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Minister Cardoso’s announcement of the economic program for 1994
was largely along the lines described in the back-to-office report of the
recent mission (the cover note of which is attached). 1Initial reactions to
the program are varied, but a general view seems to be that passage of the
program will be quite difficult. T W

The Minister stressed repeatedly the need for a strong fiscal
policy before other measures directed to the lowering of inertial inflation
would be taken. These measures include the introduction of an index which
would help induce contemporaneous and synchronized adjustment of most prices
(removing backward-looking indexation) and the subsequent establishment of a
new, strong currency. We were surprised by the detailed description of
these two elements.

The Minister also set forth the constitutional reforms needed to &
strengthen the structure of the public finances and help sustain fiscal
adjustment over the medium term. The proposed budget for the Federal
Government showed an operational deficit of about 1 percent of GDP, but the
Secretary of Economic Policy called this week to inform us that further

revenue measures are being considered. This may be a response to the

staff’s emphasis on the need for an QEEEZEISHEIXZGEEIigz) e
Monetary policy was tightened significantly in late September

1993, and the annualized real interest rate in the overnight market of

government securities has been kept at around 22 percent since then (it had

averaged 4 percent in the first nine months of the year). The authorities

indicated to the recent mission their intention to maintain the current

level of real interest rates during 1994, with a further increase for a

period of 2-3 months following the fixing of the exchange rate (say in
June) . e,

The mission had suggested that consideration be given to raising
real interest rates considerably in the early months of the year (to perhaps <—
around 30 percent) if a sure start was to be made in reducing inflation. It
also suggested that higher real interest rates may be needed for a longer
period than the authorities seem to have in mind after the fixing of the CE%___Q
exchange rate.
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To: The Managing Director December 10, 1993
The Deputy Managing Director

AN
From: }.T. Beza / u/ // ')

Subject:ffBrazil--Meeting with Mr. Pedro Malan

Minister Cardoso’s announcement of the economic program for 1994
was largely along the lines described in the back-to-office report of the
recent mission (the cover note of which is attached). 1Initial reactions to
the program are varied, but a general view seems to be that passage of the
program will be quite difficult.

The Minister stressed repeatedly the need for a strong fiscal
policy before other measures directed to the lowering of inertial inflation
would be taken. These measures include the introduction of an index which
would help induce contemporaneous and synchronized adjustment of most prices
(removing backward-looking indexation) and the subsequent establishment of a
new, strong currency. We were surprised by the detailed description of
these two elements.

The Minister also set forth the constitutional reforms needed to
strengthen the structure of the public finances anc help sustain fiscal
adjustment over the medium term. The proposed budget for the Federal
Government showed an operational deficit of about 1 percent of GDP, but the
Secretary of Economic Policy called this week to inform us that further
revenue measures are being considered. This may be a response to the
staff’s emphasis on the need for an operational surplus.

Monetary policy was tightened significantly in late September
1993, and the annualized real interest rate in the overnight market of
government securities has been kept at around 22 percent since then (it had
averaged 4 percent in the first nine months of the year). The authorities
indicated to the recent mission their intention to maintain the current
level of real interest rates during 1994, with a further increase for a
period of 2-3 months following the fixing of the exchange rate (say in
June) .

The mission had suggested that consideration be given to raising
real interest rates considerably in the early months of the year (to perhaps
around 30 percent) if a sure start was to be made in reducing inflation. It
also suggested that higher real interest rates may be needed for a longer
period than the authorities seem to have in mind after the fixing of the
exchange rate.
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To: The Managing Director December 1, 1993
The Deputy Managing Director

From: S.T. Beza /{7/;7 /3
14

Subject: Brazil--Back-to-Office Report

Attached is the back-to-office report of the mission headed
by Mr. Fajgenbaum that returned last week from Brasilia. The mission
discussed with the authorities the main elements of their economic
program for 1994, but many aspects of the program and key policy
measures still have to be defined. The authorities asked that the
staff team return to Brasilia around mid-January 1994; in the
meantime, the authorities said that they would maintain close contact

with the staff. No action by management is required at this stage.

Financial policies have weakened significantly in 1993, and
monthly inflation has risen to around 36 percent. A tightening of
monetary policy since late September seems to have prevented a further
acceleration of inflation. Real GDP is projected to grow by 4 percent
in 1993, although economic activity has slowed down in the second half
of the year. The balance of payments has remained strong, and gross
reserves are expected to reach US$28 billion by end-1993 (up US$5 bil-
lion from end-1992).

As the authorities describe it, the economic program would
achieve a very gradual reduction of inflation during the first five-
six months of the year (the time needed for fiscal adjustment and the
adoption of wage legislation to synchronize contracts), followed by a
rapid decline once the exchange rate was fixed. A new indexation
mechanism--based on the U.S. dollar--would be introduced to eliminate
backward-looking indexation and induce a contemporaneous and
synchronized adjustment of most prices. In the authorities view this
would make feasible a quick reduction of inflation once the exchange
rate is fixed. The program also contemplates a number of structural
reforms in the fiscal, international trade, and privatization areas.

The mission warned the authorities that the fiscal plan they
were about to present to Congress (operational deficit of 1 percent of
GDP at the level of the Federal Government) was not good enough for
the kind of program they envisaged; the mission indicated that a
surplus was needed. The mission also suggested that interest rates
may need to be quite high for some time. The authorities agreed to
give consideration to these concerns.

The authorities expect congressional approval of the revised
budget for the Federal Government (currently being prepared) and of a




Stabilization Fund (which requires an amendment to the Constitution)
by mid-January 1994, and of a more comprehensive revision of the
Constitution by mid-March. Although most congressional activities
have stopped because of an investigation into corruption allegations
affecting a number of members of Congress, the Minister of Finance
feels that the fiscal proposals will receive early consideration. In
the meantime, the authorities intend to introduce certain tax measures
by administrative acts, but the validity of these measures for next

year is not clear.

Attachment

cc: FAD, LEG, MAE, PDR, RES, SEC, TRE, WHD
Ms. Saunders




To: The Managing Director December 3, 1993
The Deputy Managing Director

From: S.T. Beza //;/71/>

Subject: Meeting With the Brazilian Ambassador

Attached is the curriculum vitae of the Brazilian Ambassador
to the United States, Mr. Paulo Tarso Flecha de Lima.
We sent you the back-to-office report of the recent mission

to Brazil last Wednesday, December 1.

Attachment

cc: Ms. Saunders




THE INTERNATIONAL MONETARY FUND ARCHIVES
RECORD CLOSURE NOTICE

The item identified below has been closed in accordance with the International Monetary Fund’s IMF’s
Open Archives Policy (Decision No. 14498 — (09/126), adopted 2009-12-17 and effective 2010-03-17, as
amended. This policy can be found on the International Monetary Fund website.

This record X or file [J has been closed as it belongs to one of the following exemptions:
[J Legal records and other material that are protected by attorney client privilege

X Personnel files, medical information, or other records containing personal information
[J Records and proceedings of the Grievance Committee

[0 Records acquired by the Fund by Third Parties, including Member Countries, with
security classifications of ‘CONFIDENTIAL’ or above. (Declassification can be requested)

[ Other sensitive nature: N/A

Archival Ref No.: 588175
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Fonds: Western Hemisphere Department Records, 1946-2003

Sous-fonds Western Hemisphere Department Immediate Office Records, 1949-
2000

Series: WHDAI Country Files, 1971-1995

Box Number: A588018-192
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SUBJECT/TITLE Personal
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To: The Managing Director December 1, 1993

The Deputy Managing Director

From: -T. Beza (//CZ/;7 /4
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Subject: /Brazil--Back-to-Office Report

P

Attached is the back-to-office report of the mission headed
by Mr. Fajgenbaum that returned last week from Brasilia. The mission
discussed with the authorities the main elements of their economic
program for 1994, but many aspects of the program and key policy
measures still have to be defined. The authorities asked that the
staff team return to Brasilia around mid-January 1994; in the
meantime, the authorities said that they would maintain close contact
with the staff. No action by management is required at this stage.

Financial policies have weakened significantly in 1993, and
monthly inflation has risen to around 36 percent. A tightening of
monetary policy since late September seems to have prevented a further
acceleration of inflation. Real GDP is projected to grow by 4 percent
in 1993, although economic activity has slowed down in the second half
of the year. The balance of payments has remained strong, and gross
reserves are expected to reach US$28 billion by end-1993 (up US$5 bil-
lion from end-1992).

As the authorities describe it, the economic program would
achieve a very gradual reduction of inflation during the first five-
six months of the year (the time needed for fiscal adjustment and the
adoption of wage legislation to synchronize contracts), followed by a
rapid decline once the exchange rate was fixed. A new indexation
mechanism--based on the U.S. dollar--would be introduced to eliminate
backward-looking indexation and induce a contemporaneous and
synchronized adjustment of most prices. In the authorities view this
would make feasible a quick reduction of inflation once the exchange
rate is fixed. The program also contemplates a number of structural
reforms in the fiscal, international trade, and privatization areas.

The mission warned the authorities that the fiscal plan they
were about to present to Congress (operational deficit of 1 percent of
GDP at the level of the Federal Government) was not good enough for
the kind of program they envisaged; the mission indicated that a
surplus was needed. The mission also suggested that interest rates
may need to be quite high for some time. The authorities agreed to
give consideration to these concerns.

The authorities expect congressional approval of the revised
budget for the Federal Government (currently being prepared) and of a

&



Stabilization Fund (which requires an amendment to the Constitution)
by mid-January 1994, and of a more comprehensive revision of the
Constitution by mid-March. Although most congressional activities
have stopped because of an investigation into corruption allegations
affecting a number of members of Congress, the Minister of Finance
feels that the fiscal proposals will receive early consideration. In
the meantime, the authorities intend to introduce certain tax measures
by administrative acts, but the validity of these measures for next

year is not clear.

Attachment

cc: FAD, LEG, MAE, PDR, RES, SEC, TRE, WHD
Ms. Saunders




' Office Memorandum

To: The Managing Director December 1, 1993
The Deputy Managing Director

From: J. Fajgenbaum Y~

Subject: Brazil--Back to Office Report

The mission that returned last week from Brasilia held dis-
cussions with the Minister of Finance, the President of the Central
Bank, and other senior officials. 1/ The authorities described the
main elements of their economic program for 1994, although it became
clear in the discussions that several aspects of the program and the
timing of key measures still have to be defined. Furthermore, there
are a number of legal issues regarding the implementation of certain
fiscal measures which the authorities are trying to clarify. The
authorities asked that a staff team return to Brasilia around mid-
January 1994 to negotiate a possible stand-by arrangement. In the
meantime, they would maintain close contact with the staff.

Since mid-October the political situation has been dominated
by corruption allegations involving a number of members of Congress.
This has all but halted most congressional activities, including the
revision of the Constitution that started in early October. The
Minister of Finance, however, feels confident that the crisis
affecting Congress would facilitate a speedy approval of the revised
budget for the Federal Government and other fiscal measures.

1. Recent economic developments

Financial policies have weakened significantly in 1993. The
surplus in the primary balance of the public sector is projected to
decline from 2.2 percent of GDP in 1992 to virtually zero in 1993;
over the same period, however, the deficit in the operational balance
is estimated to fall from 2.3 percent of GDP to 2 percent of GDP,
reflecting a sharp drop in real interest payments on domestic debt
facilitated by a lax monetary policy during most of 1993. Real
interest rates in the overnight market of government securities
declined from an average of 30 percent in 1992 to 4 percent (on an
annual basis) during the first nine months of 1993.

Monthly inflation rose from 24 percent in December 1992 to around
36 percent in September-October 1993, but a recent tightening of

1l/ The mission comprised Messrs. Lizondo, Medeiros and Traa,
Ms. Heysen and myself.



monetary policy seems to have halted a widely expected further
acceleration. Annual inflation (from December to December) is
expected to reach more than 2,700 percent in 1993 compared with

1,160 percent in 1992. Despite a slowdown in economic activity in the
second half of the year, real GDP is projected to grow by about 4 per-
cent in 1993, mainly on account of a strong expansion of the automo-
tive sector which has benefitted from tax and credit incentives.

The trade balance is estimated to decline from US$15.5 billion in
1992 to US$13.5 billion in 1993, notwithstanding continued export
strength. The sharp expansion of imports has reflected increased
domestic demand, the further reduction of import duties in early July,
and some real appreciation of the cruzeiro. Net capital inflows have
remained high, and gross international reserves are projected to
increase by US$5 billion to US$28 billion by end-1993, the equivalent
of 10 months of imports of goods and nonfactor services.

2% Report on the discussions

The key objective of the economic program being prepared by the
authorities is to reduce inflation substantially in 1994. During the
first 5-6 months of the year (the time needed to demonstrate fiscal
adjustment and introduce new wage legislation), inflation would
decline gradually on the strength of the financial policies being
planned, and then it would drop to close to international levels
following the fixing of the exchange rate. The program also
contemplates a number of important reforms, including modifications to
the Constitution that would result in structural improvements in the
public finances and the social security system, as well as in the
removal of restrictions on private sector activity in certain sectors
of the economy.

The authorities are revising the draft federal government budget
for 1994 presented to Congress last August with the aim of limiting
the operational deficit to nearly 1 percent of GDP (to be externally
financed); they expect this to be consistent with a primary surplus of
just over one percent of GDP. The revised budget would avoid the
unintended increases in real wages and social security benefits
included in the original draft budget and would envisage a reduction
in other current expenditure. The revised budget also would count on
congressional approval of a Stabilization Fund that would introduce a
tax surcharge (currently envisaged at 5 percent and yielding nearly
one percent of GDP) and would allow for a reduction of one percent of
GDP in mandatory expenditure and transfers to the state and municipal
governments. Because the authorities expect Congress to approve the
Stabilization Fund (which involves an amendment to the Constitution)
and the revised budget only by mid-January 1994, they intend to intro-
duce the tax surcharge by an administrative measure before year-end so
that it can become effective in 1994.



The mission emphasized the need to aim at a surplus in the public
sector operational balance in 1994 if the key objective of the program
was to be achieved, while providing a margin to deal with slippages or
unexpected developments during the transition to low inflation. The
mission also noted that a larger primary surplus than envisaged would
be needed even to achieve the authorities’ target for the operational
balance because real interest rates may have to be higher than contem-
plated (see below), and thus result in an interest bill that is higher
than currently projected.

The authorities emphasized that targeting an operational surplus
was politically difficult. Moreover, they stressed that a surplus was
not necessary because, in a major departure from previous practice,
the fiscal program would not rely on inflation as a mechanism to
reduce in real terms expenditures which are not fully indexed in order
to lower the deficit ex-post. Nevertheless, as inflation would remain
high in the first part of 1994 the resulting inflation tax would help
reduce domestic public debt.

The authorities agreed, however, on the need to build some mar-
gins into the fiscal program, and stated that this could be done at
the time of the discussions with the staff in January. The mission
suggested that the margin be built through additional revenue mea-
sures, perhaps by raising the rate of the tax surcharge, because a
further compression of expenditure might not be sustainable. More-
over, the mission noted that the assumed 4 percent growth in real GDP
built in the revenue projections for 1994 was optimistic, and that a
more realistic assumption may lower those projections significantly.
Also, the mission encouraged the authorities to prepare revenue mea-
sures that could replace the tax on bank debits (expected to yield
about one percent of GDP in 1994) should the Supreme Court rule
against the tax, when it reviews it on December 19, 1993. The author-
ities agreed to give consideration to these concerns.

The authorities assumed that the public enterprises and the state
and municipal governments would show an operational balance of zero in
1994, although preliminary projections prepared by the staff show a
deficit of one percent of GDP. The authorities intend to maintain
public prices (in real terms) at the level projected for end-1993
(i.e., 5 percent higher than the average for 1993) until the exchange
rate is fixed (see below), and to monitor closely the expenditure of
public enterprises. The mission suggested that public prices could be
raised faster than planned for December 1993 to provide some room to
cover a possible decline in real terms following the fixing of the
exchange rate in mid-1994 (see below).

The authorities indicated that recent measures to limit the state
and municipal governments’ access to the domestic financial markets



would be strictly enforced to help achieve an operational balance of
zero. They recognized, however, that these governments may need to
adopt adjustment measures if they are to absorb effectively new
expenditure responsibilities transferred from the Federal Government,
particularly in the health and education sectors.

The authorities stated that monetary policy would be tight. Real
interest rates would be maintained at current levels (around 22 per-
cent a year in the overnight market of government securities) during
1994, with a temporary increase during the 2-3 months following the
fixing of the exchange rate. They agreed to consider the mission’s
suggestions to increase real interest rates in the early months of
1994 if a start was to be made in reducing inflation, and to keep them
higher for a longer period than currently envisaged after fixing the
exchange rate in order to bring inflation down faster to international
levels and thus limit the extent of the likely real appreciation of
the currency. The authorities were working on the possible path of
the real interest rates during 1994.

To facilitate the conduct of monetary policy, and given their
intention not to accumulate additional international reserves, the
authorities introduced last week an interest rate equalization tax of
3-5 percent to slow down the inflow of private capital that would be
attracted by the high domestic real interest rates. Furthermore, they
were considering the possibility of inducing a reversal of such flows
by raising the tax rate should the public sector decide to access the
international capital markets. They recognized, however, the poten-
tial risks of this policy and stated that they would manage ("fine
tune") the tax rate in the light of developments.

The authorities have established a commission to look into the
likely effects of a sharp decline of inflation on the public financial
institutions, and to make recommendations on how to deal with these
effects. The mission noted that there may be a need to extend this
review to the private financial system, and suggested that consider-
ation be given to possible technical assistance from the Fund.

In an attempt to eliminate inflationary inertia caused by index-
ation based on past inflation, the authorities have just announced
their intention to introduce an indexation mechanism linked to the
rate of devaluation of the currency. As this index would help adjust
prices (including public prices) and contracts by virtually
contemporaneous inflation, its widespread adoption would imply a
comprehensive synchronization of price adjustments that, in turn,
would allow a sharp decline of inflation upon fixing the exchange
rate. The authorities expect this index to be used (voluntarily) in
most private sector contracts because de facto would permit indexation
to the U.S. dollar, which is now prohibited.




The authorities intend to introduce new wage legislation that
would establish full monthly adjustments (based on the new index) of
public wages and the minimum wage. 1/ To avoid an increase in real
wages caused by the shortening of the indexation period and declining
inflation, the new legislation also would establish (just before the
new indexation mechanism is applied) that public wages and the minimum
wage would be converted to their average real levels of the last
4-12 months. The authorities were considering various options
regarding the timing and modalities of this legislation because the
current law requires that a full cycle of wage indexation be completed
before new legislation can become effective; this cycle would be
completed around mid-year. Private sector wages will continue to be
freely determined.

Once wage and other contracts are based on the new index, and
following several months of strong financial policies, the authorities
intend to fix the exchange rate in the context of an exchange rate
regime that involves full backing of the currency, perhaps along the
lines of a currency board. (The specifics and timing of this process
still have to be defined.) The authorities indicated that a real
appreciation of the currency of around 12 percent could be expected if
inflation does not decline immediately to international levels, but
stated that such an appreciation should not cause major problems given
the present strength of the external current account and the likely
large inflows of private capital that could be attracted by the stabi-
lization of the Brazilian economy. Nevertheless, they expressed con-
cern about the possibility of political pressures to fix the exchange
rate before having demonstrated fiscal policy strength and before the
new wage legislation has been put in place.

Simultaneously with the fixing of the exchange rate, public
prices and perhaps the indicator used to index tax liabilities (UFIR)
would be frozen. The authorities recognized that the fiscal program
would need to include an additional margin to cover a possible erosion
of public revenue in real terms caused by this freeze.

The proposed constitutional reforms include modifications in
public employment and social security provisions, reallocation of
expenditure responsibilities among the various levels of government,
reduction of revenue earmarking, and taxation of energy and tele-
communications. These reforms are expected to be approved by Congress
by mid-March 1994. As several fiscal measures envisaged for 1994
(including the Stabilization Fund) are of a temporary nature, the
authorities agreed to quantify the potential yield over the medium

1/ Currently only partial adjustments are made on a monthly basis,
while full indexation takes place every four months for the minimum
wage and once a year for public wages.




term of the proposed constitutional reforms on the public finances to
ensure that the planned fiscal adjustment can be sustained.

The economic program also includes a further reduction of import
duties in the process of moving towards a uniform external tariff
structure among members of MERCOSUL, and a broader scope of the
privatization program, which would include the electricity sector and
the sale of minority holdings in private companies. To this end, the
authorities were working on the necessary legal framework, which in
their view could take 4-6 months to be in place. The authorities are
considering paying off debts resulting from mortgage subsidies
(amounting to US$9 billion) and from compulsory loans obtained by the
Federal Government in 1986 (amounting to US$4 billion) by issuing
special bonds that could be used as means of payment in the privati-
zation program. The mission urged the authorities to prepare and
announce a timetable of the planned privatizations in order to re-
establish confidence in this program, which has been affected by slow
progress since October 1992.

cc: FAD, LEG, MAE, PDR, RES, SEC, TRE, WHD -
Ms. Saunders
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INTERNATIONAL MONETARY FUND
WASHINGTON, D. C. 2043|

CABLE ADDRESS

MANAGING DIRECTOR INTERFUND

November 29, 1993

Dear Minister Cardoso:

Thank you for inviting me to attend the opening signing of the
documents pertaining to the financial agreement with Brazil'’s creditor
commercial banks.

Unfortunately, I have just returned from an overseas trip and have had
to turn immediately to the new ESAF arrangements, and thus I am not able to
attend the ceremony.

I hope all goes well as this signing constitutes another step towards

completing the agreement.
Sincerely yours, L\/thkv4;>

Michel CaﬁZ;;:::\\\\——————7

—

Minister Fernando Henrique Cardoso
Minister of Finance

Four Seasons Hotel

Toronto, Canada
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International Monetary Fund
Fax # (001202) 623.4661

November 23, 1993.

=)

S
Dear Mr.Camdessus P
Py
I am writing to you to confirm that negotiations have
been successfully concluded between the Brazilian =
Government and the creditor banks and that the documents &
pertaining to this financial agreement will be signed in
Toronto, Canada, on November 29, 1993. 4

I have the pleasure to invite you to attend the opening
signing ceremony to be held at the Four Seasons Hotel,
at 11:00 a.m. on Monday, November 29. A luncheon will
follow on the top floor restaurant at the same hotel. I
look forward to meeting you on both occasions.

S8incerely yours,

FERNANDO HENRIQUE CARDOSO
Minister of Finance of Brazil
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The Honorable Michel Camdessus
Managing Director

International Monetary Fund
700:°'19th Street, NW - Room 10-100
Washington, D.C. 20431

November 21, 1994

1&&3 dary WMMAAA??’vt)

I have the honor to inform you that Mr. Fernando
Henrique Cardoso will be inaugurated as the President of
Brazil on January lst, 1995.The Brazilian Government will be
most pleased if the International Monetary Fund (IMF) would
be represented at the inaugural ceremonies by a specially
designated delegation.

Some data are provided in the document "Presidential
Inauguration - Basic Information", attached herewith. The
final program for the occasion is the following:

January 1st, 1995 - Sunday

3:00 pm- The special missions greet His Excellency
Itamar Franco, President of the Republic, and
present their Letters of Credence

Location: Paldcio do Planalto

Dress: Dark suit
Corresponding uniform
National attire

4:30 pm - Inauguration of His Excellency Fernando Henrique
Cardoso and His Excellency Marco Antonio de
Oliveira Maciel as President and Vice President of
the Republic, before the National Congress
Location: Chamber of Deputies
Dress: Dark suit
Corresponding uniform
National attire

ev@ CAetion)




5:30 pm - Handing over of the sash of office by His
Excellency Itamar Franco to His Excellency
Fernando Henrique Cardoso

Location:
Dress:

Paldacio do Planalto
Dark suit
Corresponding uniform
National attire

9:00 pm - The special missions greet His Excellency
the President of the Republic and Mrs.
Fernando Henrique Cardoso.

Location:
Dress:

Palacio Itamaraty

Black Tie with decorations
(miniatures)

Corresponding uniform
National attire

Long dress

9:30 pm - Reception in honor of the foreign special
missions and Brazilian senior officials, hosted by
His Excellency the President of the Republic and
Mrs. Fernando Henrique Cardoso

Location:
Dress:

Paldacio Itamaraty

Black Tie with decorations
(miniatures)

Corresponding uniform
National attire

Long dress

Three members of the special missions will be
invited to all the above-mentioned events, and their spouses
will be invited to join them in greeting His Excellency the
President of the Republic and Mrs. Fernando Henrique
Cardoso, as well as to the reception.

