the central and southern regions. It 
enjoys an overall good socio-economic standing, sharing many of Brazil’s southern (and most 
developed) states’ characteristics. It notably ranks within the 10 most advanced states on income 
per capita, health, education, competitiveness and qualification of the workforce.  
 
2. The state is endowed with good economic potential, most notably in the agro-industry 
and tourism sectors, which realization requires conciliation with a relatively unique and fragile 
social and environmental context. At the transition between the cerrado and pantanal biomes, 
the state possesses exceptional environmental assets: 25% of the state territory is covered by 
areas of environmental interest, mostly located in the North-West (including the Pantanal, one of 
the world’s largest tropical wetland). The state is also home to about 32,500 indigenous people 
(the second largest population after the State of Amazonas, mostly Guaranys and Terenas), 
located in the West and South of the territory.     
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3. The state economy relies substantially on agriculture (grains and meat products) which 
generates 30% of the state GDP, considerably higher than the sector’s contribution at the federal 
level (10%). The agro-industry is a particularly dynamic sector, largely internationally focused 
(over 55% of exports), and already amongst the strongest in Brazil. Yet, it still has important 
room for development, exemplified by the fact that only one third of the 10.5 million hectares 
available for agriculture has been utilized at full potential so far, in part as a result of poor 
accessibility. Other main economic activities in the state include industrial production, 
predominantly relying on iron (production has doubled between 2005 and 2009), oil byproducts, 
ethanol and sugar cane production (in which the State ranked 8th nationally in 2007). Commerce 
and services provide over 75% of the state tax collection and contribute 50% to the state GDP, 
with tourism activities growing at a fast pace.  
 
4. Mato Grosso do Sul’s long standing development strategy has relied on employing its 
under-utilized potential to support a sustainable and equitable growth, while preserving its social 
and environmental assets as well as regional identities. Successive regional plans have focused 
on fostering municipalities’ capacity to handle municipal services, supporting private 
participation and new business initiative, improving logistics by progressively strengthening 
transport infrastructure and preserving and improving quality of life for the local population. 
While progress towards achieving this long term development objective has been achieved, the 
state needs to continue addressing underlying challenges, such as relative exposure to external 
shocks given its economy’s overall characteristics, regional inequality with wealth mainly 
concentrated within a limited number of cities1, limited accessibility, and still inadequate 
logistics.  
 
5. The current situation of the transport infrastructure remains a major obstacle to 
sustainable and equitable growth: while transport still heavily relies on roads, road density, 
notably the paved network, is low as related to area and population and several regions of 
production which have already been developed with a residing population are either poorly 
served by transport means or even inaccessible part of the year. The condition of the state 
network is also responsible for losses in agro-industrial production, especially in wet seasons and 
the recent deterioration of the paved network has exacerbated the problem of accessibility. 
 

6. The State road system is mainly based on three paved federal corridors totaling 3,500 km, 
essentially composed of two parallel East-West corridors serving the State of Sao Paulo and 
Bolivia, and one North-South corridor serving the States of Mato Grosso and Goias in the North 
and Paraguay and the State of Parana in the South. This trunk network is complemented by the 
state paved road network (12,400 km) and limited, mostly unpaved, municipal road network 
(45,000 km). While the federal corridors concentrate most of the transit flows, the state road 
network mainly acts as a feeder. The paved network density, at an overall low level, is higher in 
the centre and south, leaving the north-east region without adequate regional accessibility. 

 

1 As of today 27% of the GDP is created within the largest town (Campo Grande) and 45% within the 5 largest 
towns. 



7. The State road network is managed by the State Public Works Agency (Agencia de 
Gestao de Empreendimentos, AGESUL), under the State Public Works and Transportation 
Secretariat (Secretaria de Obras Publicas e Transportes, SEOP). As a result of a Government- 
wide restructuring in 2000, the agency has assembled competencies in diverse areas including 
public works, roads, building and housing..  

