SOC AL SECTOR REFORM AND SOCI AL PROTECTI ON PROGRAM

BORRONER AND
GUARANTOR:

EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

DESCRI PTI ON:

( BR- 0308)

EXECUTI VE SUMVARY

The Federative Republic of Brazil

M ni stry of Budget and Managenent (MPGQ

| DB: US$2.2 billion (OC
Vor | d Bank: US$252 million

Tot al : US$2. 452 billion
Anortization period: 5 years

G ace peri od: 3 years

Di sbursenent peri od: 16 nont hs

Interest rate: Si x-nonth USD LIBOR rate

plus a spread of 400
basi s points per year

Credit fee: 0. 75%

Speci al fee: 1% i n advance

Currency: U S. dollars

Wai ver of credit fees: The waivers that would

normally be allowed for
regul ar ordinary-capital
| oans do not apply.

The general objective of the program is to support
the nmeasures taken by the government to protect
federal social spending levels during a downturn in
the econony, while helping to maintain nacroecononic
stability to restore confidence in the country's
capi tal market. The specific objectives are to:
(i) ensure that public spending on federal prograns
to deliver basic social services targeted to |ow
income groups remamins at adequate levels while
i mproving efficiency; (ii) support the governnent in
carrying out and deepening the refornms under way in
the education, health, |labor and social welfare
sectors; and (iii) provide fast-disbursing funds to
support the measures taken by the governnent during
t he macroeconom c stabilization process.

The programis an energency sector operation intended
to facilitate the followi ng three conponents:

(i) Support for the country's three-year economc
and financial reformprogram The actions to
be supported under this conponent relate to
conpl 1 ance wth t he econom ¢ policy
menorandunr  signed wth the International
Monetary Fund, which backs the governnment's
goals of obtaining a fiscal surplus, while
pronoting even greater openness of the
econony and other nmeasures to guarantee
nonet ary di sci pline and macr oeconomi ¢
stability. The agreenent wth the |IM
i ncludes lines of actions and targets for the
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RCOLE OF THE
PROJIECT IN THE
BANK' S COUNTRY AND
SECTOR STRATEGY:

DI SBURSEMENTS:

transition period from 1999 to 2001.

(ii) Protection of federal social spending. Under
this conponent the government undertakes to
mai ntain financing and | evels of delivery of
basic social services for certain priority
federal progranms in the education, health,
| abor and social welfare sectors in 1999-2000
in order to minimze the social cost of
fiscal adjustnent. The operation will ensure
that the budget for 1999 complies with the
targets and will protect them in the budget
progranmm ng for 2000.

(iii) Monitoring of and support for the social
refornms under way. Thi s conponent incl udes
conmtments to i nprove certain federal soci al
prograns in the fields of education, health,
labor and social welfare with a view to
improving the efficiency and quality of the

servi ces del i vered to Brazili ans,
particularly the poor. In the nedium and
long terms, these refornms wll result in

hi gher quality education, greater efficiency
and equity in the delivery of health care
services, and better targeting, efficiency
and transparency in poverty-reduction and
j ob-creation prograns.

In accordance with the country paper approved in 1996
and updated in 1998, the Bank is inplenmenting a
strategy of cooperation with the Brazilian governnent
that gives priority to the following areas:
(i) nodernization and reform of the State on the
f eder al and subnati onal levels of gover nment ;
(ii) economic liberalization and a Ilowering of
donestic costs that inpact expert conpetitiveness
and/ or increase the costs of inmports (referred to as
t he Reducéo do Custo Br asi | initiative);
(iii) reduction in social inequalities and poverty;
(iv) targeted and efficient delivery of basic social
services; and (v) attention to critical environmental
pr obl ens.

This program fornms part of the Bank's operational
strategy for the country since it is geared to the
targeted and efficient delivery of basic federal
social services and is designed to contain growh in
social inequality and poverty at a tine of restricted
spendi ng. It will help to develop human capital,
mai ntain basic social services in education, health
care, labor and social welfare and facilitate access
thereto and support the consolidation of reforns in
t hese sectors.