There will be no special program for spouses.

Sincerely,

/W 2 i SR

ar A |

gulo-Tarﬁé Flecha de Lima

[

-



ANATZ,

o)) ; d

\&y: Office Memorandum.

~g;::‘o

To: The Managing Director November 12, 1993

The Deputy Managing Director

From: S. T. Beza /p//7 /fg
/ rd P

Subject:| Brazil--Staff Visit
\ SN

\\ /

g During the Annual Meetirgs the Brazilian authorities
said that their economic program for 1994 would seek a reduction of
inflation on the basis of a strengthening of fiscal policy and a de-
indexation of the economy, based on the fixing of the exchange rate in
the context of a currency board. They promised to send us material on
these matters to assist us in preparation of a staff visit.

2. Material has been sent to us in the past few days which
clarifies some aspects of fiscal plans but still leaves many
questions; our tentative view is that they are not planning enough
fiscal improvement. Also, the authorities have dropped the idea of an
exchange rate anchor (for fear of a real appreciation of the
currency). They refer to other means for dealing with inertial
inflation and expectations, but have not specified how this might be
done (their latest views on monetary and exchange rate policies have
not been communicated to us and they apparently are concerned about
doing this by fax).

3. The authorities are now anxious to have the staff travel
to Brasilia to discuss their plans before the Minister’s announcement
to the public in late November (the visit would be about two weeks
later than originally contemplated by the authorities because of
delays in their schedule).

4. I do not think it advisable to deny the mission at this
stage, and our plan is to have the staff travel on Monday night
(November 15). The visit will have to be a brief one in view of the
Minister’s schedule for making his announcement. Moreover, the staff
will not be in a position to endorse the program of the authorities as
it emerges, given the recent changes in plans and the numerous
elements of policies that still need to be investigated by the mission
in just days.

=15 I have discussed with Mr. Kafka the difficulty of the
mission giving definitive views on the 1994 program in the light of
the circumstances described above. He was of the same view.

cc: FAD, LEG, MAE, PDR, RES, SEC, STA, TRE
Ms. R. Saunders
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3 MINISTERIO DA FAZENDA
s SECRETARIA DE POLITICA ECONOMICA
| FESPILLANADA NDOS MINISTERIOS BL. P, 3° andar \8( A
CEP.: 70.048-900 - BRASILIA / BRASIL A-
i
FAXN": /SPE
; Brasilia, 08/11/93
B8 |
| Folha dc rosto para Facsimile
To: Dr. Steric Beza

¢/o Prof. Alexander Kafka
Fax: 6234994

From: Prof Winston Fritsch
Phone: (061) 226.3732/225.0723
Fax: (061)225.0143/223.5734

N° of pages: 10 (including this)

.

Dear Prof. Kafka,

See.

Please find enclosed the matenial we promised to forward to Dr. Beza

‘Best regards, @
(/p Windtdn Fritsch

today.
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Brasilia
8 November 1993

Dear Dr. Beza,
As agreed last week, I am forwarding you:

(i) the latest estimates of the Central Government. Borrowing
Requirements for 1993. Estimates of Total Public Sector -Borrowing
Requircments for 1993 will be sent next Wednesday;

(ii) an outline of the proposed fiscal measures to achieve an operational
balance next year which could be fully financed by already budgeted loans
from the multilateral banks. This outline includes an estimate of the fiscal
impact of cach individual mcasurc and an indication of the Icgislative stratcgy
[or their approval.

I look forward to being of help in answering any doubt you may have
rcgarding this and furthcr matenial to be sent to you.

Sincerely yours,
C ke

(p] Winston Fritsch

.82
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(i) Ultimas estimativas para as Necessidades de Financiamento do Governo
Central em 1993: ver Quadro 1 ¢ "Obscrvagdces sobre a Projegdo do
oGuU/e3" ‘

.83
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OBSERVACOES SOBRE A PROJECAQ DO
OGU/93

1. A previsdo para as necessidades de financiamento do OGU
em 1993 foram elaboradas pela SOF/SEPLAN considerando, do

lado da receita, uma projegao da SRF/MF com base nos dados
realizados até setembro e 35% de inflagdo até o fim do ano.

2. Do lado da despesa, a previsdo corresponde as dotacdes
aprovadas no Orgamento, mais os créditos adicionais
concedidos até o momento, ndo se esperando novos créditos
até dezembro, seja para pessoal, beneficios previdencidrios
ou outros custeios, sendo, por isso, uma posigdo de 1993
praticamente fechada.

3. Para o float, haveria a necessidade de efetuar-se uma
nova programacadc das despesas do tesouro, com base na dltima
posicdao das despesas enviada pela SOF/SEPLAN. Ka falta de
melhor informacdo, repetiu-se o percentual do PIB de 1992
(2,3% do PIB) sendo que tal procedimento ndo parece
corresponder a superestimativa, considerando-se que no que
se refere as despesas previstas para pessoal e encargos
sociais o float esperado situa-se em torno de 1% do PIB.

4. No que se refere as transferéncias a estados e municipios
ndo fol considerado o valor enviado pela SOF, até o momento,
por nao estar compativel com a receita incluida nas
projecoes. Para efeito da previsdo ora enviada foi feita uma
estimativa das transferéncias, a partir dos impostos
incluidos no cédlculo, acrescida do valor das transferéncias
para pagamento de pessoal do DF e territérios e das
transferéncias de capital fornecidada pela SOF.

5. Das demais despesas correntes foi deduzido o valor da
fonte 150 correspondente aos juros do FAT, tendo em vista
que as despesas porventura geradas com essa fonte ja
estariam sendo captadas no chamado “ajuste FAT", que nada
mais é do que o superévit primario daquele fundo.

6. Saliente-se que os dados ora enviados correspondem ainda
a uma estimativa preliminar, estando sujeitos a
aprimoramento posterior, especialmente no que se refere as
despesas liquidas com juros da divida pdblica.

8sS
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(if) Proposta de ajuste fiscal para 1994

A sequéncia proposta para o ajuste fiscal em 1994 estd
sintetizada no quadro "Projeg¢des das Necessidades de Financiamento do
Govemo Central de 1994". Os dados cstio todos em porcentagens do PIB a
pregos constantes, no conceito de competéncia. O quadro comporta cinco
colunas, que se descrevem a seguir:

Coluna (1) - Inicial, Agosto de 1993 - Sumana os dados da
proposta orgamentaria de 1994, conforme submetida ao Congresso Nacional
em agosto de 1993. Prevé um déficit operacional de 6,1% do PIB. A conta de
juros, nesta coluna como nas demais, supée uma taxa de 15% a.a. para a
divida interna ¢ 6% a.a. para a divida extemna.

Coluna (?) - Corrigida, Outubro de¢ 1993 - Comporta duas
alteragdes técnicas em relagdo a coluna (1). Em primeiro lugar, substitui as
projegdes dc inflagdo declinante ao longo de 1994, contidas na proposta
orgamentarid, pelo suposto da manutengdo de uma inflagdo constante ao nivel
arual de 33% a0 mes. O propdsitu dedde caciviviv & mustrar o cxagero
contido nas previsbes para pessoal, beneficios ¢ contribuigdes
previdencianias, devido ao fato que esses items estdo legalmente indexados &
inflagdo passada c, portanto, seu valor real sobe quando a inflagdo cai. Esta
comreydv implica uma queda do déficit operacional para o ano que vem, de
6,1% para 4,9% do PIB. A Coluna (2) tanbém inclui outra corregdo, a saber,
a exclusdo, tanto das receitas (no item principais contribuigdes) como da
despesa (no item pessoal), da parcela paga pela Unjdo para o plano de
seguridade de seus scrvidorcs.

Coluna (3) - Com ajustes, Novembro de¢ 1993 - Introduz novas
estimativas da receita para o ano que vem, que envolvem fundamentalmente a
eliminagdo do itcm dc "csforgo de arrecadagdo”, equivalente a 0,5% do PIB,
introduzido na proposta orgamentaria original. As novas cstimativas supdem a
manutengio do IPMF, mas com uma arrecadagdo mais wodesta de US$ 400
milhdes por més. Elas, entretanto, excluem o pacote de medidas tributarias
infraconstitucionais que cstdo cm processo de aprovagdo no Executivo, assim
como o impacto de novos impostos sobre grandes fortunas, sobre os ativos
das empresas, e sobre os lucros dos bancos, que dependem de decisdo do
Legislativo.

As cstimativas da coluna (3) - no que se refere aos items de
pessoal, beneficios e contribuigdes previdenciarias - também supdem que, em

.01
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dezembro, os salarios, tanto dos scrvidores, como da iniciativa privada
(incluindo o salario minimo), serdo convertidos pela média real observada
(seja ao longo do ano de 1993, seja no ultimo quadrimestre de 1993),
passando em scguida a screm corrigidos mensalmente pela iltima UFIR
disponivel. O resultado desta conversdo ¢ que os valores para pessoal e
beneficios ficam muito proximos da coluna (2), mas agora (dada a politica de
mensaliza¢@o dos ajustes salariais) se tornam praticamente imunes 4 inflagdo.
A receita ja ¢ ufirizada ¢ o governo pretende dispender em outros custeios e
capital os valores ue efetivamente apareccréo na nova proposta orgamentaria
a ser submetida ao Congresso. Em consequéucia, a partir da coluna (3),
toma-sc irrclevante conhecer a taxa de inflagido implicita nas projegies. Tsto,
no suposto adicional que os ganhos de receita com o efeito Tanzi serdo
suficientemente fortcs para compensar a perda de receita do IOF e do TPMF,
no caso de uma queda acentuada da inflagéo em 1994. Note-se ainda que o
suposto de ‘ufirizagdo’ do orgamnento implica adotar uma hipétese de ‘float’
igual a zero em 1994, o que d4a uma margem adicional de seguranga para os
dados apresentados. .

Finalmente, a coluna (3) mntroduz a hipétese de que na nova
proposta orgamenliria serdo cortados cerca de 40% dos gastos com outros
custeio e capital financiados com recursos livies (i.e., ndo vinculados),
contidos na proposta de agosto de 1993. A SOF ja estd trabalhando uesses
COrtes. ‘

Semr ajustes constitucionais, a previsGo. para. o déficit
operacional no proximo ano € igual 4 3,1% do PIB.

Coluna (4) - Com revisdo constitucional - Contém as principais
variagdes de receitas € despesas caso scjam a tempo aprovadas as propostas
de revisdo constifucional a serem dpresentadas no final de novembro e que
estdo sumariadas nas notas ao quadro. A aprovagdo dessas propostas implica
aproximadamcnte zerar o déficit operacional para o ano que vem.

Coluna (5) - Com Fundo de Cstabilizagdo - Na falta da revisdo
constitucional, propor-se-a no final de novembro 4 aprovagdo de uma unica
cmenda constitucional criando um Fundo de Estabilizagao por dois anos. Este
fundo - no valor dc 3,6% do PIB - permitira em primeiro lugar uma ampla
desvinculagdo da receita, logrando uma redugdo de gastos (nas transferéncias
para Estados € Municipios € em outios custeios ¢ capital financiados com
recursos vinculados) de 1,1% do PIR Em segundo lugar, criard uma
sobretaxa sobre todas as receitas do governo federal, gerando recursos
adicionais equivalentes a 0,9% do PIB. Haverd, adicionalmente, um ganho
consideravel, da ordem de 1,6% do PIB, na flexibilizagdo da alocag¢éo de
recursos no orgamento.

.82




o SR

AL e

MBI M A ¥

A

b
L

11/8871993 17:38  FROM NEFP/SEPE/GRABINETE TO 9012826234994

Os recursos desse Fundo permitirio zerar as necessidades
internas de financiamento do governo federal, que apresentard entio, em
1994, un déficit operacional de apenas 0,9% do PIB, equivalente aos
recursos internacionais (fundamentalmente do BID ¢ do BIRD) j4 inscritos na

proposta orgamentiria. Travada assim inlcgralmente a necessidade de
emissdo de quase-moeda (fitulos mobilidrios do Governo Federul), podera

entdo o governo partir para um efetivo programa de estahilizagdo a partir do
proximo més de janeiro.

Quadro 2 (anexo)
Notas relativas ao Quadro 2:
(1) Conforme orgamento enviado ao Congresso em agosto de 1993.

(2) Substiti as projegdes de wflagdo declinante do orgamento pela hipétese
de inflagdo constante a 35% ao més. Em conseyuéncia, caem a folha dc
pessoal, as contribuigdes e os beneficios previdencidrios. Retira, tanto da
receita quanto da despesa, a parcela da Umdo para o plane de seguridade de

seus servidores.

(3) Intlagdo: 35% a.m. Conversido “pela média” de saldrios e beneficios, em
Jjaneiro d¢ 1994, scguida de utinzagdo. Corte equivalente a 1,3 % do PIB em
Outros Custeios e Capital (OCK). Novas estimativas da receita, de novembro
1993. ‘

Memo: As novas estimativas da receita n3o incluem o impacto
das seguintes medidas fiscais infraconstitucionais que devem ser enviadas ao
Congresso cm novembro de 1993:

* imposto s/grandes {ortunas: 0,04 %PIB

* imposto s/ativos: 0,50 %PIB

* contribuigdo s/ lucros bancos: 0,09 %PIB
TOTAL: 0,63 %PIB

(4) Inclui, além da conversdo pela média de salirios e heneficios e corte de
1,3% do PIB no OCK, o impacto das seguintes mudangas constitucionais a
serem enviadas ao Congiesso em novembro 93:

* Cniagdo de imposto especial sobre energia,
combustivcis ¢ telecomunicagSes 0,8% PIR

.83
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* Exclusdo do IR-foate pago pela Unido dos ['undos
de Participagdo de Fstados e Municipios 0,2% PIB

* Suspensao, por dois anos, dos incentivos
fiscais constitucionais 0,4% PIB

* Suspensdo, por dois anos, das transferéncias aos
Estados exportadores (10% IPI) e aos fundos
regionais 0,4% PIB

* Estabelecimento, por dois anos, de um teto,
igual ao valor de 1993, para os Fundos de

Participagdo de Lstados € Municipios 0,3% PIB
* Pagamento reduzido de servidores postos em

disponibilidade 0,3% PIB

TOTAL 2,4%PIB

(5) Inclui, além da conversdo pela média de salarios e bepeficios e corte de
1,3% do PIB no OCK, o impacto da criagdo de um Fundo Constitucional de
Estabilizacdo, no valor de 3,6% do PIB, constituido a partir de:

* Sobretaxa de 5% a receita total, sobre a qual nfo incidira
qualquer vinculagdo constitucional ou legal (0,9% do PIB),

* Retirada de 15% da receita total, antes da aplicagdo de
qualquer vinculagdo constitucional ou legal (2,7% do PIB). Desses 2,7%,
1,1% do PIB constitui efetiva economia de despesas, por redugdo das
wransferéncias constitucionais para Estados ¢ Municipios (0,5% do PIB) e de
outras despesas de custeio ¢ de capital [eitas com recursos vinculados (0,6%
do PIB). Os restantes 1,6% do PIB aumentam a margem de flexibilidade de
alocagfio de recursos no orgamento.

.04
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Tox Mr. Fajgenbaum November 8, 1993
From: Jan F. van Houten.zgaL{

Subject: Brazil--Briefing for Staff Visit

Thank you for sending us a re¥ised version of the brief.
From the redraft it would appear that the state of policy and program
preparation by the authorities has taken a step backwards since the
Annual Meetings. It now appears that there is considerable
uncertainty about the role of the exchange rate in the anti-inflation
program. Yence the design of monetary policy is also uncertain. In
the absence of a specification of these elements, the program could in
rrinciple fall anywhere in the range »f shock versus gradualism. The
fiscal adjustment required would most likely not be the same over this
range. Nonetheless, the brief seems to preempt any further discussion
by stating that "targeting an operational balance of zero may be all
that is feasible". It is not clear at this stage how the mission is
to reconcile this observation with the Country Strategy Brief for
Brazil and the most recent summing up of the Article IV consultations
(see opening paragraph).

The brief rightly stresses that the fiscal package be based
on sustainable measures. But it also appears to leave the door open
for a package based on other measures by asking the mission to discuss
the authorities’ plans in the event Congress fails to approve a
constitutional revision and related fiscal measures before year-end.
There is a presumption that replacement measures would not be equally
durable or sustainable, and hence are unlikely to form the basis for a
credible fiscal adjustment--and Fund support. In view of these major
uncertainties in fiscal program design it would appear premature for
the mission to discuss contingency fiscal measures in the event of
slippages (top of page 5).

The discussion on monetary policy leaves the reader with
little to hold on to, except that it must be "tight". In the absence
of a specification of the role for exchange rate policy, this may in-
deed be all that can be said at this highly preliminary stage. Still,
the brief could indicate the staff’s view on the role of the exchange
rate, and hence of monetary policy, in bringing down inflation. As a
minimum it should indicate that a real exchange rate rule (see page 3)
in unlikely to be compatible with a credible disinflation program.

We would reiterate our view that a briefing memorandum on
this important case be formally cleared by PDR.

cc: FAD, LEG, MAE, RES, SEC, STA, TRE, WHD
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Subject: |Brazil--Briefing for Staff Visit

October 29, 1993

\

Whilé I understand that the discussions at this stage are
likely to be of an exploratory nature, the briefing could usefully
include greater specificity with respect to monetary policy,
especially the likely impact of de-indexation on financial instruments
and institutions. Adoption of a currency board arrangement alone
(assuming that adequate fiscal adjustment can be secured) does not
obviate the need for active short-term liquidity management,
especially when capital flows potentially can be destabilizing.
Further, Brazil’s financial system is subjected to numerous regulatory
and portfolio requirements that distort the efficient intermediation
of resources, and the mission will wish to review with the authorities
their current plans for liberalization.

Finally, in light of the important relaxation of macro-
economic policy combined with the recent policy initiatives (as
outlined in the "Immediate Action Program" of June 1993 as well as the
stated intention of eventually adopting a currency board arrangement),
it is not clear that the November 1992 Country Strategy Brief can
continue to guide policy discussions. Following your visit, and as
the political scene clarifies, you should probably consider revising
the CSP.

I have the following specific observations.

° You will want to investigate the factors underlying the
sustained decline in real interest rates during 1993. In this context,
the impact of capital inflows on banks’ liquidity should be reviewed.

° The status of financial sector reforms should be reviewed,
particularly progress in restructuring the Federal Savings Bank and
the state banks, and in developing an appropriate legal framework. To
what extent have credit subsidies been passed to the budget?

. You will want to discuss with the authorities the potential
for elimination of existing exchange restrictions and the multiple
currency practice. You could also advise on the benefits of elimina-
ting capital account restrictions, including the credibility that this
would lend to the new currency board arrangement.

. It would be appreciated if the mission could ascertain
whether the authorities remain interested in MAE technical assistance
and, if so, what is the likely timing. This would help us plan our
resources.

cc: FAD, LEG, PDR, RES, STA, TRE,SWHD

Contributors: D. Duefias, A. Kovanen, E. Milne
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To: Mr. Fajgenbaum October 29, 1993

From: Jan F. van Houten S_ 3
SN ‘/J

Subject: Briefing for Staff Visit

A short brief of this type may be appropriate for exploratory
discussions--as we believe should be the case. Nonetheless, even for
such discussions the brief is cast in overly general terms, and lacks
specifics in most areas, including the key one of fiscal policy.
Substantive negotiations would require a far more detailed brief--
notwithstanding the existence of a medium-term strategy brief.

For present purposes, the following issues should be
clarified:

i The brief points out that management and staff have taken the
position that a more ambitious target than the zero public sector
operational balance envisaged by the authorities is needed to underpin
an effective stabilization program. The medium-term strategy paper
indicated that an operational surplus of 2 percent of GDP would be
necessary under a heterodox stabilization program, and the brief
should indicate whether this continues to be the position of the
staff.

2 Some indication of the type of fiscal measures contemplated--
and which ones depend on constitutional reform--would be helpful. At
the same time, it is surely premature to discuss contingency fiscal
measures at this stage.

31, There is only passing reference to the de-indexation
mechanism proposed by the authorities, and some elaboration of what is
envisaged for this crucial element of the program is needed,
particularly as the brief hints that there may be problems with it.

4. The brief is completely silent on structural policies and it
should at least mention the main structural elements that would need
to be incorporated in the program.

3 Mr. Kuhn has advised that the phrase "which would consider
Brazil's request . . . is in place" on page 3 should be deleted, as
it does not reflect the view of all the export credit agencies.

6. Given the exploratory nature of this mission it would not be
appropriate to raise the issue of access and phasing. Nonetheless,
the mission could reiterate that a possible financial arrangement
would be of a precautionary nature, although the moderate use of Fund
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resources could be envisaged to help finance the enhancements under
the debt package with commercial banks.

7. Drafting suggestions are attached. We would also propose
that a briefing memorandum of this potential importance be cleared
by PDR.

Attachment

cc: FAD, LEG, MAE, RES, STA, TRE, WHD
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To: Mr. Fajgenbaum October: 29, 1993

From: Richard Hemming

>4
Subject:/Brazil--Briefing Paper

‘_/
\Wﬁ”agree with the thrust of the staff position, but have
a few questions and comments.

13 We note that the primary surplus is projected to decline
during 1993, but the projected public sector operational balance for
year-end is not mentioned and the reasons for the decline are not
discussed. We also had some difficulty tracing the link between the
projected 1993 fiscal outturn and the fiscal program for 1994.

5 To better assess the feasibility of achieving a public sector
operational balance of zero in 1994, the brief should provide more
detail about the specific measures proposed by the authorities and the
measures that the staff would like to endorse. What would be the
revenue yield of tax measures and the savings from expenditure cuts?
We are especially concerned that the expenditure cuts proposed by the
authorities are short-term rather than lasting impact solutions.

As we have indicated in past reviews, the authorities have to be fully
committed to a comprehensive policy package along the lines
recommended by the various technical assistance missions.

B The brief states that: "Preliminary official estimates
indicate that achieving the authorities’ objective would require
measures with a fiscal yield of at least 7 percent of GDP." This is
very obscure and needs clarification. What are the foundations for
believing that the Government will be in a position to come up with
such a large fiscal adjustment given current political and economic
uncertainties? Some of the fiscal measures, such as modifying the
revenue sharing formula, the reallocation of expenditure
responsibilities among the various levels of governments, and the
reduction in the earmarking of taxes, require amendments to the
Constitution. These measures are facing considerable political
opposition and will be difficult to materialize. Besides, what are
the contingent fiscal measures to be implemented by the authorities if
the required amendments to the Constitution do not materialize before
the end of the year?

4. The proposed constitutional amendments include measures such
as a comprehensive civil service retrenchment program, reduction of
pension benefits, and the transfer of education and health care
responsibilities to state and local governments that will have an
adverse effect on certain groups of the population. Some of these



measures could also lead to a transitory increase in the number of the
poor. In view of these negative social implications, and also in view
of the limited coverage of the social security arrangements, one

important issue for the mission and the authorities to address will be

the possibility of implementing a comprehensive and cost effective
social safety net.

Contributor: Juan Amieva

cc: FAD
LEG

PDR
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& Office Memorandum

“C)A“‘é

To: The Managing Director September 25, 1993

The Deputy Managing Director

From: S. T. Beza Mﬂ

Subject: Brazil--Meeting with Minister Cardoso

In the last two days we have held discussions with Brazilian
officials on their economic program for 1994. As described in the
back-to-office report of September 15, 1993, the program would seek a
sharp reduction of inflation in 1994 on the basis of a strengthening
of fiscal policy and a deindexation of the economy, culminating in the
introduction of a currency board arrangement, say, at the end of March
1994.

We were told that the intention is to present the program to
the Congress by mid-November, with the hope that the fiscal package
would be approved by the end of the year. They would include the
proposed currency board arrangement in the November presentation, with
the proviso that its introduction would depend upon the adoption of a
suitable fiscal policy.