 

8. In the road sector, AGESUL, as other road agencies in Brazil, has undergone a reform 
during the past two decades, from an executing agency to a managing one, with an increased 
focus on road maintenance services and a progressive transfer of activities, historically executed 
by force account, to the private sector. However, while as of today the maintenance of the whole 
network (paved and unpaved) is contracted to the private sector, those contracts remain based on 
traditional admeasurement (no concession or performance based contracts so far), and AGESUL 
still executes various maintenance services by force account to support road maintenance of 
unequipped municipalities.  

 

9. Road sector financing relies on four main sources of revenues, including: (1) the general 
state budget; (2) the Fundersul, a road fund financed by road users’ contributions; (3) federal 
transfers of part of the CIDE tax (Contribuição de Intervenção do Domínio Econômico) and 
under specific agreements (Convenios2); and (4) national and international loans. With respective 
contributions of 50% and 32% of the state total expenditures in the sector3 on average in the last 
5 years, the Fundersul and the CIDE have become essential sources of funding in the road sector 
since their creation, contributing to progressively improve road funding capacity and reliability. 

 

10. However, as often observed in Brazil, investments in rehabilitation and maintenance 
activities have been overlooked in the past decade and, with less than R$40 million spent yearly 
on average while between R$85 to R$100 million would have been needed on the paved 
network, the condition of the roads has progressively deteriorated. Such deterioration has been 
further accelerated by rapidly growing heavy vehicle traffic flows accompanying the state’s 
agro-industry development and the fact that a substantial portion of the paved roads is reaching 
the end of its useful life. As of today, close to 60% of the network extension is already in poor 
condition and its continued deterioration, if not addressed over the next 4-5 years, will result in 
(i) overall increased transport costs given the high dependence of the economy on road transport 
as well as (ii) significantly higher costs in the future to restore the network’s adequate condition.  

 

11. In addition, while investments in road construction and surfacing have been the 
Government’s priority in the past three decades, the pace of execution has not been able to fully 
match the state economy’s fast growing needs. As agro-industrial output grew, transport capacity 
bottlenecks had spread, notably in the State’s northeast where further agro-industrial growth has 
been hampered by lack of suitable transport access.  

 

2 Under which AGESUL manages contracts on federal roads. 
3 R$90 to R$ 110 million yearly average in the past 5 years 



12. In this context, the Government structured a transport strategy to foster its development 
agenda which continues to respect the environmental features of the State, foreseeing improved 
access to markets and services in the Center, South and NortheEast by improving conditions of 
the state paved road network, surfacing the unpaved road network and better public sector 
efficiency in managing the transport sector. To support this strategy, the government launched a 
2009-2014 investment programs consisting of the rehabilitation of up to 2,200 km of the state 
paved roads to restore their condition until 2014 at an evaluated cost of R$650 million, and the 
surfacing of approximately 1,100 km of unpaved roads to improve accessibility and link 
communities at an evaluated cost of R$1.1 billion.  

2. Objectives 

13. The Project development objective is to improve the efficiency of the state road network 
in the Project area. Efficiency improvement is expected as a result of the Project’s financial 
support to selected investments of the state investment program in road infrastructure and 
institutional support to strengthen Government’s overall capacity to manage the road network, 
including planning preparation, execution and monitoring of work programs at the 
administrative, engineering and environment levels. Efficiency gains are expected to result in 
inter alia improved accessibility and safety, and reduced logistics costs. 

 

14. Higher level objectives to which the Project contributes. The Project will contribute to 
fostering economic growth and improved competitiveness, while also fostering reduced regional 
inequalities by improving access to rapidly growing developed areas of the state. This will be 
achieved through rehabilitating paved roads and surfacing unpaved existing roads, strengthening 
the road agency capacity to optimize maintenance practices and maintain the road network in 
good condition, and defining public and private sector actions on transport demand to optimize 
use of existing transport infrastructure. The Project will also contribute to fostering more 
efficient and sustainable public sector management by supporting improved planning, execution 
and monitoring and evaluation of the state road investment program, establishment of a pilot 
performance based road rehabilitation and maintenance contract (CREMA) and other related 
technical assistance, and improved environmental management capacity. 