The loan will be disbursed in three tranches: t he
first for US$1.1 billion (50%, the second for
US$660 million (30% and the third for US$440 mllion
(20% . The first tranche will be disbursed in March
1999 or thereabouts. The second and third tranches
wi Il be disbursed when the correspondi ng contractual
conditions are conplied with, estimated for August
1999 and March 2000, respectively.
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The protected prograns conply with the country's

envi ronment al standards and procedures. They focus
chiefly on the provision of basic social services and
not on the construction of civil wrks (see

par agr aph 4. 32).

The programis social inpact will be positive, since
it is intended to protect social spending at a tine
of fiscal tightening and also because it supports
actions and reforns in the above-nentioned social
sectors, which will inprove access to basic social
services for the nost vul nerable groups in | owincone
sectors (see paragraph 4.33).

The program is expected to produce the follow ng
benefits:

(i) Maintaining budget allocations and inproving the

efficiency of federal social programs will translate
into greater capacity by lowincome groups to build
up and maintain human capital, which wll protect

them from the possible negative inpact of the
adj ust ment program

(ii) Helping the government to speed up the reforns
under way will help to inprove a nunber of federal
social prograns in the fields of health care,
education, labor and social welfare, with a view to
boosting the efficiency and quality of the services
delivered to the public, particularly to the poor.
In the mediumand long terms, these refornms will | ead
to high quality education, greater efficiency and
equity in health care services, and better targeting,
efficiency and transparency in poverty-reduction
prograns; and

(iii) Providing the government w th fast-disbursing
funds whi ch, when added to funds from ot her emnergency
operations by the IDB, the Wrld Bank, the IM- and
the seven nost highly-industrialized countries (G7),
will contribute significantly to maintaining a stable
macr oeconom ¢ environnent, which will help to restore
confidence in the Brazilian capital mar ket .
Stability is essential for maintaining the [|ow
inflation that has brought substantial benefits to
lowincone famlies in recent years.

In a scenario in which the international financial
crisis persists during 1999, the financial situation
wi Il again be under pressure fromhigh interest rates
and the volatility of the international financial
system which could lead to further cuts in
government spending and nake it inpossible to
mai ntain the conmtnents set forth in the program A
mechani sm for regular nonitoring has been designed to
make any needed adjustnents in the targets, with the
safeguard that if spending is further curtailed, the
cuts will go no deeper than 1997 spending | evels.

Another risk is that conpliance with the package of
targets and reforns contained in the agreenment with
the I M- might be held up owing to political delays in
Congress. However, the Executive Branch has the wll
and conmitment to conply with the goals and reforns
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SPECI AL
CONTRACTUAL
CLAUSES:

POVERTY- TARCGETI NG
AND SCOCI AL- SECTOR
CLASSI FI CATI ON

EXCEPTI ONS TO
BANK POLI CY:

PROCUREMENT OF
@G00DS AND
SERVI CES

set forth in the agreenent. One clear exanple of its
conmitment is that approval was obtained from
Congress for the social security system and
adm nistrative reforns (see paragraph 1.17 (a) and

(b)) .

Ceneral conditions. As a condition precedent to each
di sbursenent, the borrower wll present evidence to
the Bank's satisfaction with respect to: (i) the
consi stency of the nacroecononmc franmework agreed
upon with the IMs and (ii) progress in the rel evant
actions established in the policy letter (see
par agraph 4.7).

Speci al conditions. Program di sbursenments for each
of the three tranches wll be subject to the
presentation of docunentation providing evidence of
conpliance with the goals for the different
conponents, as described in paragraphs 4.8 to 4.27.
The conditions are also presented in the matrix
attached as Annex I11-1.

The operation seeks to protect progranms in socia
sectors selected owing to their inpact on poverty
reducti on. Although a large nunber of the
beneficiaries of those prograns belong to | owincone
groups, they do not constitute the mgjority, and
therefore the program cannot be classified as a
poverty-targeted investnent in accordance with
docunent AB-1704 (paragraph 2.15).

Wth respect to the social classification of the |oan
(docunent AB-1704, paragraph 2.13), this program
qualifies under the social equity and poverty
reduction category, since it protects investnents in
the education, health, |labor and social welfare
sectors.

None

Not applicabl e