We have made some progress in understanding the process of
deindexation envisaged by Brazilian officials, but a number of
questions remain to be answered. The mechanism for the synchroni-
zation in the adjustment of wages and prices (so as to permit a sudden
deindexation without disturbing relative prices) is complex, and we
are trying to identify the elements of the proposal that are vital for
this mechanism to work as expected. Also, we are concerned (as are
the officials) that the synchronization of wage and price adjustments,
together with fears that a wage price freeze is in the offing, may
induce a sharp acceleration of inflation. In fact, it is difficult to
envision the conditions that could prevail in this transition period
under the approach favored by officials of announcing at an early
stage the preparation of deindexation and the establishment of a
currency board.

On the fiscal side, officials say that their aim is to
achieve a public sector operational balance of zero in 1994. We have
been suggesting more. Preliminary official estimates indicate that to
achieve the objective of a zero operational balance would require
measures with a fiscal yield of around 7 percent of GDP, and this
estimate is likely to be revised upwards; it should be noted that
estimates of expenditure have been raised considerably in recent weeks
because of court rulings and budget decisions. A part of this gap
could be closed by measures that prevent unintended increases in real




wages and social security benefits stemming from the reduction of
inflation.

Officials have prepared a list of possible fiscal measures,
but their effect is still being quantified. Some of these measures
could be implemented immediately, but others would require
congressional approval, including amendment of the Constitution. Some
of these measures have been submitted to Congress in the past and have
faced considerable political opposition. However, the Brazilian
officials believe that by presenting their economic program as a
comprehensive package of fiscal adjustment and deindexation to reduce
inflation sharply, they will be able to obtain the political support
needed for Congressional approval.

Brazilian officials have a long way to go to complete the
framing of a comprehensive plan as a number of policies (in the fiscal
and other areas) remain to be defined and quantified. Indeed, having
all of the parts of their package ready for presentation to the
Congress by mid-November is an ambitious objective.

Brazilian officials said that they would continue to work on
the program in the coming weeks, and asked about the possibility of a
staff team visiting Brazil around end-October to help them with this
work. They agreed that for a visit to be the most productive we
should receive some preliminary estimates of the effects of the
measures contemplated, before such a visit.

We had a discussion of the timing of Fund involvement, on the
assumption that a suitable fiscal package is legislated or otherwise
put in place by the end of this year. On this assumption they would
like to have us present a request for a SBA in the course of January
1994 for Board discussion in February. However, they would not be
ready to implement the currency board arrangement at that stage
because under existing legal provisions backward indexation of wages
and other contracts could not be completed before the end of March.
This would mean going to the Board while inflation could be running
very high under the pressure of bringing wages and other contracts up
to date. They had difficulty with the alternative we raised of
waiting to go to the Board after the currency board was in operation
because this would mean delaying further the completion of the
commercial bank debt package (they have a tentative agreement with the
lead banks to shift the closing date of the package from November 30,
1993 to end-February 1994)

ec" FADY/LEG, MAE, PDR, RES, SEC, TRE, WHD
Ms. Saunders
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Brazil--Economic Program for 1994

During the recent staff visit to Brazil there was little discussion on
the specific features of the economic program for 1994. As the measures to
be included in the fiscal effort were still to be defined, and the mechanism
for deindexation was to be re-examined, there are several issues that need
to be clarified or developed further. Also, there is a need to discuss
policies other than those of the fiscal area to be included in the program
for 1994.

With the purpose of making the forthcoming discussions in Washington
the most productive possible, we are providing below a provisional list of
issues and questions that would need to be elaborated in some detail if we
are to understand and to be able to evaluate the authorities’ economic
program. In order to shorten our questions, we refer to the moment in which
the deindexation is to be introduced as "D-day."

Public finances

< I Which measures would be adopted to achieve the authorities’ fiscal
objective (zero operational balance of the public sector) in 1994? (Please
note that to achieve this objective the yield of the measures may need to
exceed the difference between the baseline prepared by the staff and the
authorities’ objective; some categories of expenditure may be underestimated
(in real terms) in the baseline because the rate of inflation assumed in the
baseline is likely to be higher than the one envisaged in the program.) For
each of the measures it would be important to know:

a. Does it require Congressional approval?
b. When would it become effective?
c. What would be its fiscal yield, and how was this yield estimated?

. Do these measures compensate for the possible loss of the IPMF?

3; Are the tax measures in the program likely to be approved by the
end of the year so as to avoid the problem of "anualidade"?

4, Given that the budget has been submitted already to Congress, how
would expenditure reduction measures be implemented without

"contingenciamento"?

- What alternative contingency measures are being envisaged in case
of slippages or shortfalls? How fast could they be implemented?

Deindexation

We understand that a new price index will be created to help
synchronize the adjustment of some key prices and wages on a monthly basis,




and that this index could be used also as a reference for all types of
private sector contracts on a voluntary basis.

1 What is gained with the creation of a new index that could not be
obtained by using one of the indices currently available?

24 When would the new index and price adjustment mechanism be in
place?

3. Policy regarding the minimum wage, before and after D-day.

4. Policy regarding private sector wages, before and after D-day.

Ja Policy regarding public sector wages, before and after D-day.

6. Policy regarding public sector tariffs, before and after D-day.

7 How would the average levels of public prices, the minimum wage,
other wages, etc., under the proposed policies (before and after D-day)
compare with the average levels of those variables at present?

8. Will D-day be chosen so as to coincide with a day of price
adjustments?

9. Will there be any price-wage freeze after D-day?

10. Will the private sector be free to continue using the existing
indexation mechanisms (including periodicity and index)?

11. Which are the main private sector contracts that the authorities
envisage will switch the index used or the periodicity of adjustment due to
the creation of the new index?

12. What is the probability of the private sector refraining from
using the new index because it is calculated by an official entity and may
be perceived to be subject to manipulation? How would the process of
deindexation be affected if a significant proportion of the transactions in
the private sector does not shift to the new index?

13. How would you assess the possibility that the synchronized price
adjustment would lead to a shortening of the period of adjustment, increased
volatility of the price level, and an acceleration of inflation?

Financial sector

1. How would you define the stance of monetary policy (before and
after D-day)? How would monetary policy be managed (before and after
D-day)?
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2. What would be the real interest rate envisaged in the program
(before and after D-day)?

3. What would be the public-sector domestic interest bill resulting
from this interest rate policy?

4, What would be the effect (quantified) of a sharp reduction of
inflation in the solvency and liquidity positions of public and private
financial institutions (taking into account that they now share in the
inflation tax)? How would the authorities respond to a large adverse impact
on the profitability of these institutions?

5. Do you envisage any financial system reform in conjunction with
the program? Are there any plans to change reserve and/or loan portfolio
requirements?

External sector

i Does the program envisage unification of the foreign exchange
markets? How and when would this be achieved?

2. Does the program envisage the use of capital controls? If yes,
under which circumstances?

3 What would be the policy response to real appreciation of the
exchange rate after D-day? Would a margin be created to allow for real
appreciation?

4, What would be the path expected for international reserves, before
and after D-day?

- 3 How would the currency board operate? Will it be a department of
the Central Bank? What will be its relationship with the rest of the
Central Bank and with the public sector?

6. What type of liability will be backed by the currency board? Will
these liabilities have 100 percent backing in foreign exchange? What will
be the initial endowment of foreign exchange of the currency board? If
foreign exchange holdings exceed this endowment, how would the difference be
handled?

Other questions

1 What is the expected path of inflation, before and after D-day?

25 How do you evaluate the possibility that despite detailed
explanations the public finds the deindexation plan complex to understand
and decides to shift its portfolio out of domestic currency thereby causing
an acceleration of inflation or loss of reserves or both?
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3. What would be the effect of the policy measures included in the
program on aggregate demand and output in 1994 and over the medium term?

4, If inflation is not eliminated after D-day, how would the public
finances be affected (it would seem that without indexation revenues would
decline in real terms while expenditures would increase)? How would this
affect the sustainability of the program?

5. In view of the above, is an operational fiscal balance of zero
sufficient for the success of the program?




Office Memorandum

To: The Managing Director September 15, 1993
The Deputy Managing Director
%V /

From: S.T. Beza
;o

Subject:/ Brazil--Back-to-Office Report

e

Attached is the back-to-office report of the recent visit of
Mr. Lizondo and Mr. Traa (both WHD) to Brazil. The Brazilian authorities
are working on an economic program that aims at a sharp reduction of
inflation in 1994 on the basis of a deindexation of the economy and a
strengthening of fiscal policy. They are still in the process of defining
many aspects of their program, and the explanations they provided were
incomplete (and may be revised). Discussions with the staff will resume at
headquarters on September 23, 1993 (prior to the meeting between Minister
Cardoso and the Managing Director on September 25). I _ask that recipients
of this back-to-office report not make copies.

I cannot say I understand fully how the process toward deindex-
ation reierred to in the attached note is to work and how prices will behave
in this context (apparently officials have some questions in this regard
too). Also, the baseline fiscal projection for 1994 worked out by our staff
shows a large gap to be filled by measures if the authorities’ objective of
a zero operational balance as described in the attached note is to be ful-
filled. It may be recalled that we have been suggesting an operational
surplus in order to permit some domestic debt repayment and thus to make the
program safe for any pegging of the exchange rate.

Given the apparent state of preparation by Brazilian officials of
remedial fiscal measures, the week that remains before they meet with us may
not be sufficient to enable them to develop a consistent and quantified
plan.

Attachment

cc: FAD, LEG, MAE, PDR, SEC, TRE, WHD
Ms. Saunders

Contributors
J. Saul Lizondo (WHD)
Bob Traa (WHD)
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Office Memorandum

CONFIDENTIAL
To: The Managing Director September 15, 1993
The Deputy Managing Director
From: S. Lizondo <?j;;

Subject: Brazil--Back-to-Office Report

Mr. Traa and I visited Brasilia during August 31-September 12,
1993 to examine the progress made by the Brazilian authorities in designing
an economic program that might be supported by the Fund. We held discus-
sions with officials from the Ministries of Finance, Planning, and Social
Security, and the Central Bank. The authorities are working on an economic
program that they hope will yield a sharp reduction of inflation in 1994 on
the basis of a deindexation of the economy and a strengthening of fiscal
policy, although their efforts seem so far to have been centered on the
former.

The Administration faces sizable political difficulties at this
time. The largest political party (PMDB) is considering withdrawal of its
support in the Congress, and the Executive seems to havc made only limited
progress in framing a set of proposals for the constitutional review sched-
uled to start on October 6, 1993. Rising inflation and pressures for a
quick response to that problem are giving rise to expectations about the
imminent adoption of an economic shock program based on heterodox (control)
measures.

Monthly inflation has continued to increase, reaching 34 percent
in August 1993 compared with 24 percent in the last quarter of 1992. Real
interest rates have declined during 1993 to virtually zero in July and
August, compared with 10 percent (on an annual basis) during the first
quarter of the year and much higher levels in 1992. The external trade
balance registered a surplus of US$8 billion in the period January-July 1993
(US$8.6 billion during the same period of 1992). Gross international
reserves have increased by about US$2 billion since end-1992 to an estimated
US$25.9 billion by end-July 1993, reflecting in part a new surge in private
capital inflows.

Fiscal policy has weakened significantly during 1993, despite a
relatively strong recovery in tax collections during January-May. The staff
now projects a public sector primary surplus of 1.5 percent of GDP in 1993
compared with 2.1 percent of GDP in 1992. This deterioration reflects
increases in the wage bill and pension benefits, as well as higher "other"
current and capital expenditure. Also, the tax on bank debits (IPMF), which
was expected to strengthen the finances of the Central Government during the
second semester, is now expected to yield about half the amount originally
envisaged by the authorities.

The Brazilian officials stated that no new measures are contemplated
for the next few months, and indicated that they expect monthly inflation to
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continue at around 35 percent a month for the rest of the year. As a con-
sequence of the sharp reduction in domestic real interest rates, the
operational fiscal deficit is now projected to decline from 2.3 percent of
GDP in 1992 to 0.5 percent of GDP in 1993 (demonstrating that the opera-
tional balance cannot be utilized as an indicator of the fiscal stance
without specification of an appropriate interest rate policy).

It should be noted that in the absence of new policy initiatives,
a major further deterioration of the public finances can be expected in
1994, as the budget proposal recently submitted to Congress envisages
increases in the public sector wage bill, pension benefits, health spending,
and unspecified current expenditure, not offset by additional revenue. On
this basis, the staff projects a public sector primary deficit of 1.8 per-
cent of GDP in 1994 (even after making some favorable adjustments that may
not turn out to be justified in the last analysis) and an operational
deficit of nearly 4 percent of GDP on the basis of real interest rate
assumptions that hold down the deficit artificially. Furthermore, Brazilian
officials indicated that the various proposals for tax reform elaborated by
members of Congress (and to be discussed in the context of the constitu-
tional review) could lead to a reduction in revenue in 1994.

To deal with the inertial components of inflation, the Brazilian
officials explained that they would implement a deindexation of the economy.
As we understand it, this process would first involve a transitional period
(say, four months) that would be used to synchronize the adjustment in some
key prices (such as wages and public tariffs) on a monthly basis. The pur-
pose of this synchronization is to avoid distortions in relative prices at
the next stage when the exchange rate is to be fixed together with other
nominal variables (other countries have chosen to deal with this problem on
an ex-post basis). The authorities are aware that synchronizing contracts
and price adjustments will have the effect of reducing the lag of indexation
and may result in an increase in the inflation rate. This worrisome possi-
bility is leading officials to re-examine their approach to deindexation.

After the period of synchronization is completed the officials said
they would introduce a new currency pegged to the U.S. dollar under a cur-
rency board arrangement. As they wish to avoid surprising the public with a
shock program, the mechanisms involved in the period of synchronization and
the date to achieve a fixed exchange rate would be discussed with Congress
and announced publicly, perhaps sometime in October.

To deal with the basic fiscal problem, the Brazilian officials

indicated that their plans are to aim at a zero operational balance in 1994.
This objective would be achieved through two kinds of measures (to be
announced jointly with the presentation of the deindexation program). One
would consist of immediate measures designed to yield improvements in the
fiscal balance starting early in 1994. The second would be structural in
nature and would require constitutional amendments; hence their effect on
the fiscal balance would materialize more slowly. The Brazilian officials
are still in the process of defining these two kinds of measures and did not
provide us with any detailed explanations. They also noted that they might




resort to means to reduce interest payments on the public debt, but they did
not elaborate on this possibility.

The Brazilian officials said they would continue to work on
defining their fiscal program in the next week or so and they also would
review the deindexation mechanism they were considering. Discussions with
the staff would resume at headquarters on September 23, 1993 (prior to the
meeting between Minister Cardoso and the Managing Director on September 25).
The authorities suggested that a Fund mission might visit Brazil soon after
the Annual Meetings, but no date was established. We stressed the need for
the measures in the fiscal and other areas to be identified in specific
terms and their effects quantified for the mission to be useful.
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BRAZILIAN EMBASSY
3006 Massachusetts Ave., N.W.
Washington, D.C. 20008
Washington D.C., September 10, 1993 <
\l
(&% ]
The Honorable Michel Camdessus ég
Director
International Monetary Fund - IMF . s . VHD
700 19th Street, NW ORIG:S BREW: SHEes
Room 10-100 GGt MT. R. SAUNDERS

Washington, D.C. 20431

Dear Mr. Camdessus:

I am pleased to enclose three brochures prepared by the Brazilian
Embassy on topics of importance to Brazil in the nineties.

The first text, "Brazil and the Environment", describes the
variety of Brazilian ecosystems, as well as Brazil's environmental policies
and initiatives.

The second text, "Brazil-United States Trade Relations",
highlights the far-reaching liberalization of Brazil's trade regime and points
out the main features of the Brazil-US trade relationship.

The third text, "Brazilian Policy on Indigenous Population",
relates the main policies adopted by the Brazilian Government in recent years
to protect Brazil's indigenous population. The recent episode of violence
against the Yanomami Indians demonstrates the complexity involved in ensuring
adequate protection of the indigenous populations 1iving in the rainforest.

These brochures form part of a series which will also cover such
topics as privatization in Brazil and the main features of Brazilian history,
geography, economy and culture, which will be published soon.

I hope you find these texts informative and useful. Should you
desire any further information please feel free to contact the Documentation

Center at the Embassy.
iincere]y,

(Rubens Ricupero)
Brazilian Ambassador




INTERNATIONAL MONETARY FUND

M- Bez q

/l L hn /4) 7L, (i /’:j / Z{’ld

0 NANCIgpny Dindy
/;

M bas spdlce. e Mala,

G4 /70

Ruth Saunders




Office Memorandum {

01% 4 0@ &nﬂ(‘w‘ﬁﬂj b

To: The Managing Director September 10, 1993
A =

From: S.T. Beza g ;’// ,

Subject: Brazil--Congfatulations to Mr. Malan

Please find attached a letter congratulating Mr. Malan on his
becoming President of the Central Bank of Brazil. Mr. Malan took

office yesterday.

Attachment

cc: The Deputy Managing Director
Ms. Saunders




INTERNATIONAL MONETARY FUND
WASHINGTON, D. C. 2043|

CABLE ADDRESS
MANAGING DIRECTOR INTERFUND

September 10, 1993

I would like to extend to you my congratulations as well as those of my
colleagues on your assumption of the Presidency of the Central Bank of
Brazil.

Your considerable achievements as foreign debt negotiator and your wide
experience in the international financial community put you in a unique
position to guide the Central Bank in a period in which this institution
will need to carry a very heavy burden as the effort to strengthen policies
is intensified.

We in the Fund have appreciated your candid manner and spirit of
cooperation, and I trust our relations will be very close inasmuch as we
share common objectives.

With best wishes, I remain,

Yours sincerely,

Michel Camdessus

Mr. Pedro Malan
President

Banco Central do Brasil
Sede - Setor Bancario Sul
Caixa Postal 1102/11

7000 Brasilia, D.F.
Brazil
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September 7, 1993

Dear Dr. Malan:

I am pleased by the positive response of the(Brazilian huthorities to
the proposed academic seminar for non-officials to be.held Brazil in the
first half of 1994, and I welcome the suggestion that the seminar be co-
sponsored by the Central Bank of Brazil. To facilitate its preparation, I
am enclosing a description of the format and organization of the seminars
for non-officials sponsored by the IMF and a list of the seminars held since

1981.

In order to ensure that seminar preparations proceed expeitiously, it
would be most useful for us to meet during the Annual Meetings of the
IMF/World Bank in Washington to discuss, among other matters, the following

issues:

® Date and possible venue for the 2-1/2 day seminar (experience
indicates that it is best to select a venue outside a major city).

® Possible university co-sponsor, in addition to the IMF and the
Central Bank of Brazil.

® Theme of the seminar. I would propose for consideration one of the
following, but, of course, I would welcome any suggestion you may have:

s The Effects of Inflation on Economic Growth and Income
Distribution - Macroeconomic and Structural Policy Issues

= Requirements and Determinants of High Quality Growth -
Macroeconomic and Structural Policies and Social Equity

® Participants. I would suggest a total of 35-40 participants,
distributed as following: 10 economists from Brazil; 3-4 each from
Argentina, Colombia, Chile, Mexico and Venezuela; one each from the Economic
Commission for Latin America and the Caribbean (ECLAC), the World Bank, the
Inter-American Development Bank (IDB) and the Organization for Economic
Cooperation and Development (OECD); 5-6 from the IMF; and some &
internationally known economists.

® Selection of a moderator. The moderator plays a key role in ensuring
the success of the seminar and in editing the eventual seminar volume.

® Allocation of responsibilities among co-sponsoring institutions.



We are also in contact with Dr. Fritsch at the Ministry of Finance to
follow-up on the organization of the seminar. It would be helpful if you
would nominate a coordinator at the Central Bank, who could also participate
in our meeting, with you and Dr. Fritsch, to follow-up on the organizational
aspects. Mr. Roberto Bréauning, of the IMF’'s External Relations Department,
will initially be responsible for the IMF's participation.

Sincerely yours,

. Anjaria
Director
External Relations Department

Enclosure

Mr. Pedro Sampaio Malan

Presidente

Banco Central do Brasil

Edificio Sede do Banco Central

Setor Bancario Sul - Quadra 3 -Bloco B
70074-900 Brasilia, D.F.

Brasil

bee - =AMy Kafka
Mr. Beza .
Ms. Kelly
Mr. Fajgenbaum
Mr. Puentes
Ms. White



INTERNATIONAL MONETARY FUND

WASHINGTON D C 20-=3°

September 7, 1993

Dear Dr. Fritsch:

I am pleased by your positive response to the proposed academic seminar
for non-officials to be held in Brazil in the first half of 1994, and I
welcome your suggestion that the seminar be co-sponsored by the Central Bank
of Brazil. To facilitate its preparation, I am enclosing a description of
the format and organization of the seminars for non-officials sponsored by
the IMF and a list of the seminars held since 1981.

In order to ensure that seminar preparations proceed expeditiously, it
would be most useful for us to meet during the Annual Meetings of the
IMF/World Bank in Washington to discuss, among other matters, the following
issues:

® Date and possible venue for the 2-1/2 day seminar (experience
indicates that it is best to select a venue outside a major city).

® Possible university co-sponsor, in addition to the IMF and the
Central Bank of Brazil.

® Theme of the seminar. I would propose for consideration one of the
following, but, of course, I would welcome any suggestions you may have:

= The Effects of Inflation on Economic Growth and Income
Distribution - Macroeconomic and Structural Policy Issues

= Requirements and Determinants of High Quality Growth -
Macroeconomic, Structural and Social Policies and Social Equity

® Participants. I would suggest a total of 35-40 participants,
distributed as following: 10 economists from Brazil; 3-4 each from
Argentina, Colombia, Chile, Mexico and Venezuela; one each from the Economic
Commission for Latin America and the Caribbean (ECLAC), the World Bank, the
Inter-American Development Bank (IDB) and the Organization for Economic
Cooperation and Development (OECD); 5-6 from the IMF; and some &
internationally known economists.

® Selection of a moderator. The moderator plays a key role in ensuring
the success of the seminar and in editing the eventual seminar volume.



® Allocation of responsibilities among co-sponsoring institutions.

We are also in contact with Dr. Malan at the Central Bank. I
understand that Ambassador Jose Arturo Denot Medeiros will coordinate the
Ministry of Finance's participation, and it would be most helpful to have
our meeting jointly with them. Mr. Roberto Brauning, of the IMF'’s External
Relations Department, will initially be responsible for the IMF's
participation.

Sincerely yours,

Shailendra/J. Anjaria
Director
External Relations Department

Enclosure

Dr. Winston Fritsch

Secretario de Politica Econémica
Ministerio da Fazenda

Esplanada dos Ministerios

Bloco P - 30. andar

70048 Brasilia, D.F.

Brasil

bcec: Mr. Kafka
Mr. Beza
Ms. Kelly
Mr. Fajgenbaum
Mr. Puentes
Ms. White



INTERNATIONAL MONETARY FUND
SEMINAR PROGRAM FOR NON-OFFICIALS

Background and Purposes

In 1981 the Fund initiated a program of seminars for non-officials
aimed at promoting a broader understanding of the role of the Fund; by
addressing questions of concern to the membership; and by exchanging views
with academic, business, and other groups of a non-official character. The
seminar program also aims at helping to improve the Fund’s knowledge of
thinking in these circles. In organizing seminars in different countries,
an effort is made to maintain a degree of regional balance, as well as to
reach out to participants (and to the readers of seminar papers and
proceedings) in their own languages. To date, twenty-five seminars have
been held. The proceedings of twenty seminars have been published, or are
in the process of being publishing, in one or more of six languages.

Seminar Format and Organization
1. Co-Sponsoring

In many instances, a co-sponsor with the Fund is desirable as well as
necessary for administrative feasibility. The Finance Ministry or the
Central Bank may wish to co-sponsor the seminar, or they may agree to a non-
governmental institution assuming this role. The co-sponsors jointly
determine dates and location for the seminar, the overall theme, the titles
of individual papers, and jointly select the non-Fund authors and
discussants of papers as well as participants.

2. Theme

Subjects to be examined are chosen so as to draw primarily on interests
and concerns of the region. The focus could be on the role the Fund can
play, given the circumstances and the problems faced; issues of reform and
the future role of the Fund; or the application of conditionality and the
design of adjustment programs. In order to explore the overall theme of the
seminar in a comprehensive way up to six individual papers are presented.

3. Authors

Contributors of papers are both Fund staff and knowledgeable outsiders,
and for some seminars it is appropriate to invite participation by the World
Bank. Outside discussants for each paper are selected from seminar
participants to provide divergent points of view.