 
3. Rationale for Bank Involvement 

 

19. The 2008-2011 Bank and IFC Country Partnership Strategy (CPS) (Report #42677-BR), 
discussed by the Bank’s Board of Directors on May 1, 2008 has structured Bank assistance to 
Brazil on a macro foundation (macro fundamentals, good governance and public sector 
management) and three pillars (equity, sustainability and competitiveness). The CPS notably 
recommends that the Bank be engaged at the sub-national level with States led by highly-
motivated Governors, on programs which are of high priority and have political support. It also 
emphasizes the need for the Bank to reengage with states in projects contributing to 
improvements in the environmental and social quality of infrastructures in order to support 
Brazil’s efforts for more equitable and sustainable development. Finally, the CPS advises 
engagement with states on projects aiming at improving competitiveness, while working closely 
with clients on improving public sector management and the quality of expenditures. 



15. The proposed Project is an opportunity for the Bank to reengage with a less developed 
yet fast growing state having large economic potential in an environmentally and socially 
responsible context, on activities supporting improved competitiveness and sustainable 
development. Taking note of the CPS’s principled opportunism, the Project was prepared in a 
timely fashion to quickly respond to a government’s immediate need for financing eligible 
investments under a well structured Government program, and building upon accumulated 
knowledge resulting from the Bank’s most recent experiences in Brazil and abroad. Beyond the 
CPS, the Project will help counter the effects of the global economic crisis and invest in transport 
infrastructure in a State heavily dependent on global trade. 

 

16. The proposed Project will contribute to: (i) guide the Government in ensuring economy 
and efficiency in the identification and execution of road investments; (ii) allow the Government 
to jump-start the implementation of its own investment program, key to sustaining growth in the 
short- to medium-term; (iii) finance rehabilitation and surfacing of existing roads which meet 
Bank eligibility criteria and which are not located in or near socially and environmentally 
sensitive areas, over the Project execution period; and (iv) support government institutional 
capacity in improving both public and socio-environmental management in the sector. The 
proposed Project will thus build on the CPS public sector management element of the macro 
foundation, and on the competitiveness pillar. 

 

4. Description 
 

17. The Project consists of the following parts, subject to such modifications thereof as the 
Borrower and the Bank may agree upon from time to time to achieve such objective: 
 
18. Component 1 - State Road Rehabilitation and Surfacing (US$290 million). Carrying out 
of rehabilitation works of up to 1300 km of the Borrower’s paved roads and the surfacing of up 
to 500 km of the Borrower’s existing unpaved roads and the introduction of results based 
contracts for rehabilitation and/or maintenance under a pilot (CREMA), to be located in the same 
areas, which include, inter alia: 

¾ for rehabilitation: (i) pavement rehabilitation works on sections which have already 
reached or exceeded their lifetime, through appropriate techniques ranging from local 
repairs, eventual reshaping and overlay with surface treatment or asphalt concrete, to 
complete reconstruction; (ii) resurfacing of sections which would otherwise soon reach a 
level of deterioration requiring extensive rehabilitation, through appropriate slurry seal, 
surface treatment or asphalt concrete overlay techniques, depending upon traffic levels 
and material availability; (iii) bridges rehabilitation; (iv) rehabilitation and/or surfacing of 
shoulders to protect the shoulders’ surface from erosion and improve the driving 
conditions; and (v) upgrading of drainage systems, signalization, and dangerous 
crossroads and accesses. 

¾ for surfacing: (i) localized earthworks and curve realignments, strengthening of base 
course and surfacing, using surface treatment or asphalt mix, depending on traffic; (ii) 



bridges replacement, strengthening and/or widening as necessary; (iii) upgrading or 
implantation of drainage and signalization systems; and (iv) road safety improvements, 
including critical spots elimination or roads intersections improvements.  

¾ For pilot output-performance based rehabilitation and maintenance contracts (CREMA) 
for rehabilitation works as detailed above, as well as routine and periodic maintenance, 
including: (i) pavement maintenance and repairs such as crack sealing, pothole patching, 
edge break repairing, (ii) drainage cleaning, (iii) vegetation clearing, and (iv) 
signalization maintenance.  
 

19. All road sections to be rehabilitated or surfaced under the proposed Project will meet the 
following criteria: (i) civil works with an internal rate of return (IRR) greater than 10%; (ii) civil 
works contracts tendered in accordance with procedures described in Annex 8; (iii) 
environmental and social impacts identified and mitigated in accordance with procedures agreed 
upon with the Bank and described in Annex 10; and (iv) engineering designs and work 
specification carried out following processes agreed upon with the Bank and included in the 
Manual of procedures for engineering design and supervision of works agreed with the Bank.     

 

20. Component 2 - Institutional Strengthening (US$10 million). This component will provide 
technical assistance to four beneficiaries through provision of equipment/goods, training and 
consulting and non-consulting services, to help support improvements in public sector capacity 
to prepare, finance and execute road investment programs. The technical assistance will address 
the following objectives: 1) Support to improve efficient management of public resources 
(Environment, Science, Technology and Planning Secretariat, SEMAC); 2) Support to strengthen 
the State capacity in environmental management (Environmental Institute, Instituto de Meio 
Ambiente do Estado do Mato Grosso do Sul, IMASUL; 3) Support to consolidate planning 
capacity in the transport sector (Public Works and Transportation Secretariat, SEOP); and 4) 
Support to consolidate execution capacity in the road sector (the State Public Works Agency, 
AGESUL).  

 
5. Financing 
Source: ($m.) 
Borrower 75 
International Bank for Reconstruction and Development 300 
 Total 375 
 
6. Implementation 

21. The Project is expected to be implemented over a five-year period, with a completion 
date of December 31, 2014 and a closing date of June 30, 2015. The Borrower will be the State 
of Mato Grosso do Sul, represented by its Public Works and Transportation Secretariat (SEOP). 
The Federative Republic of Brazil will be the Guarantor.  

 

22. The Project will be executed under the responsibility of the Public Works and 
Transportation Secretariat which will delegate execution responsibility for the civil works and 



the technical assistance to support the AGESUL to the Public Works Agency (AGESUL), which 
will have external support from consultants for the preparation, management, implementation, 
and supervision of the civil works. Within the AGESUL, Project implementation will be 
managed by a Coordination Unit (Coordenacao Executiva PDE/MS-CE) that currently operates 
within AGESUL to manage the state road programs. 

 

23. The Project’s technical assistance component will benefit four State Government entities: 
the Environment, Planning, Science and Technology Secretariat (SEMAC); the Environmental 
Institute (IMASUL); the Public Works and Transportation Secretariat (SEOP); and the Public 
Works Agency (AGESUL), under the Public Works and Transportation Secretariat. AGESUL 
will be in charge of all administrative aspects (procurement, financial management and payment) 
for all activities under the Project, including for the other Project beneficiaries. Each of the above 
beneficiaries will be in charge of technical aspects related to their relevant institutional 
strengthening activities to be financed under the Project. 

 

7. Sustainability 

24. The Project will support the State Government in improving efficient and sustainable 
management of the state road network. The Project will contribute to reducing the maintenance 
backlog accumulated over the past years through the financing of rehabilitation and surfacing of 
key roads expected to reduce users’ costs and increase the use of some corridors. Accompanying 
measures under the institutional development support component will contribute to improving 
the state capacity to manage road investment programs, including at planning and programming 
levels (prioritizing maintenance interventions on a rational basis) and execution level, improving 
efficiency in works preparation (design, procurement) and execution phases (quality monitoring).  