4. Participants/Observers

Participants in the seminar include businessmen, bankers, trade
unionists, and other non-officials including economic writers and serious
financial journalists as well as university teachers and researchers with an
interest in Fund matters. It is also possible to include a number of
officials. The number of active participants is held to between 30-40 to
allow for effective discussion, although observers, who take no formal part
in the proceedings, have been invited in addition.



5. Time-table and Role of Moderator

Four to five half-day sessions appear normally to be the appropriate
length, with a concluding session where the principal issues which emerge
are summarized and discussed. From past experience it has been useful for
all sessions of the seminar to be chaired by one moderator who, in addition
to his/her responsibilities for keeping the discussion on track, would
provide the summing up, it is recognized that this task should be performed
by an academician for former official whose technical expertise in the
international monetary and financial field is unquestioned. In order to
ensure a frank and informal exchange of views, all participants attend the
seminar in a personal capacity. While the seminar papers are on-the-record,
and are meant for publication later, the actual discussions are off-the-
record.

6. Publication

It is not assumed that each seminar will produce a volume for
publication. Only where the theme and papers are of exceptionally quality,
the Fund may consider publication of the proceedings. Such publication of
the proceedings will contain the papers delivered at the seminar, and the
moderator’s summing up. Unless alternative arrangements are made, the
moderator will be responsible for overall editing of the proceedings for
publication.

7. Communication with the Host Country

All communications between the Fund and the country interested in
hosting a seminar are through the Executive Director representing the
country, unless the Executive Director authorizes the staff to directly
contact his authorities, or institutions in the country represented by him.
Following initial informal contacts between the Fund and the authorities of
a member country and after agreement has been reached in principle to
organize a seminar, the authorities of the host country formally invite the
Fund to organize a seminar for non-officials. When this invitation has been
received, ideally six to 12 months before the envisaged date, the first
procedural steps are taken.

e b t -Sponsors _and Related Cost

Each co-sponsor nominates a contact person who is responsible for
preparing and conducting various aspects of the seminar. The contact
persons keep each other informed on all aspects of their respective work.
The overall responsibility for the seminar lies with the Director of the
Fund’s External Relations Department, working in close collaboration with
the Executive Director representing the host country, as appropriate. The
following is a typical breakdown of specific responsibilities of the Fund
and the other co-sponsor(s):

(a) The Fund

- Commissioning seminar papers

- Remunerating discussants

- Selecting the moderator in agreement with co-sponsors and
providing reimbursement for his/her services



Inviting participants

Distributing papers to participants outside the host country

Providing business class air tickets for authors and
participants

Providing board and lodging for participants at the hotel or
conference center selected in collaboration with co-sponsor

- Farewell lunch or dinner.

(b) Co-sponsor(s):

- Conference facilities (conference room, recording facilities)
- Providing a summary of proceedings
- Secretarial services
Opening ceremony
- Welcoming reception
- Local transportation
- Invitations to observers and distribution of seminar papers
to local participants
Assisting participants with visa and return travel arrangements.

Once the points described above are determined and agreed upon by the
authorities, the co-sponsoring institution(s), and the External Relations
Department of the Fund, a proposal will be submitted to Fund management for

final approval.

March 1991



November 1991 SEMINARS FOR NON-OFFICIALS ORGANIZED BY THE
INTERNATIONAL MONETARY FUND

1) "Adjustment and Financing in the Developing World: The Role of the
International Monetary Fund," co-sponsored with the Overseas Development
Institute, October 16-18, 1981, Croydon, England.

2) "Le systéme monétaire international face aux déséquilibres," co-

sponsored with l’université Paris I, November 23-25, 1981, Paris, France.

3) "The International Fund and Developing Countries," co-sponsored
with the Central Bank of Kenya, March 3-5, 1982, Nairobi, Kenya.

4) "Exchange Rate Regimes and Policy Interdependence," co-sponsored
with the National Bureau for Economic Research, August 31, 1982, Washington
D.C., USA.

5) "The Fund and China in the International Monetary System," a
symposium co-sponsored with the Bank of China, October 20-28, 1982 Beijing,
China.

6) "La Funcién del Fondo Monetario Internacional en el Proceso de
Ajuste," co-sponsored with the Central Bank of Chile and the University of
Santa Maria, April 5-8, 1983, Vihna del Mar, Chile.

7) "Geldwertstabilitat und Wirtschaftswachstum," co-sponsored with the
Austrian National Bank, October 11-14, 1983, Baden, Austria.

8) "Programmes d’adjustement et croissance économique," co-sponsored
with the Ministry of Economy and Finance, Senegal, and the Central Bank of
West African States, April 24-27, 1984, Dakar, Senegal.

9) "Ajustamento e Crescimento na Atual Conjuntura Economica Mundial,"
co-sponsored with the Central Bank of Portugal, January 16-19, 1985,
Estoril, Portugal.

10) "International Monetary Adaptation, 1972-1985," co-sponsored with
the Overseas Development Institute, March 29-31, 1985, London, England.

11) "Africa and the International Monetary Fund," co-sponsored with the
Association of African Central Banks, May 13-15, 1985, Nairobi, Kenya.

12) "Economic Adjustment: Policies and Problems," co-sponsored with The
Reserve Bank and Treasury of New Zealand, February 17-19, 1986, Wellington,
New Zealand.

13) "Economic Policy, Growth and External Equilibrium in the Maghreb
Countries,” Symposium co-sponsored with the Central Bank of Tunisia and the
Institute of Development Financing (IFID), April 28-30, 1986, Tunis,
Tunisia.



14) "External Debt, Saving and Growth in Latin America," co-sponsored
with the Instituto Torcuato di Tella, October 13-16, 1986, Buenos Aires,
Argentina.

15) "Macroeconomic Management, Growth, and the Role of the
International Monetary Fund," Colloquium co-sponsored with the People’s Bank
of China, November 11-17, 1986, Beijing, China.

16) "Adjustment and Economic Growth--The Asian Experience," co-
sponsored with the Indian Council for Research on International Economic
Relations (ICRIER), December 8-10, 1986, Bombay, India.

17) "Adjustment Policies and Development Strategies in the Arab World,"
co-sponsored with The Arab Monetary Fund, February 16-18, 1987, Abu Dhabi,
United Arab Emirates.

18) "Fiscal Policy, Economic Ajustment and Financial Markets," in co-
sponsored with the Centre for Monetary and Financial Economics at the
Universita Commerciale Luigi Bocconi, January 27-30, 1988, Milan, Italy.

19) "Les politiques pour la croissance dans les pays en développement,"
co-sponsored with the Moroccan Ministry of Finance, March 21-23, 1988,
Mohammedia, Morocco.

20) "National Economic Policies and their Impact on the World Economy:
Concepts and the Problem of Coordination," co-sponsored with the HWWA--
Institut fuer Wirtschaftsforschung Hamburg, May 5-7, 1988, Hamburg, Federal
Republic of Germany.

21) "Privatization and Structural Adjustment in the Arab World," co-
sponsored with the Arau Monetary Fund, the Economic and Social Commission
for West Asia (ESCWA), and the United Nations Development Program (UNDP).
December 5-7, 1988, Abu Dhabi, United Arab Emirates.

22) "Growth, Equity, and External Financing", co-sponsored with the
National Autonomous University of Mexico (UNAM). May 17-19, 1989, Mexico
City, Mexico.

23) "Exchange Rate Policy in Selected Industrial Countries," co-
sponsored with the Macquarie University and Katholieke Universiteit Leuven
held at the Center for European Policy Studies. October 12-14, 1989,
Brussels, Belgium.

24) "Adjustment, Growth, and International Trade in Small, Open
Economies," co-sponsored by the University of Costa Rica. November 29
through December 1, 1990, San Jose, Costa Rica.




25) "Structural Adjustment, External Debt and Growth in Africa," joint
symposium of the Association of African Central Banks (AACB) and IMF under
the auspices of the Bank of Botswana, February 25-27, 1991, Gaborone,
Botswana.

26) "Central and Eastern Europe: Roads to Growth," co-sponsored by
the National Bank of Austria. April 15-18, 1991, Baden, Austria.

27) "Structural Adjustment and Macroeconomic Policy Issues," co-
sponsored by the Pakistan Administrative Staff College. October 26-28,
1991, Lahore, Pakistan.



ST

ﬁNATIo A,
R 4 =
Office Memorandum e
%;§:€c

//
To: The Managing Directon/i—/' September 3, 1993

The Deputy Managing Director

From: S. T. Beza //ﬂ/j

Subject: Brazil--Partial Suspension of Debt Service Payments
to Paris Club Creditors

We have learned that the Central Bank of Brazil has issued a
circular suspending service payments (as of September 1, 1993) on
public sector pre-cutoff date debts to Paris Club creditors not
rescheduled in February 1992; that rescheduling covered debt servicing
through August 31, 1993. The authorities are reported to have met on
this matter with (Embassy) representatives of the G-7 in Brasilia.

We were surprised by this action because in the last Paris
Club meeting on Brazil the message was that there should be no further
reschedulings, given Brazil’s strong international reserve position.
In this connection, the paper on financing for developing countries
for today'’s Board meeting states that Brazil was expected to graduate
from Paris Club reschedulings after August 31, 1993.

We are seeking to clarify our understanding of what happened
and its background (Mr. Kafka is challenging our interpretation of the
scope of the suspension), but I thought I should notify you about the
news we have received in view of today’s Board meeting.

ce? PDR
Ms. Saunders
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To: The Deputy Director of Administration August 25, 1993

From: S. T. Beza

Subject: Brazil--Staff Visit

I wish to note that the staff visit to Brazil included in the
current travel schedule will as of now comprise only two staff members
rather than six and will depart from Washington on August 30 for about
10 days. Depending on what they encounter, however, we may find it
advisable to increase the size of the team, but of course within the

aforementioned limit of six.
Mission ID No. 94026500 (already assigned)
Program No. 412

cc: Mr. van Beek
Mrs. Braiia (o/r)
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To: The Acting Managing Director % sf 25, 1993
13

From: i L\q 7
G\>

Subject; 6

You will recall that in the recent meeting between management
and Brazilian officials it was agreed that a mission would visit
Brasilia around end-August to hold discussions on an economic program
that might be supported by the Fund, subject to the progress made by
the authorities in developing their economic program. These discus-
sions were to include coverage of the objectives and contents of the
fiscal reform to be introduced in the context of the revision of the
Constitution (scheduled to start in October 1993), and the general
framework of the anti-inflation program to be implemented in 1994.

In the meantime monthly inflation has continued to increase,
to 32-33 percent in July and August, compared with 24 percent in
December 1992. Real interest rates have declined further, to 2
percent (at an annual rate) in July compared with 5 percent during the
first half of 1993 and much higher levels in 1992. As you are aware
the President of the Central Bank has been changed following a clash
with the President of the Republic, partly over interest rate policy.
Also, Congress recently approved an intensification of the wage
indexation mechanism that would (other things remaining the same) have
the effect of raising real wages sharply, with obvious adverse effects
on the public finances and inflation. (The authorities regard the
wage indexation result as a victory because they fought back a more
extreme measure that had been under consideration by the Congress.)

Furthermore, we have not received information from the
authorities that their work on policy plans has proceeded to the stage
that would justify a full-fledged mission. Mr. Kafka understands this
and he has suggested instead that a few staff members visit Brasilia
to ascertain the status of the work being done by the economic team
and to encourage the team to be sufficiently ambitious on policy
proposals.

I think Mr. Kafka’s suggestion is useful from a number of
angles, and in particular it will help us to prepare for the discus-
sions with the authorities at the Annual Meetings. Therefore, I pro-
pose that Messrs. Lizondo and Traa visit Brasilia for about 10 days,
departing from Washington on August 30, 1993.

*Ekkrkkdhhhkk

Mr. Fajgenbaum and I discussed with Mr. Kafka issues relating
to Brazil’'s financing package with the banks. Mr. Kafka is trying to
get his authorities to focus on two alternatives: (1) to seek from




I

the banks a shift forward of the November 30 deadline (by 3 to 6
months) or (2) an interim closing of the deal with the banks through
Brazilian deposits in an escrow account in place of the zero coupon
bonds which the U.S. Treasury appears unlikely to sell to Brazil in
the absence of a program with the Fund.

cc: The Managing Director (o/r)
FAD, LEG, MAE, PDR, RES, TRE
Ms. Saunders
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IMMEDIATE ACTION PROGRAM
June 1993

Introduction ‘\ _’,,/’////

Only four countries in the world had inflation rates greater than
1,000 percent last year: Russia, Ukraine, Zaire, and Brazil. But while the
"superinflation" in the other three countries resulted from a collapsed
economy, that was not the case in Brazil. Although shaken by the long
recession, the Brazilian economy remains strong, as shown by the growth of
exports, the increase in industrial productivity, the expansion of the
agricultural frontier, and the resumption of GDP growth in recent months.

The Brazilian economy is healthy, but the government is sick.
The diagnosis of the fundamental cause of the illness of inflation is

already known. It is the financial and administrative disarray of the
public sector, with its multiple symptoms:

- shortage of resources to finance basic services and the government
investments essential to the nation’s development;

- leakage of the nation’s scarce resources through the drains of
waste, inefficiency, corruption, tax evasion, and loan defaults;

- uncontrolled indebtedness of states, municipalities, and state
banks;

- exacerbation of distributional conflicts at all levels;

The financial disarray ultimately compromises an absolutely essential
role of the government, namely, that of interpreting the nation’s priorities
in ordering public spending.

While the government is unable to pursue a future-oriented fiscal
policy, the Central Bank is prevented from pursuing an active monetary
policy. -

The essential prescription for treatment is also well known. The
government must set its own house and its accounts in order.

A financial and administrative reorganization of the public sector has
implications that go far beyond the economic sphere. This is a task of



national salvation and a political challenge, which may be summarized as
follows;

- Brazil will not consolidate its democracy and reaffirm its unity
as a sovereign nation unless it overcomes its acute shortages and
the social imbalances that torment the daily life of the people.

- The social debt will not be repaid unless there is a simultaneous
resumption of self-sustained growth of the economy.

- The Brazilian economy will not begin to grow again unless it
defeats the superinflation that paralyzes investment and disrupts
productive activity.

- Superinflation will not be definitively pushed away from the
horizon until the government--both at the federal level and at
that of states and municipalities--corrects the disarray in its
accounts.

- And government accounts will not be corrected unless the political
powers decide to move firmly in that direction, setting aside
smaller interests.

This is what Brazilian society expects from its legitimately
constituted authorities. One cannot postpone the decisions, nor pretend
normalcy exists, under pain of compromising belief in democracy and in the
very future of the country.

We must act, and we must act immediately.

Rehabilitation of the government’s accounts is not merely a matter of
spending less and collecting more. It involves a broad reorganization of
the public sector and its relations with the private economy, including:

1L expenditure cuts and more effective spending;

e
e

recovery of tax revenues;

e
[
e

end of the states’ and municipalities’ debt arrears to the federal

government;
v, control and strict supervision of state banks;

V. rehabilitation of federal banks.

The set of measures presented below faces this challenge from its most
difficult side: the establishment of budgetary truth in the federal
government'’s accounts, to include both expenditure and revenue.



A warning is called for at this point: assuming that reorganization of
the public sector is a fundamental mission of government does not exempt the
economic elite from its share of responsibility.

Enterprises--particularly large ones--cannot continue to bet on
reducing output levels and increasing profit margins by raising prices,
while workers show their maturity by defending the employment level.

While the government is largely responsible for the inflation, banks
have been privileged partners of inflation. Many banks have high profits,
not because they are efficient, but because of the high market interest
rates. If inflation declined, making it possible for interest rates to
drop, many institutions would have to turn to the Central Bank in order to
survive. This is why rehabilitation of the banking system, including both
public and private banks, is essential for it to function satisfactorily in
a low inflation environment.

Lastly, tax avoidance cannot be allowed to continue to transfer an
inordinate share of the tax burden to wage earners, nor to give some
enterprises a spurious competitive advantage over those that do meet their
tax obligations.

I. Expenditure Cuts

In any mature democracy, the government budget is the basic instrument
through which constituted authority arbitrates the competition of the
various sectors of society over existing public resources. This has not
been the case in Brazil.

In recent years the federal budget has authorized outlays much greater
than potential receipts. Attempts to increase collections through tax
packages have yielded mediocre results, given the exhaustion of taxpayers.
A portion of the expenditure is then financed through further public
borrowing, putting pressure on interest and inflation rates. Another
portion is not executed, through disbursement ceilings, nonpayment or
delayed payment decided upon arbitrarily and irrationally. Yet another
portion is simply eroded by actual inflation, which is always much higher
than estimated when the budget law is prepared. So, the government somehow
ends up using inflation as a means to make expenditure match available
revenue.

It has been no different in 1993. No one who has any notion of the
realities of government finance believes it will be possible to execute the
full amount of expenditure envisaged in this year’'s federal budget. This is
a fiction that must be abolished for the sake of mutual respect between the
executive and legislative branches and of the credibility of both before
public opinion.

But it is not enough for the executive to precariously repress the
budget deficit through expenditure cuts achieved by cutting cash outlays by




the Treasury. This only postpones the outlays. Moreover, it has been a
tremendous inducement to pork-barrel politics and corruption in the race for
budgetary payments, as was pointed out, incidentally, in the final report of
the Senate'’s parliamentary commission of inquiry on the actions of Mr. Paulo
Cesar Farias in the Collor de Mello administration.

Budgetary truth presupposes that the executive and legislative branches
act together transparently and realistically to eliminate the public
deficit, not through repression but through suppression of sources of
expenditure. This is a thorny task, but one which is unavoidable in order
to get away from the fiction and prepare a budget that faithfully reflects
the nation’'s priorities and can be actually and fully executed.

Accordingly, the following measures are being submitted immediately to
President Itamar Franco:

: 4 Expenditure cuts equivalent to $6 billion in the 1993 budget,

extending over all ministries. Each ministry, acting in accordance with the
priorities defined by President Itamar Franco and in consultation with the
National Congress, must define where and how to cut its expenditures. These
understandings will lead to a draft law on budgetary reprogramming, to be
submitted to Congress by June 30.

2 While the new law is pending approval, the cuts will be
implemented through quarterly expenditure quotas to be set for each ministry
with a view to making the expenditure flow consistent with actual revenue
collection.

L Preparation of a budget proposal for 1994 based on realistic
revenue estimates. This will allow the executive to commit itself to actual

execution of authorized expenditure, also defined realistically and
transparently.

4. Work with the Senate to ensure fast handling of the draft law
(already approved by the Chamber of Deputies) that limits civil service
wages to 80 percent of current revenues of the federal government and of
state and municipal governments.

i Transmittal to Congress of the supplementary draft law provided
for in the sole paragraph of Article 23 of the Constitution, to lay down the
rules for cooperation between the federal government and the states and
municipalities. This law will clearly specify the programs in which the
federal government cannot act directly or indirectly, by virtue of their
being typically the responsibility of other levels of government, and will
set limits to the federal government’s involvement in areas constitutionally
attributed to multiple levels of government. In these cases, aid will be
given only to states and municipalities that are current in their debts to
the federal government and its agencies.




II. Revenue Recovery

Even with drastic expenditure cuts, congressional approval of the law
regulating the provisional tax on financial transactions (IPMF) by end-June
is essential to the effort to balance the federal government’s accounts in
1993/94.

The IPMF is a precarious solution, although an essential one in view of
the dramatic scale of the fiscal crisis. Budgetary truth, the counterpart
of a realistic budget, will only be achieved on the basis of broad reform as
part of the revision of the Constitution. The government will strive to
expedite the process by providing Congress with information and suggestions
that will enable it to vote by the end of the year on a new fiscal and tax
system to take effect in 1994.

Tax avoidance has reached dramatic levels in Brazil. Data collected by
the Secretariat of Revenue and the Senate’s commission of inquiry suggest
that for each cruzeiro taken in, another cruzeiro is not collected due to
evasion. A revenue recovery effort is needed immediately, through a fight
against evasion that will mobilize public opinion and make full use of the
enforcement tools the law provides to the federal revenue authorities.

The following are some of the measures being taken in this regard:

1. The Secretariat of Federal Revenue will directly monitor
compliance with tax liabilities on the part of the 30,000 largest
enterprises in the nation, which have monthly turnover in excess of
$150,000. The monitoring effort, which now covers 3,000 enterprises, will
be extended by August to the 7,000 largest firms, which have monthly
billings of over $500,000.

22 Federal Revenue will immediately begin the process of collecting
tax debts from the 115,000 individuals who failed to pay tax on the amounts
they declared in 1992.

3. Federal Revenue will also immediately begin to notify over 300,000
individuals who failed to file a tax return.

4, Federal Revenue will immediately begin an intensive examination of
600 enterprises selected according to size in the branches of activity
identified as having the highest delinquency levels.

5. The Integrated Financial Administration System will mandatorily
forward to Federal Revenue its data on payments made, which will be used by
the latter to cross-check payments of tax liabilities and verify the
consistency of other tax-related information provided by government
contractors.

6. Federal Revenue will immediately assess additional tax from the
15,000 individuals already identified by the computer systems as having had
income greater than reported in their 1992/1991 returns.



y An amendment of Law 8383/91 will be proposed to broaden the
possibility of offsetting tax credits, thus benefitting the Treasury and
taxpayers who comply with their tax obligations.

8. The Government Property Service will be instructed to accelerate
the resurvey of federal property and to reform its administration so as to
obtain the full potential revenue, estimated at approximately $1 billion a
year.

9. Urge the Public Prosecutor’'s Office to act as quickly as possible
to finish processing the hundreds of tax evasion proceedings sent to it by
Federal Revenue, and to file charges in those cases where it is determined
that crime is involved.

10. Creation of a general register of individuals and corporations in
arrears toward the federal government, including Federal Revenue, the
Treasury, the National Social Security Institute (INSS), and the
Unemployment Guarantee Fund (FGTS). Explicit prohibition on delinquents
entering into contracts with the government, participating in public
competitive bidding, borrowing from official banks, and receiving or
maintaining any kind of government franchise (radio and television, higher
education establishments, ports, airports, etc.) (draft law).

11, Set late interest rates for tax liabilities and debts to the
Treasury so that delinquency toward Federal Revenue, the Treasury and Social
Security will be subject to an additional compensatory fine equivalent to
the borrowing rates paid by the Treasury in its securities auctions.

12 Discourage extraordinary operations intended to avoid exclusive
taxation at source of financial gains of artificial persons (National
Monetary Council resolution).

13: Promotion, jointly with the states, of consumer/taxpayer education
campaigns against tax evasion.

It should be noted that the goal is not to reduce evasion in order to
increase government spending. The goal is to achieve tax justice by
preventing a few clever people from profiting at the expense of the majority
and, in addition, to create the conditions for a future rate reduction and
simplification of the tax system, which will improve the efficiency and
competitiveness of the Brazilian economy.

III. Relationship with States and Municipalities

For many people, government in Brazil means nothing else than the
federal government. Nothing could be further from the truth. State and
municipal governments account for over 46 percent of available tax revenue.
Their overall wage bill is three times the size of the federal government's,
and they invest five times more. They owe the cruzeiro equivalent of
$40 billion to the federal government, and they have not been paying it



back. Between September 1991 and December 1992, they failed to repay over
$2 billion to the federal government.

Consequently, states and municipalities cannot be left out of any
austerity program. The federal government will act towards them flexibly
but firmly in order to:

- reduce unconstitutional transfers of resources from the federal
budget;

- regularize overdue debt payments to the federal government;

- prevent states and municipalities from returning to an unsolvable
debt position.

It is therefore necessary:

: K To suspend the signature of new agreements and the transfer of
federal resources (except constitutional transfers) to states and
municipalities in arrears to the federal government and its agencies
(presidential decree).

2. To suspend for all financial institutions the exceptional payments
grants provided for in National Monetary Council (CMN) Resolution 1718,
including operations in expectation of budgetary revenues. This measure
will extend to all public sector agencies and cover all types of credit,
except those of a commercial nature (CMN resolution).

Ly To complete the negotiation for rollover of states’ debt, so as to
enable them to resume payments to the federal government.

4, To withhold up to 100 percent of the resources of State and
Municipality Revenue-Sharing Funds for those in arrears to the INSS and
other federal agencies (presidential decree).

=i To order federal banks to immediately call in the contractual
guarantees on all overdue debts (presidential decree).

6. To suspend the authorization of borrowing transactions of any kind
with federal agencies by state and municipal governments in arrears to the
federal government and its agencies (presidential decree).

7. To suspend the granting of National Treasury endorsements for
external borrowings of state and municipal governments as long as they
remain in arrears to the federal government and its agencies (presidential
decree).

8. To require electric power utilities to make full payment of the
energy supplement to electricity suppliers from January 1, 1993 onwards,
with imposition of severe penalties, including intervention, for
noncomplying utilities (presidential decree).



9. To establish criteria for providing National Treasury guarantees
to states and municipalities. Such guarantees will be explicitly forbidden
without exception for those in arrears to the federal government and its
agencies and will in all cases require the furnishing of counter-guarantees
based on the borrower’'s own receipts (draft law).

10. The Office of the Attorney General of National Finance will
expedite tax claim proceedings pertaining to state and municipal indirect
administration agencies, treating them on the same basis as private debtors
(administrative measure).

188 Definition of overall terms for public borrowing, including all
funded and floating debt. Full exercise of taxation authority will be
required as a prerequisite, approval of supplemental debt ceilings will be
prohibited, and the estimation of future savings and ability to pay will be
improved (draft supplementary law and Senate resolution).

IV. State Banks

With rare exceptions, in the recent past state banks have acted as
financing agencies for their states’ treasuries, overdone the issuance of
securities, and held insufficient reserves relative to deposits. With such
a source of financing, state governments were tempted into ignoring the need
for fiscal adjustment. For their part, the state banks, due to the meddling
of their controlling shareholders, cause the federal government’s monetary
and fiscal targets to be exceeded and end up knocking on the Central Bank’s
doors. In the final analysis, the bill for the imbalances is sent to the
National Treasury.

For these reasons, and to ally state banks with the federal
government'’s adjustment effort:

1 The Central Bank will independently exercise the functions of
executing, warning, and if necessary intervening in the activities of state
banks. Enforcement of the rules setting minimum capital requirements for
these institutions and limits on lending to public sector agencies
(including the holding of securities of their respective treasuries) will be
strengthened.

2. Orders will be given for application of the provisions of the
White Collar Crime Law to the official financial system. This law subjects
board members of financial institutions that approve loans to their
controlling shareholders or to enterprises under their control to six years'
imprisonment, preventing state banks from lending to their states or their
states’ enterprises (National Monetary Council resolution).

3. The Central Bank will rigorously comply with its obligation to
inform the Public Prosecutor's Office of violations of the White Collar
Crime Law for imposition of the prescribed sanctions.



4, The Central Bank and the National Treasury will be forbidden to
grant financial "bail-outs" to help state banks’ rehabilitation programs.

b Promote a state bank restructuring program, in order to:
a. convert development banks into their respective state bank
portfolios;
D reduce the number of branches and eliminate those operating
at a loss.
6. Banks of states whose governments are in arrears to the federal

government and its agencies will lose their accreditation as financial
agents of the National Bank for Economic and Social Development (BNDES), the
National Savings Bank (CEF), and funds and programs of the official credit
operations budget.

V. Federal Banks

Federal banks and financial agencies share a number of problems:

- overlapping of operations, as they compete in the same markets and
offer identical or similar products;

- dependence on federal resource flows;

- opening of new branches based on political criteria, leading to
self-destructive competition and operational deficits in existing branches;

- political influence in lending;

- heavy pressure on the Ministry of Finance, the National Monetary
Council and the Central Bank to grant special treatment contrary to the law
on the financial system;

= a tendency to evade the Central Bank'’s supervision and the rules
of the National Treasury, their controlling shareholder.

In view of the above, the following measures will be adopted:

: . Extension of the application of the White Collar Crime Law to
cover board members of federal banks.

2. . Redefinition of the functions of federal banks, with a view to
streamlining their organization and preventing duplication and mutually
predatory competition while consolidating the position of Banco do Brasil as
a financial conglomerate and principal fiscal agent of the National
Treasury.
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35 Strengthen the agricultural financing role of Banco do Brasil, by
identifying sources of financing and forms of operation that make it
independent of capital resources from the Treasury and special financing
from the Central Bank.

4, By July 16, the ministries of Agriculture and Finance will define.
jointly with Banco do Brasil the terms for financing the next crop, making
the agricultural policy rules perfectly clear and having in mind the Itamar
Franco administration’s goals of achieving technological modernization in
agriculture, reducing rural-urban migration, and increasing the supplies of
basic foodstuffs.

i Mopping up the federal bank branch network by closing superfluous
ones in accordance with the banks’ reorganization programs (presidential
decree).

6. The Central Bank’'s legal independence to control and supervise the
performance of federal banks will be strengthened to include conservatorship
and liquidation authority.

7% Privatize Banco Meridional.

VI. Privatization

The public enterprises established in Brazil since World War II played
a crucial role in the country'’s industrialization. But today the government
must reorganize itself in order to be able to act in other areas: the
health, education, food and housing programs the country needs in order to
repay its social debt; infrastructure; science and technology; justice and
security; defense of the national currency and market equilibrium; and
expansion of foreign trade.

Privatization is a necessary step in this change of course by the
federal government. But it is also essential to financial equilibrium.
Between 1982 and 1992 the National Treasury channeled resources equivalent
to $21 billion to enterprises included in the current privatization program;
$2 billion was wasted in the steel sector alone. And even though they were
financially rehabilitated in 1987, virtually all of this sector’s
enterprises fell back into debt.

The fact is that most public enterprises fell victim to a veritable
collusion between corporate, political and economic interests. They
remained public in name only--and in the public burden borne by the
Treasury, which can no longer bear these losses or finance the investments
needed in many of the enterprises.

The following guidelines have the general purpose of accelerating and
expanding the boundaries of the privatization process:
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p B Rapidly complete the privatization of enterprises in the steel,
petrochemicals and fertilizer sectors in accordance with the program already
established.

2 Begin privatization of the electricity and railroad sectors.

3. Simplify and speed up the sale of the government’s small equity
share in enterprises, held by Banco do Brasil and BNDES.

4. In the case of potentially profitable enterprises, sell the
controlling share, but have the Treasury retain a portion of the preferred
shares so that the govermment can benefit from the enterprise’s increased
value under private management.

L Allow the use of workers’ claims on corporate funds to purchase
shares in the privatization process.

6. Reaffirm the government’s commitment to swift congressional
approval of the draft law expanding the possibility of foreign capital
participation in the privatization process by eliminating remaining
obstacles.

v Allow state and municipal electricity and sanitation enterprises
to swap part of their overdue debt to the federal government for their own
shares, which may then be sold under state privatization programs (draft
law).

8. Promote the swap of securities received by the seller or successor
from the sale of its shares for special long-term government securities, in
order to solve the balance sheet problem arising from acceptance of such
securities by controlling shareholders (draft law).

9. Transfer enterprises to be privatized from the jurisdiction of the
respective ministries to that of the Ministry of Finance, so as to
facilitate the privatization process (draft law).

10. Strengthen mechanisms for protection of competition, so as to
prevent the creation of oligopolies or monopolies in sectors where
overconcentration of capital is undesirable from the economic and social
standpoint (draft law).

i b1 15 Publication of appraisals by independent consultants in the
official press.

12. - The proceeds from the sale of public enterprise shares must be
shown on the budget and on the Treasury'’s financial statements (draft law).

13, Establishment of a Privatization Fund with the domestic currency
resources collected by the Treasury from the sale of public enterprises
(draft law).
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14. Public enterprises remaining under government ownership will be
subject to strict criteria of budgetary realism and austerity. They will
have fair tariffs and prices, but will be accountable for their wage policy
and operating efficiency and will have to adjust their investment programs
to the government's priorities.

5.7 Resume and enhance, jointly with the Ministry of Planning, the
regulatory function of the State Secretariat for State Enterprises (SEST),
so that it can effectively coordinate compliance with government decisions
on wage policy, contributions to pension funds, distribution of dividends,
and investment priorities.

16. Order the Treasury to freeze the accounts of public enterprises in
arrears which are not taking steps to become current with their obligations.

Final Remarks

The government believes that effective implementation of this Immediate
Action Program and the gradual improvement in government accounts will bring
down the risk premium currently charged by the financial markets;
accordingly, the Central Bank should adopt domestic interest rates
increasingly closer to international rates for similar maturities.

Moreover, the Central Bank will prevent currency overvaluation from
adversely affecting Brazilian exports. In principle, depreciation of the
currency should keep pace with inflation and decline in line with it as
public confidence in the effective implementation of the government’s
program of action increases.

The government is instructing the Central Bank and the Treasury to
proceed with the task of making their relationship more transparent by
consolidating and publishing their accounts, so as to make clear that the
public sector’s aggregate financing requirements are being held within the
limits dictated by the demand for money and government securities. This
process will strengthen the independence of both institutions, allowing each
to perform its classic functions: for the Central Bank, maintenance of the
domestic and external stability of the currency, prudential regulation of
the financial system, and control of the liquidity of the payments system;
for the Treasury, maintenance of the equilibrium between government revenue
and expenditure, timely release of resources for government programs,
administration of the federal government'’s financial assets and securities
claims, and management of the public debt.

The government will continue to define the second phase of the opening
of Brazil's foreign trade. With this it intends to bring to an end a period
in our history marked by government control, closed doors to the outside
world, exclusion of portions of society, and monetary instability. It also
intends to open the way to a new stage in the nation’s development, in which
the government’s regulatory power is maintained but leadership is turned
over to private initiative open to worldwide competition and oriented toward
social integration and economic stability.
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Our fundamental objective is to ensure the resumption of economic
growth on a sustainable basis and with the clear purpose of building a more
just society.

So far inflation has played havoc with government finances and the
management of the State, encouraged financial speculation, made the poor
totally destitute, crushed the middle class, and throttled Brazil's
productive enterprises.

The Itamar Franco administration has an Anti-Hunger Program, which is
to be expanded, and an economic policy whose objective is to expand
employment through a resumption of growth. These guidelines are not
negotiable. The time has come, therefore, to reiterate these commitments of
the government by saying no to inflation and no to recession.

In order to do this, it is imperative to regain the public’s
confidence.

This can only be done with the support of the Congress and the nation.

That is the challenge, and we shall meet it.
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Office Memorandum

Lo The Managing Director August 18, 1993

From: M. Bonangelino :h7é%5

Subject: Congratulations to Mr. Malan

Please, attached find the draft of a letter congratulating
Mr. Malan for his appointment as President of the Central Bank of
Brazil. I would like to note that Mr. Malan’s appointment is still
pending confirmation from the Brazilian Senate, expected to occur in

the next few days.

Attachment

cc: The Acting Managing Director
Ms. M. Kelly
Ms. R. Saunders



INTERNATIONAL MONETARY FUND
WASHINGTON, D. C. 20431

CABLE ADDRESS

MANAGING DIRECTOR INTERFUND

August ; 1993

I like to offer you my personal congratulations on your appointment as
President of the Central Bank of Brazil. Your considerable achievements as
foreign debt negotiator and your experience in the international financial
community put you in a unique position to guide the Central Bank in the

times ahead.

We in the Fund have appreciated your openness and cooperation and I
hope that in your new position our relations may be even further

strengthened by the sense of purpose we share.

Yours sincerely,

Michel Camdessus

Mr. Pedro Malan
President

Banco Central do Brasil
Sede - Setor Bancario Sul
Caixa Postal 1102/11

7000 Brasilia, D.F.
Brazil
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To: The Acting Managing Director August 11, 1993

From: unter Wittich G\._')

Subject: / Brazil - Change in the Representative Rate

-l

Attached for your information is a paper proposing a change
in the definition of the representative rate for the currency of
Brazil, as a consequence of the authorities’ decision to introduce a
new national currency, cruzeiro real, replacing the cruzeiro, as of
August 1, 1993. The paper is being circulated for lapse of time
decision of the Executive Board.

The paper has been cleared with the Western Hemisphere,

Legal, and Monetary and Exchange Affairs departments.

Attachment
CC:: The Managing Director (o/r)
Mr. Williams (o/r)
r. Beza

Mr. Gianviti
Mr. Zulu/Guitian
Ms. Saunders

Contributor:
Leyla Ecevit (TRE)




INTERNATIONAL MONETARY FUND

Change in the Representative Rate for the Currency of Brazil

Prepared by the Treasurer's Department

(In consultation with the Western Hemisphere, Legal,
and Monetary and Exchange Affairs Departments)

Approved by Gunter Wittich

August 11, 1993

The Central Bank of Brazil (Banco Central do Brasil) has informed the
Fund of the introduction of a new national currency, cruzeiro real,
replacing the cruzeiro, at the rate of 1,000 cruzeiros per cruzeiro real, as
of August 1, 1993.

Brazil maintains a floating exchange rate system under which the
official exchange rate for the cruzeiro real is freely determined in the
foreign exchange market. The Fund staff has consulted with the authorities
of Brazil regarding a change in the current definition of the representative
rate for the currency of Brazil, last amended on May 1, 1986 (Executive }
Board Decision No. 8274-(86/75) G/S, adopted May 1, 1986). 1/ As a result
of these consultations, it is proposed that the representative rate of the
cruzeiro real be the prevailing market rate for the U.S dollar as
ascertained and reported to the Fund by the Banco Central do Brasil. It is
understood that Banco Central do Brasil will continue to report to the Fund
the representative rate for the currency of Brazil on a daily basis, and
will advise the Fund immediately of any change in exchange arrangements that
may affect the determination of the representative rate. On August 3, 1993
the market rate for the cruzeiro real reported by the Banco Central do
Brasil was equal to cruzeiro real 72.068 per U.S. dollar (see Attachments).

1l/ On February 28, 1986 a new monetary unit named "Cruzado" for the
currency of Brazil was established, replacing cruzeiros at the rate of 1,000
cruzeiros per cruzado. On January 15, 1989 the new cruzado, equal to 1,000
old cruzados, was introduced. On March 16, 1990 the name of the new cruzado
was changed to cruzeiro. The rate of the cruzeiro against the U.S. dollar
has been communicated to the Fund on a daily basis.



Accordingly, the following draft decision is proposed for adoption by
the Executive Board:

The Fund finds, after consultation with the authorities of Brazil,
that the representative exchange rate for the cruzeiro real, under
Rule 0-2(b) (i), against the U.S. dollar is the prevailing market rate

for the U.S. dollar as ascertained and reported by Banco Central do

Brasil.

Attachments
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FROM: BANCO CENTRAL DO BRASIL
DEORI/93018494-001

TO : INTERNATIONAL MONETARY FUND

ATTN. TREASURER'S

OUR RE DEORI/DIOFI/SUFIN-93/762, BRASILIA (DF), JULY 30, 1993
WE INFORM YOU THAT THE BRAZILIAN GOVERNMENT SET UP A NEW CURRENCY, FROM
AUGUST 01, 1993, ON. THE NAME CRUZEIROS WILL CHANGE TO CRUZEIRO REAL, AND
EQUALS 1/1.000 OF THE OLD ONE, I.E. 1.000,00 CRUZEIROS EQUALS 1,00 CRUZEIRO

REAL. THE MINOR CURRENCY UNIT WILL BE CONTINUE TO BE DECIMALS. THE RATE OF
CRUZEIRO REAL WILL BE A FLOATING ONE.

REGARDS,,
MR. LUIZ AFONSO SIMOENS DA SILVA

HEAD OF THE DEPARTMENT OF INTERNATIONAL
ORGANIZATIONS AND AGREEMENTS

Received in Fund on August 2, 1993
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FRCM: BANCO CENTRAL DO BRASIL

TO : INTERNATIONAL MONETARY FUND

ATTN: TREASURER'S

OUR RE DEORI/DIOFI/SUFIN-RATE AUGUST 03, 1993

CRUZEIRO REAL RATE PREVAILING TODAY: U.S. DOLLAR ONE EQUALS CRUZEIROS
REAIS 72.068.

REGARDS,

IRENE A. KOCH
BANCENTRAL

Received in Fund on August 3, 1993
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To: The International Finangial Community
From: Republica Federativa do Brasil
[cC: The Bank Advisory Committee for Brazill
Date: [July][August] __ , 1993
Re: 1992 Financing Plan

Initial Collateral

Reference is made to (i) the 1992 Financing Plan
dated December 29, 1992 (the "1992 Financing Plan") of
Republica Federativa do Brasil ("Brazil") and (ii) the
communication dated May 26, 1993 from Brazil requesting the
Lenders to reallocate their 0ld Debt (the "Reallocation
Request"). Capitalized terms, unless otherwise defined
herein, are used herein as defined in the 1992 Financing Plan,

The Brazilian delegation has met with the Bank
Advisory Committee for Brazil (the "Committee") during July
28 through July 30, 1993 to discuss the steps necessary to
implement the 1992 Financing Plan, in¢luding, among other
things, the distribution among the Principal Opticns
following the Reallocation Request. Since the stock of Qld
Debt is less than originally thought and taking into account
constraints on available Initial Ccllateral, Brazil has
requested and the Committee has agreed that (i) the amount of
Infzial Collateral to be provided as a condition precedent to
the occurrence of the Exchange Date will be revised from
U.5.$3.2 billion to U.S5.%2.8 billion, as set forth below, and
(ii1) in connection with such revision, the Lenders will be
permitted to reallocate their 0ld Debt to various Principal
Options in accordance with the terms and conditions hereof.
There will be no change in the total amount of collateral ta
be provided under the 1992 Financing Plan.

I. Revised Initial Collateral Condition

A. Original Initial Collateral Condition

Under the 1992 Financing Plan, one of the conditions
precedent to the occurrence of the Exchange Date is that the
~amount of Initial Collateral available on the Exchange Date
shall be not less than U.5.$3.2 billion, subject to the
special waiver provisions set forth therein (the "Original
Initial Collateral Condition").

Draft: 07/30/93 NYLEX104 Document No. 756é6én
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B. Revised Initial Collateral Condition -

1. The Original Initial Collateral Condition will
be revised as follows and such revised condition precedent
(the "Revised Initial Collateral Condition") will be included
in the documents implementing the 1992 Financing Plan (the
“Documents”) .

"The amount of Initial Collateral available on the
E?c??nge Date shall be not less than U.S.$2.8
Llipn."

2, The Revised Initial Collateral Condition will
not be subject to any waiver provision and the special waiver
provisions included in the Original Initial Collateral
Condition will not be contained in the Documents.

C. Occurrence of the Exchange Date

The Documents will provide that the Exchange Date
(i) may not occur unless the Lenders holding at least 95% of
the aggregate principal amount of the Eligible Debt committed
to the 1992 Financing Plan sign the relevant Documents and
(ii) must occur on or before November 30, 1993 (the
Termination Date under the 1992 Financing Plan).

D. Further Information
Lenders are requested to contact their regional

coordinator if they have questions regarding the matters set
forth in this Part I.

II. Reallocation of 014 Debt

Pursuant to the terms of this communication and the-
Reallocation Request, as further explained below, the Lenders
will be permitted to reallocate their Qld Debt to one or more
Principal Options on or before September 9, 1993.

A. Lenders who have submitted their First Reallocation
Responses on or before the date.hereof. .

1. Each Lender that has submitted its response to
the Reallocation Request (a "First Reallocation Response') on
or before the date hereof may, at its option, reallocate all
or a portion of its 0ld Debt to one or more Prinecipal Options
by submitting a response to this communication substantially
in the form of Annex A hereto (a "Second Reallocation

Draft: 07/30/93 NYLEX104 Document No. 7566n
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Response") on or before September 9, 1993; provided, that
such reallocation shall comply with the guidelines set forth
in the Reallocation Request; and provided, further, that the
percentage of 014 Debt committed to Par Bonds specified in
the Second Reallocation Response shall not be greater than
such percentage specified in such Lender's First Reallocation
Response. Brazil would appreciate it if the percentage of
01d Debt committed to Discount Bonds specified in the Second
Reallocation Response were at least equal to such percentage
specified in such Lender's First Reallocation Response.

2. If any such Lender does not submit its Second
Reallocation Response on or before September 9, 1993, such
Lender's First Reallocation Response will be deemed to be
effective for the purpose of implementing the 1992 Financing
Plan,

3. Any Lender that has submitted its First
Reallocation Response on or before July 9, 1993 will be
permitted to modify its specification (set forth in such
First Reallocation Response) as to whether such Lender wishes
to (i) have the percentage of its 0ld Debt committed to Par
Bonds adjusted pursuant to the second paragraph of Part III.2
of the Reallocation Request (the "Optional Par Adjustment")
and (ii) have the percentage of its Old Debt committed to
Discount Bonds adjusted pursuant to the third paragraph of
Part III.2 of the Reallocation Request (the "Optional
Discount Adjustment"); provided that any Lender that
indicated it would not participate in the Optional Par
Adjustment pursuant to its First Reallocation Response shall
not be permitted to change such indication; provided,
further, that any Lender participating in the Optional Par
Adjustment may specify the maximum percentage of its 0ld Debt
committed to Par Bonds which will result from the final
Optional Par Adjustment. .

4. Any Lender that has submitted its First
Reallocation Response after July 9, 1993 and before the date
hereof will not be entitled to the Optional Par Adjustment or
the Optional Discount Adjustment, as stated in the
Reallocation Request.

S. Each Lender, regardless of the date of its First
Reallocation Response, will be subject to the adjustment of
the percentage of its 0Old Debt committed to Discount Bonds
pursuant to the second paragraph of Part III.l1 of the

- Reallocation Request (the "Mandatory Discount Adjustment";

together with the Optional Par Adjustment and the Optional
Discount Adjustment being collectively the "Adjustments").

Draft: 07/30/93 NYLEX104 Document No. 7566n
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€. In order to assist the Lenders in connection
with the foregoing reallocation of their 0ld Debt, the
Closing Agent will notify the Lenders of their respective
percentages of Old Debt committed to each Principal Option
(after giving effect to interim Adjustments based on the
First Reallocation Responses received as of the date hereof)
as soon as practicable but no later than August 9, 1993.
Please note that such percentages will be provided for
information purposes only and should not be considered as
indicative of the final percentages for any Lender. The
final percentages of any Lender's reconciled 0ld Debt
committed to various Principal Options will be determined
after giving effect to the final Adjustments (which will
occur after the Critical Mass Signing Date) and notified to
the Lenders shortly before the Exchange Date.

B. Lenders who have not submitted their First
Reallocation Responses before the date hereof.

1. Each Lender that has not submitted its First
Reallocation Response before the date hereof is hereby urged
to do so as soon as practicable. Any First Reallocation
Response shall comply with the guidelines set forth in the
Reallocation Request.

2. Each such Lender is also reminded that such
Lender will not be entitled to the Optional Par Adjustment or
the Optional Discount Adjustment but will be subject to the
Mandatory Discount Adjustment.

3. If any such Lender does not submit its First
Reallocation Response before the commencement of signing of
the Documents, such Lender will be permitted to participate
in the 1992 Financing Plan only if it has committed to
exchange 40% of its Old Debt to Option A for Par Bonds, 40%
of its 0ld Debt to Option A for Discount Bonds and 20% of its
0ld Debt to FLIRBs.

C. Reallocation Responses.

Pleasé note that each Lender should send its First
or Second Reallocation Response from the same location that
it sent its Commitment Telex.

D. Questions

Lenders are requested to contact the Closing Agent
(Attention: Melipda Harris, Brand Livingstone, Nancy
Lissemore or Louise Barbrack, telephone no. (212) 559-4757,

Draft: 07/30/93 NYLEX104 Document No. 756én
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(212) 559-5650, (212) 559-5648 or (212) 559-7618,
respectively) if they have any questions regardlng the
matters set forth in this Part II.

III. Other Matters

Representatives of the Central Bank, the Ministry of
Finance, theé Ministry of Planning and c¢counsel have met, and
will continue to meet, in New York with the Chairmanship of
the Committee and its counsel to discuss the drafts of
Documents. It is expected that the final drafts of the
Documents will be sent to the International Financial
Community in the near future.

Brazil is fully committed to normalizing its
relations with the international financial community by
implementing the 1992 Financing Plan by the Termination
Date. Implementation of the Plan is an essential element of
Brazil's broader objectives of achieving macro-economic
stability and sustained growth in the years ahead. Brazil
remains confident that the country will continue to receive
the support of the International Financial Community as it
moves toward the completicn of the 1992 Financing Plan.