 

25. Additionally, the Project will support activities aiming at improving efficiency of public 
expenditures and foster increased participation of the private sector, notably with the 
introduction of performance based rehabilitation and maintenance contracts (CREMA) expected 
to bring further efficiency in the management of the sector. Other subcomponents of the 
technical assistance, including, the implementation of a PMMS and the evaluation of PPP in the 
road sector will also strengthen the sustainable management of the network. Finally, while 
investments under the physical component are expected to foster increased efficiency in 
transporting agricultural goods (which, in turn, should mechanically contribute to increased 
financial capacity of the sector through increased resources for the Fundersul which directly 
finances all  maintenance in the State), the Project will also strengthen the state capacity to better 
manage natural resources and protect biodiversity which will provide the tools to enable 
sustainable development in the State.  

 

26. At a broader level, the Project focuses its interventions in regions that have already been 
developed which possess an economic potential and are located outside of any ecologically 
fragile areas. 

 



8. Lessons Learned from Past Operations in the Country/Sector 

27. Bank Projects need to offer more than financing. Bank clients in Middle Income 
Countries (MIC) seek more than mere investments in projects - they require broader support to 
their overall development. To ensure a greater impact of Bank’s interventions, projects indeed 
need to provide more knowledge service to clients. Beyond the investment component, the 
Project was thus designed to support the Government’s capacity to improve efficiency in the 
management of the road investment programs bringing more organization, rationalization and 
sustainability. The institutional development support is also intended as a tool to foster improved 
public expenditure and environmental sustainability, with a focus on supporting sustainability in 
public investments, notably in the road sector through support in implementing more efficient 
mechanism of road asset management.  

 

28. Straightforward Project design can build upon recent successful experiences. While 
conditions may differ amongst Brazilian states, similarities in the context and relevant issues 
remain strong in the road sector. The accumulated experience4 in preparing road operations in 
Brazil, notably on best practices of how-to rather than what-to,has allowed the team to rapidly 
customize the Project design to the Government’s needs, keeping it as simple as possible, with 
two main components, following a well tried and efficient model used in several recent 
experiences in Brazil and overseas. On the other hand, the Government was very receptive and 
eager to learn from Bank’s best practices in Brazil and its agility and relatively good prevailing 
institutional capacity, notably on procurement and financial management, were other reasons 
contributing to the Project’s swift preparation.  

 
9. Safeguard Policies (including public consultation) 
 

Safeguard Policies Triggered by the Project Yes No 

Environmental Assessment (OP/BP 4.01) [x] [ ] 
Natural Habitats (OP/BP 4.04) [x] [ ] 
Pest Management (OP 4.09) [ ] [x] 
Indigenous Peoples (OP/BP 4.10) [ ] [x] 
Physical Cultural Resources (OP/BP 4.11) [x] [ ] 
Involuntary Resettlement (OP/BP 4.12) [x] [ ] 
Forests (OP/BP 4.36) [ ] [x] 
Safety of Dams (OP/BP 4.37) [ ] [x] 
Projects on International Waterways (OP/BP 7.50) [ ] [x] 
Projects in Disputed Areas (OP/BP 7.60)* [ ] [x] 

10. List of Factual Technical Documents 
 

4 For example, under the Sao Paulo Feeder Roads Project (P106663) approved in July 2009 and the Minas Gerais 
Partnership II SWAP (P101324) approved in May 2008 as well as lessons learned detailed later in the PAD. 
* By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties’ claims on the 
disputed areas 



1. Project Appraisal Document for a Mato Grosso do Sul State Road Transport Project, World 
Bank, 2009  

2. Safeguard documents for the project (Environmental Assessment, Involuntary Resettlement 
Framework). 

 
11. Contact point 
Contact: Eric R. Lancelot 
Title: Transport Engineer 
Tel: (202) 458-8649 
Fax: (202) 676-9594 
Email: elancelot@worldbank.org 
 
12. For more information contact: 

The InfoShop 
The World Bank 
1818 H Street, NW 
Washington, D.C. 20433 
Telephone:  (202) 458-4500 
Fax:  (202) 522-1500 
Email: pic@worldbank.org 
Web: http://www.worldbank.org/infoshop 

 