Regards,

Fernando Henrique Cardoso
Minister of Finance

Draft: 07/30/93 NYLEX104 Document No. 75één
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ANNEX A

TO: CITIBANK, N.A., AS CLOSING AGENT

ATTN: ELAINE ROKAW
SUSAN SAPRA

TELEX: RCA INTL 236066
; WUD 681047
WUI 661934
WUL 662528
WUI 662409
WUI 669830

TELEFAX: (212) 688-9844
(212) 308-5164
(212) 421-1658

CC: [APPROPRIATE BANK ADVISORY COMMITTEEZ AREA
CONTACT], FOR INFORMATION

cC: REPUBLICA FEDERATIVA DO BRASIL
C/0 BANCO CENTRAL DO BRASIL
ATTENTION: HEAD OF EXTERNAL DEBT MANAGEMENT
DEPARTMENT (DEDIV)
TELEX NO: 61-1299 BCBR-BR
61-2098 BCBR-ER
TELEFAX: (0) 61-224-9261
FROM: [NAME OF LENDERI]
DATE: . ¢ XS99
RE: 1992 FINANCING PLAN

INITIAL COLLATERAL

WE REFER TO (i) THE 1992 FINANCING PLAN DATED
DECEMBER 29, 1992 (THE "1992 FINANCING PLAN") OF REPUBLICA
FEDERATIVA DO BRASIL, (ii) THE COMMUNICATION DATED MAY 26,
1993 FROM BRAZIL TO THE INTERNATIONAL FINANCIAL COMMUNITY
(THE "REALLOCATION REQUEST") AND (iii) THE COMMUNICATION
DATED (JULY][AUGUST] _ , 1993 FROM BRAZIL TO THE
INTERNATIONAL FINANCIAL COMMUNITY (THE “INITIAL COLLATERAL
COMMUNICATION"). TERMS DEFINED IN THE 1992 FINANCING PLAN
ARE USED HEREIN AS THEREIN DEFINED.

Draft: 07/30/93 NYLEX104 Document No. 7566n
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A-2

I. PURSUANT TO THE 1992 FINANCING PLAN, THE REALLOCATION
REQUEST AND THE INITIAL COLLATERAL CONDITION WE WISH TO
ALLOCATE OUR OLD DEBT COMMITTED TO THE 1992 FINANCING
PLAN AS FOLLOWS:

PRINCIPAL OPTION PERCEﬁTAGE OF OLD DEBT
PAR BONDS:
OPTION A:
OPTION B:
DISCOUNT BONDS:
OPTION A:
OPTION B:
FLIRBS:
CAPITALIZATION BONDS:
RESTRUCTURING OPTION:

DEBT CONVERSION BOND/
NEW MONEY OPTION:

100%

WE REPRESENT AND WARRANT THE PERCENTAGE OF OLD DEBT
COMMITTED TO PAR BONDS SET FORTH ABOVE IS NOT GREATER THAN
SUCH PERCENTAGE SPECIFIED IN OUR RESPONSE TO THE REALLOCATION

REQUEST.

(__ IF THE AGGREGATE AMOUNT OF OLD DEBT COMMITTED BY ALL
LENDERS TO PAR BONDS IS LESS THAN THE MAXIMUM PAR LEVEL,
WE WISH TO INCREASE THE PERCENTAGE OF OUR OLD DEBT -~
COMMITTED TO PAR BONDS PURSUANT TO THE SECOND PARAGRAPH
OF PART II1.1 OF THE REALLOCATION REQUEST.

YES NO

SUCH INCREASE SHOULD BE EFFECTUATED BY REDUCING THE
PERCENTAGE OF OLD DEBT COMMITTED TO (SPECIFY THE RELEVANT
PRINCIPAL OPTION OTHER THAN DISCOUNT BONDS (EXCEPT WHERE THE
LENDER HAS COMMITTED ALL OF ITS OLD DEBT TO PAR BONDS AND
DISCOUNT BONDS, IN WHICH CASE SUCH LENDER MAY SPECIFY
DISCOUNT BONDS AS THE PRINCIPAL OPTION TO BE REDUCED)]*.

* To be included only if the Lender has indicated "YES" to
this adjustment pursuant to its response to the
Reallocation Request.

Brafs: 07/30/93 NYL.EX104 Decurent No 285n
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A-3

[IN ANY EVENT, THE PERCENTAGE OF OLD DEBT COMMITTED
TO PAR BONDS SHALL NOT EXCEED _ %.]*

. IF THE AGGREGATE AMOUNT OF OLD DEBT COMMITTED BY ALL
LENDERS TO DISCOUNT BONDS IS LESS THAN THE MINIMUM

| DISCOUNT LEVEL, WE AGREE TO INCREASE RATABLY THE

PERCENTAGE OF OUR OLD DEBT PURSUANT TO THE SECOND

PARAGRAPH OF PART III.2 OF THE REALLOCATION REQUEST BY

DECREASING THE PERCENTAGE OF OLD DEBT COMMITTED TO
{SPECIFY THE RELEVANT PRINCIPAL OPTION OTHER THAN

DISCOUNT BONDS].

___ IF THE AGGREGATE AMOUNT OF OLD DEBT COMMITTED BY ALL
LENDERS TO DISCOUNT BONDS EXCEEDS THE MINIMUM DISCOUNT
LEVEL, WE WISH TO REDUCE THE PERCENTAGE OF OUR OLD DEBT

COMMITTED TO DISCOUNT BONDS PURSUANT TO THE THIRD
PARAGRAPH OF PART IIIl.2 OF THE REALLOCATION REQUEST.

YES NO

SUCH REDUCTION SHOULD BE EFFECTUATED BY INCREASING
THE PERCENTAGE OF OLD DEBT COMMITTED TO (SPECIFY THE RELEVANT

PRINCIPAL OPTION OTHER THAN PAR BONDS]

LENDING OFFICES.

WE REPRESENT AND WARRANT THAT WE ARE ACTING ON
BEHALF OF THE FOLLOWING LENDING OFFICES:

[IDENTIFY EACH LENDING OFFICE].
CONFIRMATION OF COMMITMENT TELEX.
EXCEPT AS AMENDED BY OUR RESPONSE TO THE

REALLOCATION REQUEST AND HEREBY, OUR COMMITMENT TELEX IS
RATIFIED AND CONFIRMED IN ALL RESPECTS.

REGARDS,
[NAME OF LENDER]

Y.
NAME :
TITLE:

i To be included orly if the Lenders want to specify a
maximum percentage for its Old Debt committed to Par
Bond.

Draft: 07/30/93 NYLEX104 Document No. 756¢én
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: Office Memorandum

da JUL 29

July. 28,1993
MEMORANDUM FOR FILES

Subject: / Brazil--Meeting of Delegation with the
anaging Director and the Deputy Managing Director 1/

Mr. Fritch explained that Brazil was embarked on a major
economic program based on a front-loaded fiscal adjustment. Once the
fiscal consolidation was firmly in place, de-indexation of wages and
the exchange rate would follow, backed by a tight monetary policy.
This program, in his view, reversed the sequencing which had
characterized the failed stabilization attempts of recent years. It
also implied that substantial progress on the inflation front could
not be expected until 1994.

He asked for Fund support through an arrangement of 12 to
18 months to underscore the credibility of the Government'’s program
and unlock the Brady deal and the Paris Club. Financing from the Fund
was not a significant consideration.

He described two options for Fund involvement. The
preferred option was a precautionary stand-by arrangement (with or
without a token up front first credit tranche purchase). The fallback
position was a staff monitored program. He understood that the staff
had agreed to a mission in late-August to continue discussions.

The Managing Director agreed that the basic problem was
tackling the disarray of public finances. He liked the idea of a
front loaded fiscal program, but questioned the reasons for delaying
monetary tightening and disindexation. "We need a comprehensive
program from the start." Mr. Fritch replied that a severe monetary
tightening would erode support for the essential upfront fiscal
adjustment. Monetary policy, nonetheless, would not be lax, it would
maintain market interest rates high enough to defend the balance of
payments. The degree of tightness could be discussed by the mission.

1l/ The meeting took place at 5:30 pm, July 27, 1993. The Brazilian
delegation included Messrs. Winston Fritch, Secretary of Economic
Policy, Edmar Bacha, Advisor to the Minister, and Jose A. Denot
Medeiros, Secretary of International Affairs, all of the Ministry of
Finance. The meeting was attended by Mr. Kafka (Executive Director),
and Messrs. Beza, Fajgenbaum (both WHD), and van Houten (PDR).
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De-indexation, in his view, could only be successful once
inflation had begun to moderate under the pressure of fiscal
adjustment, because its success depended critically on credibility.

He admitted that the timing of the second phase was uncertain. In his
view, it would take at least six months to establish a serious fiscal
consolidation. But it could be longer. The timing of de-indexation
would be a judgment call.

The Managing Director emphasized the importance of strong,
visible measures in the upfront fiscal package to gain the confidence
of a highly skeptical market. He also stressed that the authorities’
fiscal objective for the first year was not ambitious enough; the
proposed objective of a 4 percent of GDP primary surplus--and
operation balance--was at the low end of the scale.

The discussion then shifted to the timing and type of
arrangement. The ideal would be to have a stand-by in place in time
for the Brady deal deadline in November. This scenario would require
a late-September indication of substantial progress as a decision had
to be made at that time to move ahead on the debt deal. Given the
need for serious upfront fiscal measures, the Managing Director
questioned the realism of this timetable. Mr. Fritch, in reply,
proposed that in that event, Brazil would fall back to a monitored
program, even though this would be highly unsatisfactory. The
Managing Director agreed to this procedure. "Let’s go for a stand-by
of acceptable quality based on upfront fiscal action, and rely on a
monitored program as a fall back."

Mr. Fritch cautioned that many measures on the fiscal front
could not be taken before the Constitutional Reform process which
started in October, adding "we’ll have to be creative and find a way
to proceed." On this unsatisfactory note the meeting ended. .

& [
Zbku»A oMJEZj—‘
Jan F.* van Houten
Policy Development and Review Department

cc: Mr. Boorman
Mr. Beza
Mr. Fajgenbaum
Mr. Szymczak




Office Memorandum ¥

Toi: The Managing Director Julywe 27, Y993
The Deputy Managing Director

From: S.T. Beza M/g
/

Subject: Meeting with Brazilian Officials

In their presentation of the general policy framework, the
Brazilian officials said that the main task is to reduce inflation,
but stressed that only after fiscal adjustment had taken place would
it be possible to adopt measures such as deindexation or to use of the
exchange rate to help bring inflation down.

: The fiscal adjustment is to take place in two stages. Under
the Immediate Action Plan an atizmpt is to be made in 1993 to contain
expenditure, improve tax administration (although many of the pro-
posals made by an FAD technical assistance team apparently are not
being implemented), limit the state and municipal governments'’ access
to domestic financing, and widen the scope of the privatization pro-
gram. The second stage would be based mainly on a fiscal reform in
the context of the constitutional revision scheduled to start on
October 6, 1993. They spoke of a process extending through February
1994. In the meantime, they expect inflation to stay at around 30
percent a month.

The fiscal outlook for the rest of 1993 appears weak as the
expenditure cuts announced so far concentrate on capital outlays, only
partially offsetting increases in current expenditure. The
authorities are projecting a primary fiscal surplus of a little above
2 percent of GDP in 1993 (roughly the same as in 1992), with the
surplus declining from nearly 4 percent of GDP in the first half of
the year to around 1 percent of GDP in the second half. Clearly, a
great deal needs to be specified as to how the needed fiscal
adjustment is to be achieved. As discussed in the strategy brief for
Brazil and stressed by many Directors during the recent discussion, a
significant operational surplus in 1994 may be necessary. The
officials seem reluctant to go this far, but this matter requires
further discussion. In any event the envisaged fiscal reform provides
a unique opportunity to achieve a major and sustained fiscal
adjustment.

The officials said they would like Fund support in the form
of a stand-by arrangement starting as early as, say, October, with
only a first credit tranche purchase initially, and with further
drawings available only after they were zmbarked on the inflation
reduction portion of the program. (They also noted that they would
accept the SBA being treated as precautionary apart from financing for




the debt arrangement.) They mentioned in this regard the need to be

able to show the Brazilian public that they were working closely with
the Fund to strengthen confidence and also to be able to conclude the
debt deal.

I said this approach would be very difficult to support in
view of experience. I suggested to them an informal monitoring
program while the fiscal measures were being prepared and implemented
up to the critical mass that would enable them to commit to inflation
reduction. They felt that this would not assist them sufficiently
vis-a-vis the general public and for the debt deal.

We also discussed briefly the possibility of an arrangement
without any purchase from the Fund until the inflation reduction
portion could be started. I did not favor this approach, and they did
not seem to think that it would me# be sufficiently helpful to them.

ecr «Mr.. TFanzi
Mr. Guitian
Mr. van Houten
Ms. Saunders
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July-“d2, 1993

MEMORANDUM FOR FILES

Subject: Brazil--1993 Article IV Consultation
Executive Board Discussion

The Executive Board met on July 2 to consider the staff
report on the 1993 Article IV consultation discussions with Brazil--
(EBS/93/74, 5/20/93; EBS/93/74 Supplement 1, 6/30/93; and SM/93/125,
6/15/93). Directors expressed disappointment with Brazil’s general
economic performance since the last Article IV consultation was
concluded in October 1991 and were in agreement that the underlying
cause was the very weak fiscal situation. While recognizing the
recently announced Program of Immediate Action as a step in the right
direction, Directors were nearly unanimous in pointing out that it was
probably not sufficiently broad-based and urged the authorities to
adopt a comprehensive program that would address the weakness in the
public finances so as to lay the foundation for a sustained reduction
in inflation.

.3 Past efforts at adjustment

Directors (Messrs. Dawson, Tabata, Marino, Peretz, Zoccali)
noted that past efforts at economic adjustment have failed primarily
because of weakness in the implementation of programs. The pattern
was one of inadequate fiscal measures, weakness in following through
on proposals for constitutional amendments, inadequate public sector
reform, and excessive (unbalanced) reliance on monetary policy. The
main results were large borrowing requirements of the public sector,
rapid inflation and high real interest rates, while indexation
remained widespread in the economy. Although there was some improve-
ment in the economic situation in 1992--particularly in regard to
structural reforms and the external accounts--a strong commitment to
adjustment and perseverance with difficult measures are required to
completely turn the situation around. Mr. Kagalovsky and several
other Directors emphasized that past price and wage freezes were not
supported by fiscal policy, with deeply institutionalized aspects of
expenditures rendering the fiscal situation very difficult.

Mrs. Hetrakul observed that the country’s "stop-go" approach without a
period of sustained austerity and the authorities’ delays in carrying

through the necessary reforms led to significant costs to the economy

and necessitated more severe adjustments.




2% Adjustment efforts

Some Directors (Messrs. Marino, Landau, Wei, and Zoccali)
welcomed the authorities’ recent program as an adequate first step.
The avoidance of a shock approach was viewed as appropriate but
Directors stressed that the fiscal problem shculd be tackled with
determination. In particular, the privatization efforts, limitations
on the wage bill to 60 percent of revenue, the tightening of credit
policy and the announced US$6 billion cut in budgeted expenditures
were all in the right direction.

However, other Directors (Mr. Dawson, Tabata, Havrylyshyn)
felt that substantially more work was required in order to carry out
the intentions of the Government. The program is not backed by solid
actions, with further revenue measures and expenditure cuts being
necessary even to achieve the elimination of the operational deficit,
a target which they qualified as modest. Nevertheless, even this
target may be too optimistic without further measures. The recently
proposed monthly indexation of salaries up to 20 minimum wages and the
additional increase of minimum wage by 3 percent per month in real
terms could have adverse impact on the fiscal targets, in part through
its impact on social security expenditure. Moreover, the announced
US$6 billion cut in expenditure may be deceptive as it is from a base
that was already significantly inflated and thus may not be ambitious
enough. Also, the various pronouncements on constraining the wage
bill could be inconsistent with the proposed wage indexation.
Directors also pointed out that, according to the staff, the revenue
estimates now programmed for the budget may be overly optimistic. As
a consequence, and in light of past Government’'s failure to deliver on
policies, a "wait-and-see" attitude was felt to be most appropriate.

3 Future program

Directors urged the authorities to adopt a comprehensive
program that would be sufficiently ambitious to reduce inflation on a
lasting basis. This was to be enhanced primarily through a signif-
icant fiscal tightening. Such a program should include a restruc-
turing of the public service to reduce the wage bill; appropriate
revision of public sector prices to cover costs; a reduction in
deficit of the public enterprises; a reform of the financial system;
and the avoidance of more frequent wage indexation and controls on
capital flows.

As regards Fund support for a program, Directors referred to
the strong BOP position of Brazil and high level of international
reserves, and this indicated that an arrangement with Brazil should be
of a precautionary nature. Some Directors indicated that, for a pro-
gram to be credible, it should incorporate a number of prior actions,
including those related to constitutional amendments to improve the
structural situation; an appropriate balance between the transfer of



resources from the Central Government to state and local governments
and their respective expenditure responsibility and accountability.
Also, Directors felt that prior actions should include adjustments in
public prices to make up for past losses; expenditure cuts, with con-
tingent plans for further cuts to make up for any slippages; and
prompt financial sector reform.

Directors emphasized that the scheduled completion of
Brazil's agreement with its commercial bank creditors by end-November
1993 should not be construed as an artificial deadline by which a pro-
gram should be presented to the Fund. The Fund should continue to
require a program of high quality.

4. Exchange rate

Directors agreed that competitiveness is not currently a
problem and the external position remains fairly comfortable.
Messrs. Dawson, Havrylyshyn, Peretz, Tabata and Landau indicated that
a consolidation of the fiscal situation was a necessary precondition
for real exchange rate targeting to be abandoned in favor of an
exchange rate that would help bring inflation down faster.

>, Consultation

Many Directors expressed concern about the delay with the
Article IV consultation. They noted that Brazil, despite its
difficult economic situation, did not abide by its appropriate
frequency in the consultation cycle and thus made it more difficult
for the Fund to properly fulfill its surveillance role. Mr. Esdar
pointed out that the consultation cycle delays have been difficult to
reconcile with the Fund’s role, the importance of Brazil in the global
picture, and for Brazil in the management of its economic difficul-
ties. Mr. Peretz emphasized that consultation should be regular, with
more timely Board discussions in the future.

TRl D

amuel Itam
Deputy Division Chief
Western Hemisphere Department

cc: Mr. Beza
AFR
CTA
EUR I
EUR II
MED
SEA




ccCs:

THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE:

TO:

FROM:

EXTENSION:

SUBJECT:

June 30, 1993 M
Files )7

S. H. Choi, Adviser, SEC

80201

Proposed Attendance of Bank Staff at IMF Board

Place of Meeting - IMF 12-120 (Fund Board Room)

Date of Meeting : Friday, July 2, 1993

Agenda Item - BRAZIL: 1993 Article IV Consultation
Staff Attending : Mr. Demitris Papageorgiou

Division Chief, Country Operations
Latin America and the Caribbean Region
473-1910 Room 17-059

and

Ms. Beth O’Laughlin

Country Officer for Brazil

Latin America and the Caribbean Region
473-1916 Room I7-026

o Vice President - Mr. Husain, 18-015
Director - Mr. Steckhan, [7-015
Bank Representative - Mzr. Papageorgiou, 17-059
Bank Representative - Ms. O’Laughlin, 17-026

Mrs. Greaves (
Bd. Attendance Book
Department Liaison
Ms. Puckahtikom
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Office Memora ndum

To: The Managing Director June 30, 1993
The Deputy Managing Director

-

From: S, T. Beza for LTS

Subject: / Brazil--Supplement to Staff Report

Attached is a supplement to the Staff Report for the Article
IV consultation with Brazil (EBS/93/74). 1Its purpose is to summarize
developments since the report was issued on May 20. As the supplement
is mainly descriptive and does not contain controversial material, it
also is being sent to Documents Preparation to speed up its
circulation to the Executive Board given that the Board meeting on
Brazil is scheduled for July 2, 1993. Mr. Van Houtven agrees with
this procedure.

The paper has been reviewed by FAD, LEG, MAE, PDR, RES, and

TRE.

Attachment

cc: Ms. Saunders
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To:

From:

Subjec

()ffl’u’ Memorandiun

The Managing Director June 30, 1993
The Deputy Managing Director

S.T. Beza {/7 /) /5

: Brazil--Article IV Consultation

Attached are notes for the summing up of the Executive Board

discussion on the 1993 Artivle IV consultation with Brazil scheduled

for July 2.

Attachment

cav -Mr.: »én Houtven

LEG
PDR
Ms.

R. Saunders

Contributors

Jose Fajgenbaum (WHD)
J. Saul Lizondo (WHD)
Bob Traa (WHD)




The Chairman’s Summing Up at the Conclusion of the
* 1993 Article IV Consultation with Brazil
Executive Board Meeting 93 - July 2, 1993

Executive Directors expressed concern about the continued high rates of
inflation and generally weak economic performance of Brazil in recent years,
but were encouraged by the authorities’ intention to implement an economic
program that would deal with the underlying causes of these problems. They
considered the Plan for Immediate Action announced recently by the Minister
of Finance as a step in the right direction, although they observed that its
quantification and the specification of key macroeconomic variables had not
yet been completed. Thus Directors found it difficult to say whether this
plan would prove to be suitable for achieving a lasting reduction of
inflation and setting the basis for sustained economic growth. They urged
the authorities to complete the design of the plan and to implement without

delay a program consistent with the attainment of these economic objectives.

Directors stressed that a major strengthening of the public finances
clearly was indispensable. A fiscal policy aimed at eliminating the
operational deficit in 1993 would represent a good advance, but this would
need to be followed by a further strengthening of the public finances in
subsequent years. While Directors welcomed the various revenue measures
that had been adopted or that the authorities expect to implement, they
pointed out that achieving a balanced operational position in 1993 would
require measures that still needed to be identified. They encouraged the
authorities to define and implement these measures promptly because of the

danger that delays would result in a further acceleration of inflation.

06/30/93 4:51pm - G:\DOC\COUNTRY\BRA\RPT\SUMMINGU.93




They also emphasized that these measures should include an adequate margin

to meet potential claims on funds with public sector guarantees and to allow

for possible slippages.

Directors noted that the forthcoming revision of the Constitution
provided a crucial opportunity for addressing the structural obstacles that
have thwarted past Brazilian efforts to strengthen the public finances on a
sustained basis. They welcomed the intention of the authorities to begin
the preparation of a proposal for this reform and to arrange discussions
with Congress on a timetable that would ensure that the reform becomes
effective at the start of 1994. Directors stressed that the reform proposal
should be ambitious, tackling both the revenue and expenditure aspects of
the public finances while dealing comprehensively with the structural

problems that were confronted.

Directors remarked that credit policy would have to make a substantial
contribution to the effort of combating inflation and expressed concern
about its relaxation in recent months. Moreover, a tightening of credit
policy would provide an unequivocal signal of the authorities’ commitment to
fight inflation, even though it was likely to result in high interest rates
in real terms until the strengthening of fiscal policy takes hold. In view
of previous experience in Brazil, Directors agreed that such a credit policy

stance may induce large capital inflows; the best response to these inflows

would be a rapid improvement of the public finances whereas an intensifica-




tion of capital controls was likely to be effective only transitorily and

ran the risk of having adverse effects on expectations.

A number of Directors expressed concern about the granting of tax
incentives and subsidized credit to selected economic activities to
stimulate production. Such a policy introduces distortions in the
allocation of resources, is costly to the public finances, and usually is
ineffective in stimulating production beyond the very short term. Directors
emphasized that sustained growth of output and employment would be the
result of a lasting reduction of inflation that restored confidence and led

to increased investment.

Several Directors also expressed concern about the proposal to
intensify the indexation of salaries and the minimum wage currently under
consideration in the Senate. They encouraged the authorities to resist the
pressures for such a measure. A more frequent and comprehensive indexation
of wages would have adverse repercussions on the stabilization effort and on

employment, and endangered the public finances.

Directors noted that the present policy of adjusting the commercial
exchange rate in line with domestic inflation had been successful in
maintaining an adequate degree of competitiveness, and had been an important
factor in the recent expansion of Brazilian exports. Some Directors

suggested that a less active adjustment of the nominal exchange rate could

help obtain a faster decline in inflation, but most Directors stressed that




this could be done only after the public finances had been strengthened and
the credibility of the Government'’s commitment to sound financial policies

had been won.

A number of Directors welcomed the authorities’ decision to improve the
targeting of Brazil's social programs. They noted that this effort would
help alleviate the situation of the poorest in Brazil, while at the same
time avoiding raising public spending above the levels that are appropriate
under present circumstances. Directors agreed with the authorities that the
most important contribution to the alleviation of poverty would come from a

lasting reduction of inflation.

Directors commended the authorities for the progress in the
implementation of structural reforms. They noted the advances made in the
privatization of public sector enterprises, and welcomed the authorities’
plans to accelerate and broaden the scope of this program, which would
contribute to the improvement of the public finances by reducing public
sector debt. Directors also welcomed the continuation of the multiyear
trade liberalization program and noted the elimination of the remaining
quantitative restrictions. They encouraged the authorities to intensify

this process in order to enhance further the efficiency of Brazil'’s

productive sectors.

Directors commented favorably on the progress that has been made in re-

establishing relations with external creditors. The completion of the debt



restructuring deal with commercial bank creditors could contribute to

enhancing external and domestic confidence in the prospects of the Brazilian

economy .

Directors welcomed the authorities’ commitment to eliminate all
external payments arrears by the end of 1993, and encouraged the authorities
to make effective their intention to remove all remaining exchange
restrictions subject to Fund approval as soon as possible. They also

encouraged the authorities to move to Article VIII status.

A number of Directors expressed concern that for the second consecutive
time the Article IV consultation with Brazil was being concluded after a

significant delay. Directors urged that the next Article IV consultation

with Brazil be held within 12 months.
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To: Mr. Fajgenbaum June 29, 1993

From: G.A. Mackenzi
C-AM

Subject:/Brazil--Buff Statement

—

This brief account of recent developments suggests that the
risk of financial instability has, if anything, increased since the
issue of the Staff Report. In particular, although some adjustment in
the real value of the minimum wage may be justified, the program of
increases proposed and the proposed indexation mechanism for wages
appear to increase the Brazilian economy'’s vulnerability to
inflationary shocks.

We agree that it is not yet possible to assess the adequacy
and consistency of the program set out in the Plan for Immediate
Action document. It does set out a number of potentially wvaluable
measures to improve tax administration and federal state finances,
although the timing of measure 1 in the Revenue Recovery section looks
pretty ambitious, and a number of potentially important measures
require parliamentary approval. Perhaps it may be asking too much of
such a document, but at the same time it does not address some of the
fundamental issues in the fiscal federalism area. The document also
has little to see about tax policy measures, except for the temporary
tax on financial transactions. As we stated in our comments on the
Staff Report, there are other and far more preferable tax policy
measures the Federal Government could take.

Contributor: Lorenzo Figliuoli

cc: FAD
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o The Managing Director June 4, 1993
The Deputy Managing Director
Fi

From: S. T. Beza e

Subject: Brazil--Meeting with Central Bank President
\ gggfg Cesar Ximenes

In the recent cabinet reshuffle President Franco replaced the
Minister of Finance and the Minister of Planning, but Mr. Ximenes
stayed as President of the Central Bank. (Mr. Ximenes has been on the
job for about 2 1/2 months and formerly was the Executive Director in
the BID.)

During late-April and early-May 1993 we discussed with
Brazilian officials the economic program that was being prepared by
the previous economic team. These discussions were described in the
Staff Report for the Article IV consultation that was issued three
weeks ago.

The program envisaged a primary fiscal surplus of 4 percent
of GDP and an operational balance of zero for 1993. Credit policy was
to keep interest rates in the overnight market at 15 percent in real
terms, and exchange rate policy was to keep the real exchange rate
constant. On the basis of these policies, the authorities expected
monthly inflation to decline from 29 percent at present to 17 percent
by December 1993. 1In the discussions the Brazilian officials and
staff came to the conclusion that real interest rates probably would
need to be higher than envisaged in the draft program, and thus that
the primary surplus also would need to be somewhat higher if the
operational fiscal position were to be in balance.

A major difficulty was (and this was made clear in the Staff
Report) that the projected fiscal position was very far from the
objective for 1993. 1In fact there was a need to identify measures

equivalent to 2 1/2 percent of GDP in order to attain the outcome out-

lined by the authorities.

It was agreed (in early May ) that discussions would continue
after the authorities had formulated specific measures to fill the ‘
fiscal gap just mentioned. However, there was a change of Minister |
not long after these discussions. The new Minister says that he ‘
agrees with the approach of his prececessor, but we have not yet had |
discussions with the new team. The good reputation of the new
Minister has had positive effects on the exchange and stock markets, ‘
but obviously this will not last if inflation keeps moving up.



A question for Mr. Ximenes is how he is currently handling
credit policy. The figures we have available show interest rates to
be perhaps around 10 percent a year in real terms, which is high by
most standards but well below the rates we had been discussing with
officials.

cc: Mr. Zulu/Mr. Guitian
Mr. van Houten
Ms. R. Saunders



Office Memorandum

To: Mr. Fajgenbaum May 24, 1993

From: Hassane Cissé ‘f1(r
Subject{igiggil_: Right to Make a First Credit Tranche

Purchase Under the Current Stand-by Arrangement

You asked (i) whether Brazil could make a first credit
tranche purchase under the current stand-by notwithstanding the fact
that Brazil'’s program is off track; and (ii) whether the new decision
regarding the elimination of floating (Decision No. 10186-(92/32) of
November 3, 1992) would affect the availability of a first credit
tranche purchase under the current stand-by.

1. I confirm that, notwithstanding the fact that Brazil's
program under the current stand-by is off track, Brazil has the right
to make a first credit tranche purchase, as long as the stand-by is in
effect, because first credit tranche purchases are not subject to
performance criteria and phasing.

2. With respect to the policy regarding the elimination of
floating, the new decision does not automatically apply to
arrangements approved prior to its adoption. Therefore, unless the
stand-by for Brazil is amended to reflect the change introduced by the
decision, the availability of a first credit tranche purchase under
the stand-by will not be affected. In the absence of such an
amendment (which would require Brazil’s consent), the controlling
language remains that of Para. 2(b) of the current stand-by for
Brazil.

cc: PDR
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To: The Managing Director May 19, 1993
From: /S T. Beza /62;2/15
SubJecE\”?razil
Mr. Erb has cleared the staff report on the Article IV {

consultation with Brazil, and we are ready to issue it.

Mr. Kafka said that he wishes to have the report numbered,
and he also asked me if you would be reading the report. I told him
that the customary procedure was that if you were away the Acting
Managing Director cleared the report. He said that he was interested
in your reading the report before it is issued.

Please let me know if you wish to see a copy of the report
(in the form ready to be sent to the printer).
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Office Memorandum 7
To: The Acting Managing Director May ;i 1993

From: §)fT. Beza 7&
. ?
Subjeczi‘fiazil--Ar icle IV Consultation \\\j@

Attached for your approval is the staff report for the 1993
Article IV consultation with Brazil.

The report has been reviewed by the following departments:

Fiscal Affairs: Mr. MacKenzie
Legal: Mr. Cissé
Monetary and Exchange Affairs: Mr. Guitian
Policy Development and Review: Mr. van Houten

Research: Mr. Khan
Statistics: Mr. Joyce
Treasurer'’s: Mr. Gupta
Western Hemisphere: Mr. van Beek and myself

The report also has been reviewed by Mr. Steckhan from the
World Bank.

A summary of the report is attached.

Attachments

~OFFICE/DED-~-

cc: The Managing Director (o/r)
Ms. R. Saunders




Brazil--Summary of the Staff Report

) B Recent economic developments

Following a series of unsuccessful attempts to bring inflation down
rapidly on the basis of packages that relied heavily on price and wage
freezes, in late 1991 Brazil adopted an economic program that sought a
gradual reduction of inflation through the pursuit of a very tight credit
policy while the public finances were being strengthened. In the event,
inflation remained high because of shortfalls in fiscal policy implementa-
tion and political developments that led to the impeachment of the
President. The performance criteria relating to the public finances (under
the stand-by arrangement approved in early 1992) were not met, but the bal-
ance on external transactions improved markedly and international reserves
rose sharply in 1992.

2 Report on the discussions

The authorities acknowledge that the reduction of inflation to very low
levels is a pre-condition for sustained economic growth, and that imple-
mentation of restrained fiscal and credit policies are crucial to achieving
such a reduction. Because a major and lasting strengthening of the public
finances requires a comprehensive fiscal reform, the authorities recently
adopted an economic program based on a two-stage approach to reducing
inflation in 1993 and subsequently.

For 1993 the program seeks a limited reduction of inflation on the
basis of the elimination of the operational deficit and a credit policy
designed to keep interest rates positive in real terms. The program also
includes measures aimed at stimulating activity in selected sectors, and an
exchange rate policy geared at maintaining the real exchange rate constant.
For 1994 the authorities envisage a more ambitious attack on inflation on
the basis of a further improvement in the public finances through a
comprehensive fiscal reform to be introduced in the context of a revision of
the Constitution scheduled for late 1993.

While the two-stage approach may be the realistic option at present, it
involves important risks. Inflation may not fall as planned in 1993 because
some of the fiscal assumptions probably are too optimistic and because much
of the intended fiscal correction in 1993 still needs to be identified,
particularly in expenditure cuts that may not be feasible. Even if the
fiscal adjustment for 1993 is carried out as planned, it will leave much to
be done in this area to achieve a sound position on a lasting basis.

Brazil has made considerable progress in implementing structural
reforms. = The authorities’ program includes a continuation of these
policies, notably an acceleration and widening of the scope of the
privatization program, and further trade liberalization. The authorities
are hoping to complete in 1993 the agreement with creditor commercial banks
on a comprehensive restructuring of the medium- and long-term debt,
including debt and debt service reduction.
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To: Mr. Fajgenbaum May 3, 1993
From: Jan F. van Houten'ig'q

Subject:/Brazil--Staff Report

e

would suggest that given Brazil's track record and the
present state of our discussions, the Article IV consultation report
(the first in 18 months) be more analytical and critical, and bring
out more clearly the differences in policy views between the staff and
authorities. This would be consistent with the Board's views on the
nature of consultation reports upon concluding the recent review of
surveillance. As it stands, the background section is a good guide to
recent stabilization attempts, but does not fully do justice to the
complexity of the problems facing Brazil. A more analytically
oriented section, backed by a chart-show, would have been welcome--and
also would permit considerable saving in length.

The section on policy discussions comes across as a rather
uncritical presentation of the authorities’ views. Admittedly, the
mission held the discussions at a time when the authorities’ views had
not yet been fully worked out, and there may have been little
opportunity for dialogue. Still, this would have been a good occasion
to weave into the report the staff’s views about the type of policies
that we would recommend (as described in the CSP).

The staff appraisal also misses an opportunity to present the
staff’s views more pointedly. As it is, it runs the risk of appearing
too complacent about the authorities’ views and intentions. Could it
not be more tightly focussed about a central theme (such as the last
two sentences of the full paragraph on page 26)? I suspect that the
final statement of the mission (which I understand was presented
orally) consisted of a pointed assessment which could be appropriately
paraphrased for purposes of the staff appraisal.

A few specific comments consistent with the above overall
view follow below.

- The body of the report does not provide support for the
staff view on page 26 that the authorities’ broad objectives and poli-
cy guidelines constitute an adequate basis for the formulation of an
ambitious economic program. Not enough is known about their plan to
give such a strong endorsement. Specifically, the report does not
quantify the authorities’ fiscal objective, which would appear to be
the key to a stabilization program. The draft mentions that the staff
foresees a reduction of the primary surplus from 1} percent of GDP to
less than 1 percent in 1993. Do the authorities agree with this? If



so, does the staff believe this is adequate to hold a lid on
inflation?

- On privatization, the report does not specify how the
authorities intend to use the proceeds. From discussions this past
week, I understand that the intention is to reduce domestic debt. The
staff appraisal should strongly endorse such a policy.

- The authorities appear to be following a real exchange
rate rule. The discussion fails to evaluate this policy and hence
implicitly endorses it. The report, as a minimum, should provide
arguments why such a policy may be the best that can be done to pro-
tect the balance of payments until fiscal policy can be substantially
tightened. (This, I understand, was the thrust of the mission’s
recommendation on exchange rate policy in its concluding statement.)
However, it should also make the point that it may be impossible to
bring down inflation without abandoning this rule. As it is, the
economy would appear to be without a nominal anchor. What does the
staff have to say about letting the exchange rate float, without major
CB intervention, during the transition phase of tightening fiscal
control? This would at least allow any gains from whatever fiscal
adjustment that occurs to be translated into lower inflation.

- The authorities’ experience with sterilized intervention
is also worth a more thorough discussion (the Board, moreover, is very
much interested in this topic).

- There is a reference to sectoral credit agreements on
page 12, but the staff is silent on this issue thereafter. If these
arrangements are relevant enough to be mentioned, should not the
appraisal state that they contravene the general thrust of structural
reforms? Should not the report address their impact on fiscal and
credit policies?

- The staff appraisal is also overly complacent about
Brazil'’s trade policy stance and gives the impression that not much
more needs to be done I would suggest that the report call on the
authorities to deepen planned reforms. In this regard, some
clarification would be helpful for the statement that Brazil will
"...consolidate the gains from the trade liberalization effort through
the MERCOSUL initiative" (page 21). It would be a matter of concern
if the statement implies that Brazil favors regional integration
through MERCOSUL over further multilateral liberalization, especially
in view of the fact that Brazil is a major trading nation in the world
and that the major part of its trade is outside MERCOSUL.

Other comments

- As regards exchange restrictions, we understand that
Brazil no longer maintains restrictions under Article XIV. This
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should be mentioned explicitly in the text (see Appendix I,

Section VII). With respect to the restrictions subject to approval
under Article VIII, as there is no timetable for their removal, the
staff appraisal should state that approval is not recommended.

- The staff appraisal should encourage the authorities to
eliminate the existing exchange restrictions and move to Article VIII
status.

- Section VII in Appendix I should indicate the three
exchange markets--the commercial, tourist and parallel--in Brazil's
exchange system, and provide the latest buying and selling rates for
each exchange rate vis-a-vis the U.S. dollar.

- The main assessment of the medium-term outlook (page 23)
is surprisingly positive given the imbalances in the economy. 1Is this
the staff view or that of the authorities? Does it apply to just the
balance of payments, or to other macroeconomic objectives (inflation,
growth) as well? The scenario apparently is based on the authorities'’
assumption of a successful program in 1993-94. Does the staff have
views about the realism of this program (which is not described in the
paper). What are the risks in the context of the sensitivity analysis
if the authorities’ fiscal objectives are not met?

- The report should make clear whether military expendi-
ture is fully reflected in the budget and in the balance of payments
data. (We appreciate that the issue was raised during the mission and
is a sensitive one.) Has the lack of transparency in this area been
an obstacle in the macroeconomic analysis? Has it allowed the staff
to adequately assess the size of the public sector in the economy?

- We assume that the date in Appendix I, Section VIII
which refers to the last Article IV consultation is meant to be
October 1991.

- On the presentation of the balance of payments, we
suggest that the report provide assumptions on trade volumes and
prices as memorandum items. It would also be useful to separate the
exceptional financing included in the capital account from the
spontaneous flows, and to show private and official flows separately.

- Footnote 2, page 22, last line: replace "reaching a new
agreement”" with "concluding a new arrangement."

cc: Mr. Tanzi, Mr. Gianviti, Mr. Zulu/Mr. Guitian, Mr. McLenaghan,
Mr. Williams, Mr. Beza
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: Office Memorandum
To: Mr. Kafka April 30, 1993
From: John B. McLenaghan ///

Subject: / Brazil: Letter to Minister of Finance

N

I was very glad of the opportunity to meet with Minister Resende yesterday
to discuss issues relating to the quality of economic and financial statistics in Brazil.

I undertook to prepare for the Minister a brief description of our major
concerns in the areas of government finance and monetary statistics. I attach to this
memorandum a letter for the Minister (together with a copy for you), and I would be most
grateful if you would convey the letter to the Minister before he leaves Washington.

Thank you for your assistance in this matter.
Attachment

cc: Mr. Beza
Mr. Fajgenbaum

04/30/93 - G:\WHD\BRAUMKAF430.CVM
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. INTERNATIONAL MONETARY FUND
4 WASHINGTON. D.C. 20431
CABLE ADDRESS
INTERFUND
REF: CY - G:\\WHD\BRA\MOF430.LTR April 30, 1993

Dear Mr. Minister:

I was very pleased to be able to meet with you yesterday to discuss issues relating to
economic and financial statistics in Brazil. As you will recall, I undertook during the meeting to
prepare for you a brief description of the concerns that we have in relation to the quality of
monetary and government finance statistics. The following paragraphs will, I hope, serve to clarify
the issues that we discussed. I would like to emphasize that our wish is to assist the authorities in
the development of a data base that is of the greatest utility for supporting the formulation,
implementation, and monitoring of economic and financial policies and the economic and financial
analysis that underlies the policy work.

In the area of monetary statistics, Brazil regularly reports to the Fund data for the monetary
authorities that broadly meet international standards and are presented in the Fund’s publication
International Financial Statistics. However, the introduction of a new accounting system in 1988
led to reporting and other difficulties in respect of data for the remainder of the financial system.
The Western Hemisphere Department has invested a considerable amount of resources in compiling
monetary data suitable for the Fund’s internal analysis but still has a number of unresolved
methodological questions. The Statistics Department has not been able to resolve methodological
issues that impede the presentation of data in the Fund’s publications. The Central Bank of Brazil
in late 1992 sent the Statistics Department a large volume of monetary data for commercial banks,
multiple banks, and other banking institutions in the new accounting format; data for the Bank of
Brazil continue to be furnished in the old accounting format. These data are being examined, but it
is clear that a number of issues cannot be resolved without detailed discussions with Brazilian
monetary officials.

In the interests of reducing the burden on the authorities in reporting monetary statistics, as
well as sparing resources of the Western Hemisphere Department that are currently devoted to data
compilation, it would be useful to develop a unified reporting system that would meet the require-
ments of both departments of the Fund. Technical discussions with Brazilian monetary officials
would also help to clarify a large number of methodological issues, thereby providing assurance that
the monetary statistics used by the authorities and Fund staff conform with international standards
and are suitable for policy and analytic purposes.

In the area of government finance statistics, data reported by the authorities for publication
in the Fund’s Government Finance Statistics Yearbook suggest that significant problems may exist
in the coverage of government, the sectorization of the nonfinancial public sector, and the classifica-
tion of accounts. These problems may result to a considerable extent from inclusion in the
government sector of units that rightly belong in the financial institutions sector. They manifest
themselves in an implausibly high ratio of expenditure to GDP, which is, of course, a key
macroeconomic indicator that has important implications for budgetary policy. Thus we consider
that a detailed review of the coverage of the government sector, the available sources of data, and
the procedures for compiling data on government financial operations is essential.




The Fund’s Western Hemisphere Department is in agreement with the assessment that I
have presented above and is anxious for these issues to be resolved. A mission from the Fund’s
Statistics Department, with possible participation from the Western Hemisphere Department, would
be able to work with officials to carry out a more detailed analysis of requirements and make
recommendations to the Brazilian authorities on action that needs to be taken to rectify the
difficulties to which I have referred. This, we believe, would have benefits not only for the
authorities in their policy work but also for the Fund in its operational requirements and would
enable us to present in the Fund’s own publications current and analytically meaningful data for
Brazil. I would, therefore, be prepared to have a team visit Brazil in a timely manner if you were
to endorse this proposal.

Sincerely yours,

John B. McLenaghan
Director
Statistics Department

The Honorable Eliseu Resende
Minister of Finance

Ministry of Finance

Esplanada dos Ministérios
Bloco 6,

70048 Brasilia - DF

Brazil
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To: The Managing Director May 19, 1993
From: S. T. Beza //4
Subject: Brazil
\ - :
T wk
Mr. Erb has cleared the staff report on the Article IV {

consultation with Brazil, and we are ready to issue it.

Mr. Kafka said that he wishes to have the report numbered,
and he also asked me if you would be reading the report. I told him
that the customary procedure was that if you were away the Acting
Managing Director cleared the report. He said that he was interested
in your reading the report before it is issued.

Please let me know if you wish to see a copy of the report

(in the form ready to be sent to the printer).

ek

cc: Ms. R. Saunders

N
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__ORIG: TRE
cc: MR. KAFKA
WHD
CENTRAL BANK OF BRAZIL g

DEPARTMENT FOR INTERNATIONAL ORGANIZATIONS AND AGREEMENTS - DEORI

Reference N° Date Number of Pages Tax number
DEORI/DIOFI/SUFIN-93/481 19.05.93 |(IncludingCover) 0X |202-6234661

ATTN. BONNIE ETHERTON

TO.: TREASURER'S,
ACCOUNTS AND FINANCIAL REPORTS DIVISION
FROM: IME
DEORI/DIOFI/SUFIN
MESSAGE.

REYOUR FACSIMILE, DTD JANUARY 21, 1993, RELATED TO
BRAZIL'S QUOTA PAYMENTS AS AT DECEMEER 31, 1992,

PLEASE NOTE THAT BRAZIL'S PAYMENT OF QUOTA INCREASE
UNDER THE NINTH GENERAL REVIEW, IN NOVEMBER 1992, AMOUNTS TO
SDR 177.375.000,00, (TELEX REFNO: OCRAS070, 12 NOV 1992, GRA
NO. 60, PARAGRAPHS NO. 4, 5 AND 7), INSTEAD OF SDR 177,373,000,
AS MENTIONED IN YOUR INFORMATION.

i3 PLEASE VERIFY AND CONFIRM TIIIS AS SOON AS POSSIBLE.

REGARDS,

s

9.183.609-2
AgSSTINIE |
uul](ll()ﬂ‘

Any problem with this transmission, please call
(61) 226.8272 / 224.1308 FAX Number: (681) 224.1162




X 85719/, :
J 1113, 0174 " e 2 2241162 DEORI/GRBIN .s%y
e
O6IIT7@Z2RCRRA AR
YRGQGE IMF UW J“
239z
22272 11717 B6286912 SHCDB156.00880
QCRASAQ72
ATTN DEPARTMENT FOR INTERNATIONAL QPERATIONS i C:£),§Z/ct/’

ATTN BANCO CENTRAL DO RRAZIL

ATTN SEDE - SETOR BANCARIO SUL rirk

ATTN BRASILIA (BRAZIL) cawﬁ.'w i e

ATTN TEST NO, -

ATTN CALCULATED FOR 4 837 675 @65 824. ON 92-19-12 &iHUs L
Wl

JREFNQ: QCRA9A79 -"’6:?

12 NOV 1992 wepiV/

GRA NO.&#
REFERENCE PAYMENTS OF QUOTA INCREASE UNDER THE NINTH
GENERAL REVIEW» BORROWING OF RESERVE ASSET PORTION OF
PAYMENT AND REPAYMENT THRHOUGH RESERVE TRANCHE PURCHASE»
AND YOUR REPLY TG FUND CARLLE QF MAY 22» 1992 REGARDING
MEDRIA OF RESERVE ASSET PAYMENT.

MQO.

THE QUOTA PAYMENTS RY ALL MEMBERS MUST BE COMPLETED

NOT LATER THAN DECEMBER 11 1992. 7TQ AVOID LLAST MINUTE
COMPLICATIONS AND 70 ALLOW FOR CQRDERLY COMPLETION OF
RORROWING OPERATIONSs WE SUGGEST THAT YOU MAKE THE PAYMENT
VALUE DATE NOVEMPBER 38s 1992. PLEASE CONFIRM YOUR
AGREEMENT RY TESTED TELEX.
Z IN ORDER TO ACTIVATE BORRCUING ARRANGEMENTS DESCRIBED
JN SECUNDNO RELOQWs PAYMENT OF DQMESTIC CURRENCY PQRTION
MUST BE COMPLETED OGN THE SAME VALUE DATE AS THE RESERVE
ASSET PAYMENT IN SDRS.
e T PORTIQON OF THE @QUOTA INCREASE PAYARLE IN YQUR CURRENCY
IS EQUIVALENT TO SDR 532:125,800 AND BASED ON PRESENT
HOLDINGS RATE OF SDR R.80883R27618 PER RRAZILIAN CRUZEIRO
AMOQUNTS TO BRAZILIAN CRUZEIRQS 135729:824802+496.68.
PLEASE ARRANGE TQ CREDIT THIS AMOUNT TO FUND’S NQ. 1
ACCOUNT VYALUE NOVEMBER J38s 1992 AND IMMEDIATELY CONFIRM AS
INDICATED IN SECUNDCO PARAGRARH 1 BE)LOW.
4, IF YOU WISH TO SUBSTITUTE NONNEGOTIABLEs NONINTEREST

\RTHG NOTES FOR CURHENCY PAYMENT OF QUOTA INCREASE

‘ASE NOTE THAT SUFFICIENT BRAZILAAN CRUZEIRMOS3 HUST DI
CREDITED TO FUND’S NG. 1 ACCOQUNT TO MAINTAIN BALANCE IN
THAT ACCOUNT AT NOT LESS THAN ONE QUARTER OF ONE FERCENT
OF THE INCREASED QUOTA.
SECUNDO,
TO ACTIVATE BOHRROWING ARRANGEMENTS TQ PAY HESERVE ASSET
PORTIONyYy PLEASE URGENTLY SEND THE FOLLOWING CARBLE REQUEST
PEARING TEST NUMRERs ‘ATTENTION TREASURER'S DEPARTMENTs AT
LEAST FOUR BUSINEGS DAYS BEFQRE VALUE DATE.
, @u(__Tl; ) : i P R o

XITI3X

Idd




& 2241162 DEORI/GABIN

85-19-93 16:09

1. FUND’S NO. 1 ACCOUNT WITH OURSELVES W1LL BE CREDITED
WITH RRAZILIAN CRUZEIROS 19729+8243002:%06.40 1ALUE
AGVEMRER S0 Ao IF NOTES ARE SUBSTITUTED FOR ALL OR
FART OF CURRENCY PAYMENT» PLEASE INDICATE AMOUNTS
CREDITEDs AND ALSO NEW BALANCES IN FUND’S NO. 1 AND
SECURITIES ACCOUNTS,

Z. BRAZIL REPRESENTS THAT IT DOES NOT HAVE SUFFICIENT
FOREIGN EXCHANGE AND SDR HOLDINGS WITH WHICH TO PAY THE
RESERVE ASSET PORTIOGN OF 1TS QUOTA INCREASE AND WISHES TO
BORROW SDR 177,375,088 FROM ANOGTHER FARTICIPANT AS
ARRANGED RY THE FUND FOR THAT PURPOSE.

3. THEREFOREs PLEASE ARRANGE A LLOAN OF THIS AMOUNT AND
CREDIT QUR SDR ACCQUNT ACCORDINGLY» VALUE

NOVEMBER 3@« 1992,

. PLEASE DEBIT OUR SDR ACCOUNT WITH SDR 177:375,080,
REFRESENTING 25 PERCENT OF THE QUQOTA INCREASE CONSENTED TO
UNDER THE NINTH GENERAL REVIEW» VALUE SAME DAY THAT
PROCEEDS OF BORROWING ARE CREDITED TO OUR SDR ACCOUNT AS
DESCRIBED AROVE.

s, AS FISCAL AGENCY FOR THE GOVERNMENT OF BRAZIL WE
DESIRE 7O PURCHASE FROM THE INTERNATIONAL MONETARY FUND
SDR 356'%75,939 IN ACCORDANCE WITH TERMS OF ARTICLE Vs
SECT -
&. WE DG HERERY REPRESENT THAT THIS PURCHASE 1S NEEDED IN
'ACCORDANCE WITH THE PROVISIONS OF FUND AGREEMENT.

PLEASE CREDIT BRAZIL'S SDR ACCOUNT WITH SDR

75375,880 ON VALUE DATE OF PURCHASE.

B. THE EQUIVALENT OF DESIRED PURCHASE NAMELY BRAZILIAN
CRUZEIROS 574s688,88085832.20 WILL BE CREDITED TO FUND’S
NG. 1 ACCOUNT WITH QURSELVES ON THE VALUE DATE OF PURCHASE
OR IF YOU ISSUE’ NONNEGOTIABLEs NONINTEREST BEARING NOTES
IN SUBRSTITUTION OF CURRENCYs THE SECURITIES ACCOUNT WILL
HE CREDITED

9., UPON CREDIT TO QUR SDR ACCOUNT OF THE SDR PROCEEDS OF
THE PURCHASEs PLEASE DEBIT OUR SDR ACCOUNT WITH SDR
177+375,808 AND CREDIT SAME AMOUNT TO THE SDR ACCOUNT OF
THE ORIGINAL SDR LENDERs SAME VALUE.

10. EACH LOAN AND ITS REPAYMENT SHALL CONSTITUTE
OPERATIONS IN SDRS UNDER ARTICLE XIX»s SECTION 2(Chs IN
ACCORDANCE WITH THE APPLICABLE RULES AND PRESCRIPTIONS OF
THE FUND.

UNQUQTE

TERTIO,

NEL QUOTA WILL COME INTO EFFECT FOLLOWING COMPLETION OF

. IENTS DESCRIRED AROVE AND WILL BE CONFIRMED BY US AFTER
| __ZIPT OF CONFIRMATION OF ALL CREDITS TO FUND’S ACCOUNTS.
TREASURER’ &

INTERFUND

¢

XJT3L



. INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

With the Compliments of
Alexandre Kafka

Executive Director
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Gula de Transmisséo de Fax (Fax Message)

ERE B ST T T [TUNIDAGE (DEPARTMENT) Lo

CVRGTO RUFIMONLI GUEDES BACEN/DEDIV
[ Fa TELEFONE (TELEFHONC) TELEX

& 224,92

(61) 224.9261 (61) 226.6762
_r;u‘./». (1) ‘ EMPRESA (COMPANY)

Frot. ALEXANDRE KAFKA rmMmT
Fax YCLCFONC (TCLEPHONE) TELEX

uz2) 623 4494 (202)623,7RRN

M HCAGEM N (MPSBAGT N.) NATA (DATF) TOTAL DF FOLHAS (ING! UINDO FSTF FORMLI ARID;

(TOTAL NUMBER OF PACES, INCLURED THIS ONE)

05.05.93 I (oce ).

Lo i e . — s SR S A A

| REI { RTNGIA (RETTRENCE)
Prot. Kafka,

Conforme rccomendado pelo 3r. Direlor José Roberlu Nuvaes de
almeida, cncaminho anexas coplas dns seguintes documentns:

AGREED MTNUTE assinada em 26,02.92, em Pariss
Carla de 01.02.923, do Sr. Ministro da Fazenda, enderegada

a0 Sr. Jean=Claude Trichet, solicitando dispensa do cum -
primento da obrigagac ("waiver") a gue se refere o Ari.IV.4
da "Agreed Minute"; e

- Resposta do Clube de Paris, concedendo prazo até 31.05.93
para o cumprimento da referida obrigagdo. '

O Dr. .TosA Rohertn informa que manter3d contato por telofone

com V.S%as., amanha (06.05) para lralar Jdo assunlo.

e

ATENGAO (ATTENTION PLEABE)

SE HAO RECEBER TODAS AS PAGINAS MENCIONADAS, FAVOR COMUNICARMNDS, IMEDIATAMENTF. ATRAVER DO FAX, TELEEONE OU TELEX ACIMA
INOICADO.

(#F YOU DO NOT RECEIVE ALL PAGES, PLEASE FAX, TELEPHONE OR TELEX IMMEUIATELY, 1V THE ABUVE NUMBER),

110082 3




Mad. 9 "Y3 143 B BHUEN BRASIL DEDIV GRBLIN IEL BUo5-Ubl-Z249:b1 H.os

Y ERTIRE R g el ~I Y2 F'FR NI "93 21:80

AVILHO nR 002/MF .
Brasilia, Februaxry 01 , 1993,

Dear Mr. Chairmaﬁ.

I nAva tha honor |to refer to the Agreed Minute olgned in
Paxr.is on February 26, 1992 which sets forth the basic principles for
the restructuring of the Drazilian public¢ sector external debt owed
to Paris Club creditors.

2. Since the Agreed Minute was signed, Brazll has made
significant progroes toward| the re-establisliu.at of relations with
ite external crediters. {Brazil has already signad bilaters]
agroements with France, Unilted States, Canada/EDC, Germany, United
Kingdom, Swedon and Japan, mad hag been dutifully abiding by them.
Consultations with 8witzerfland, 1Italy and thée Netherlands have
already begun. Discussions With Austria, Belgium and Spain are yet
to ecommonce. In July, 1992 Brazil reached an agrooment oh 4
comprahensive debt restructuring with the Bank Advisory Committee
whiclh was approved by the FTederal Senate on Decembe:\21 1992,

3. Paragraph 4 ot Article IV of tha Agraed Minute statag asg
a pecessary condition for the rescheduling »f debi falliny due from
February 1, 1693 up to Augupt 31, 1993 that tho Exccutive Board of
the International Monaetary Fund haz anmplared hy Necsmhar 31, 1062
the review of the program der the stand=-by arraangement scheduled
to be ¢ompleted by end-August 1992..

4, As a matter of £ ct, a review of performance under tha
stand-by arrangement was initiated in June 1992 but was not completed
because the then Minister of Economy was net in a position to frame
pulicies for the remainden of 199Z in the prevailing political
circumnatances known to all,|{ After taking office, my prodecessor in
tha Minigtry of Finance of the new Govarnmant zent teo Warhingten in
Noviubey 1992 a high level Hechnical misgion to resume contact With
the staff of tho IMF,., Anothier such nission has juet returned £rom
Washington to keap' tha [Fund's staff ‘nformnd abouiL. recent
developments in the Brazilign economy. Thess two missions have laid
the ground for the conversaiions I expect to have with the Managing
Dirnator of the IMF during {he week of February 8th. I hope then to

agree that an IMF miggion come to Brazil soon thersafrer to conduct
an hrvrtiesle IV.4 consultationh and centinus discusgsions on a revised

Stand-ly agreement that could be supportda by tlie Fund.

The llonorable
Mr..JEAN—CLAUﬁE TRICHET )
Chaicrwan of the Paris Club . Al

My HV\\
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5. Taking into accountt Mr. Chairman, the discussions that
Brazil is already lvlding with the IMF and the "strong cupport'

prov.ded by the Fund to the pforosaid agreement with the pravata
rreditors (expressod by Mr{ Camdessus in a letter to the
Iuteiuational Danking Communify dated Decomber 23, 1692), I would
like ra ank your support .Ihat the deadline of Decembar 31, 1992
rofe:rted to in Article V.4 offthe Agrood Minute of February 26,1962
be postponed to a later date 4o ba ,agramd with the Fund. Meanwhile,
Lile UDrazillan OGuvesiancut wlll culitibus tv  Lully implement the
bilateral agreamente already fFigned and endwavour to conclude the

pending ones as Scon &s possible.

Please accept, Mr. Qhairman, the assurances of my highest
esteem and consideration. ’

b MJL S o;)/l«/)\

PAULO ROBERTO HADDAD
Minister ¢f rinance
Federatlive [Republic of Bracil
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Tor ke purpase, the Govenivent of Giazll agreel Viat the Intemarioua) Monetasy Fund hitorm
Wiz Chaliman ol the Paris Club regarding tie status of Dravdl's relations with the lalsrastional Movelary Fund.

3. Tofacllitale the Iimplementaten of Il Agieed P i, the Government of Rraxdl will depesit [n

Aspecial aceount 19 be srtablish rd with he Centsal Bank of one of the Fartlalpating Cradliar Countiles o1 with
the Donk [e1 Intsinndonal Catloinents, the equivalant of at Jvast BDR 170 million a\ ths end of each paitod of
thice monthe, commencing en April 30, 1992 snd tinlthing on July 31, 1993 inclwive. The Governient ol
L'razl) undertaker te Infoun te Chaimien of the Paris Cluk k7 the end ¢f March 1952 of the Eank chosen for
this purpoae and will Arrange (0 haes this Bank natlfy the Chalrman of the Parle Club xt tei: s 2ach deposh
Lss veen made, Tha lotzl amount approslinates e armount estinated to be pagable o all Paplictpaung
Creditor Countder fram Januwy 1, 1992 up (0 August 31, 1593 Inolusive under the 1erms of the bllarers!
afrecaments lo be voncluded pursuant to thls Agread Minute on account of tnterest dug on the contalidation. /v
siecific payment utider these agraement beeamae dus, the Government of Baaxll will draw oo the rpecal
ACCUN 10 megt lliesr pagioonts. Tae Unnk will nptily tamedlstaly to the Chainnan of the 'abs Club ay
Araiving on this assount. This schesus could be continued by agreentent between the pacdes.

6. Ihe representatives ol the Gevernuieny ol €3¢h 0f the Pardclpating Crodiior Cousiles aud o

he dovermment af Rrazll agreed o vewvmmend 10 thelt réspeckve Governnients or appropiiate lnwtons that

mml b dtate Blisteral negotintivas af the 2arlias epporiunily and condust them on the Vash ¢l the priveiples sel
fanth heraln, Y W

1

Done in Parly, on February 26, 1272
in wo verslons, Tinglhli and Freneh,
bl st equally authiente,

TlLe Chatrmian ! : Ths Rand of the Delegatlon
oithe Parls Qlub vl Brasid
AT P e A Gp
[ —

-

Dieclegadon of Auwsttia

o

Delegation of France

i /b;nfc@ned\ : Blalw'er

Dilegalion of Belgium

Delegailon of Germany

qu ks, k,,r{(/\(;/aw-.:m‘f\‘j‘

Delegaton ot ¥

T e T
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B. The Goverament of Bravtl puarantees ihie Imimediate and uuresirlcied tansier of the farelzn

i nehiange counterpant of all amounts paid in local surency, ns &1 e date ol the present Agieed Minute ne well

AS of amounts Ialling due on dedbu Punwant to Ariels 11 11 a1 16} =nd Astole 1 1) cl ) owed 1o or gueranteed iy

tho Tartielpating or Observer Credilor Countler or thelz a propriale insthutions, with the excepuion of Uivse

debls with an original maturity of nore than one yeas for wfudt the conarponding payments in Jocal cunency

were depvsited oo or belere Decernber 31, 1930 in Wie Couunl Dauk of Bioell on, a1 rogards debt ewed bty
I LIROBRAS or CVKD, ol payments whicl f21) dus on or bflore Muuch 31, 1951,

9 Far payments due on conuacy entered Into by entitiss thal are m3jony owned Ly the

CGorginment of Brazil, the Government of Draadl will lake &l mrarwies under applicable law 10 obtain deposiu
or Gansiers, .

1V - IMPLIQOUDIIATION

The deteiled drtanyements for (he raseheduling o1 selinancing ol the debls will be accomrlished
Ly bilateral agrasnient w Ve coucluded Ly tic Govarnmant or he apprapilate histiydons of zach Fanici; 3

Crediter Country with Uie Governnieat of Biazll on the basls of the following principies :

1. Tha Queeimment ot the appropriata fnititutions of sdch Pacticipatng Creditor Counny will
olthier: g ) l
« sclinance dobu by placing new funils 21 the divposal of the Government of Brazi] aceectaing to
axisling pagment sehicdules durlng thie reorganizatiog period and 107 Wie above meandoned percenings of

paymont. Thete funds will be repaid by tie Ganxmnml; of, Brazll ancording to scheawes mentionpd ekeve in
Anlcle Il paragraph 2;

- yrresclicdule the sorrecponding pagnients,

2 All ether matercinvelelilg tha sarcheduling o the relinancing el the Asbls will be set 1ot In e
buateral agreements which the Covarnment of Brazl] and the Governnients or the appropriata innitutions of 1he
Tarticipating Crediter Counitrles will seck G conolude with the Jeast delay and {n any case belcre Oetober 31,
1002 As vagardls debis pelerved to In Anicle 31 £ a) 1} and Asuele IT 1 b) §), the Gevernment of Eiesil or fu
apprepriate insUtutons, are cotultied 1o compicie prvinply be zeconcillation of amounys due jolnuy with the
crediions. .

3. The provinions of te piusent Agread Minute will eome {nte foree provided tiau: X

« all the bllaweral agreciuints pursuant w the July 29, 198U Agieea Minute inve bren tigned balars
Maroh 3§, 1992

» tie Govarnment of Drarll has made, on the due dalg, the paymenu referred 1o In Anicle 1L,
paragraph 7 ) hereadeve;

- wnd that the Govemnsent of Brad) has irached agreement belere March 31, 1992 with eaeh of ine
Farticlpating Creditor Counteles with raspent 18 1he recognilion and mie reconcitiation of the debis consolidated
purntant to the relevant Agreed Minutes daled November 23, 1983, January 21, 1987 and Juy 29, 1083,
Deeognition by the Government of Brasil of debt vived or gusiantesd by the Government of Drazil and covered ]
by tie aforementionad Agreed Minutas &5 Well a3 by the preiant Agreed Minnte shall not de dependent upen
pilot daporiu lu local eurrenay.

4. The provisiens of the prerent Agrecd Minuwte will conlinue to apply untll Janwaiy 31, 1993 \:,
provided at the Government of Drazil continugs 10 have &n appiopriste arangement with the Intetiational -
Monetary Fund. .

They will alse apply fiom Fevruagy 3, 1993 up to August 31, 193] provived nias the Dsocurlve
Doard of the Invernational Monelary Fund has completed Uy Doceinbar 3§, 1991 the 2eview of the picgram
under Uie 3tand by misangsment scheduled 10 be complewd by cod-Augunt 1902, and provided et die
paymenu refened i Anlole I, parsgrapli 2 B/ L above have Laeu 1aade as at e dates wheduled according
to theie paragraphs,

TS . AL
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11 - GINERAL RICOMMINPATIONS

1. Io order (¢ secure comparable beaunent of yublic and private external crediion on thelr debly,
e Covernment of Lva! commiu {uslf 12 seek from s ememal crediton, Including banks and supplivg,
rescheduling of 1efinansing arangsiasay on terms compaiabie (0 Wose 3ot fuits In Wils Agread Minute,

The Patdelpaung Croditar Caunttles encoutsge these elfosts, cincs the present Agresd Hinute sots
tie Dails for a lalt buidensharing between all categorits of creditas in the context ol Bearit's économlc
edjusiement program tupponed by the Inlerastona) Moneiary Fund, associated with a projested dobt sarvicing
capocly 16 fozcign radjtors in 1992 and 1983

2 The Gevepusent of Diasl! ageees that §t will promply ncgotiate tescheduling ar relinancing
21sangewsents with all other crédhiors on debis of a comparable tam,

: ‘The Gove:maent of Baazll will informt In wiiting the Chairnian of te Parls Club not 1ater wian
welober 31, 1952 of the progren made for tils purpose in negolaions with vihsr creditors. The Covernment of
Drazil will alse Inferm without deloy e Chalrman of Uye Faric Club of the tobient of any agraenent reached
Wl G otier exlernsd eveditors. wgo e

3. The provigens 3et Lt dn tids Agres4 Minute do not 2pply w ereditor countelst with principal
and jnteres fatling; s duting the reorghnizsuon peried vh debte spacified In Article IT pasagrerh 2, including
arredll, ol (cis than SDN 200 The paymenu owed w0 thése countries thould Le made ou the original due
duies, Payments adigady due ond not pald should be 13dde a3 sooun 83 possible and, in any case, bot later thes
April 30, 1692 ‘

4. Each o e Tanjcipating Creditor Countries agrees (¢ wiake availabls, nr- the reques of
another Fardelpating Credlior Counuy, a supy of its bilatersl agraeinent with thé Goveinmeant of Braxil which
impleament iy Agreed Minute. The Goverament of Brazll acknewiedgos thic errangement

5 Each of the Panicipatny; Crediter Countrirt af1ees 10 jintarm the Chalrr-w. ol the Parls Clud of
he date of the signxtvre of 1t biataral dgreerneny, vl the Inlesea! sulet and o] the amouny ol debt: inrelved. The
Government of Trazl) ackncwlsdges shis arrangenient

6. Ths Covernment of Tinall will fnleyn the Uhainmap of e Pams Club ¢l Uie content o] s
Uliateial agreements with eredliors mentionsd in paisgsaphs &, and 2 above,

7. Tha Governtnent of Brazll undertakes 1o pay Al dedtserviea aue and nvl pald as ot the daie of
the prient Agread Minute, on edisolidatians, on lveny, on aedin or pursuant to rontracts vi other Unanclal
arrgements payatle on ceash lorme, ertended or guaranieed Ly the Govermments of Uie Fasuciprting er
Ouservey Creditor Countsies or theic sppropriate fustliutions, and not eovered Ly the present Agrred Minute, 35
follews:

a) ot tagardy (e amcailr of princpal and Interast {excluding 1ats inlerest) Aus ag at December
31, 168§ Inalurva and nol pald op e consolidation agraeineny coneludad according to the Agreed Minule
dated Nevembder 23,1883 :

(1} 20 %% of these atnounts will te pald & u-o,; as poriible and xuy case, not jawer Bhan June
30, 1993, ]

{1l) e BU T remalning due wUI Ve pald i 6 equal and successive semi-»nnual Instalments,
thie lita! che 10 bo made on June 30, 1Y94 and he Linal one ¢ be made on Desember 34, 1996

bl tug vlhes ameunts will be paid as s00n &3 penible and In any anse, not laler than Apil 30,

gL

¥,
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L ! The Oavormment al Tuaddl ajuiese tv complement 81 jive B3 jurabile ana th BTy Fate nol jser
than January 31, 1992, the paymentt w s Parlaljaden Crediter Covnnler nonde a¢ Gow Apstl 1, 190
Lenriuding late Intetest), 10 as 1o have pald by Japuar 31, 1993 atlrar 10 2 of Uie ameuny of prinelral and
et engially due hom April §, 1920 up to Deasrplur 31, 1991 Juclutive, on cosdine Aml )nm mentianed In
peraginphs ) a1 Ahd 1 bj above. Late interssl will be chiatgad o Winie smouny.

1} The Cavervment of Drazll agrces 10 curpiemeant o8 5000 &1 poisibla and [N by sdte nol Jatey
tian January 34, 3992, the pagiment te e Daiticipating Crediier Counvier naace #3 fen Janvary 1, 1990
[rxebuging fate intoroit), nel of arrears s ot Decembrl 35, 1909, 30 01 10 Ravg Pal) Ly Janbdsy 22, 1922, atlean!
12 - ol the ameunt of pﬂulrhl and lnlun' cmm-w dus Lo Januery J, Ly up 1o Lecernter M, 1000
Liclusive. on Wi " luded accardl.g 10 Uie Agiced Minute dated January 41, 1¥67,
Lale inteieit will be sharged e thats amaunb,

¢) The Government of Iiraall agrees w0 u»nrlrnwm al s0on at postlele and In any eate nat later
Wi Danwary J1, 1y, e Pagpienti Lo the Pmldralu}q Craditer Countries made as Jiom Januan 1, 1970
fencluding dote luterest), neL ol ATIaT &) ol December i1, 1987, 10 at 1o hun ohi) kg January 32,1993, al desit 3
% vl the smcuqt of puintipal ang intetent eryinaily due mun I anvaty up 10 December 31, 1951
Inautive, an the eonteligarivn agesemenu coimluided or 1o be concluded uwmmg 1] d:o Agtard Minute dated
July 29, 1980 Lave inverat will Ve charged on Mrore aliveab.

Al Atier Wi applicauion of pazastaph Lalove @

100 Yo 61 the Amouny of principal and intetest hulu.(u\g lm nm-.ml due at at Decsnber A1,
Y91 huchwiive sod jeineining due on credit, Jons and 4 In h 1 above will be
iotakiaduled o1 Tolinduakh

Nopayrient by Ga Covorament of Drazll of the conmprdryg wmi will 2 maag 85 Jojiows

0.01 % 1 JUutis 30, 1195 0 01 % on Dpssmber 31, 1995
1.9 %5 o1t June 30, 1934 ; 2 16 % on Dacorabor 34, 10001
l!‘: Je onJime 39, 1997 2 52 % on Necermber 31, 1997
272 on June 20,19 B T, on Dsasrnboer 21, 1599
2167 on June 30, 13991 3 2% T on Decemnber 2. 1994
364 % op Junp 30, 200} 3 89 To on Daceindet 31, 2000}
4106 % on June 30, 2001} 4.44 % on Dycenber 31, 2001
€72 % 0l Jkne I, 2002 5.03 B on December 31, 202
©.00 e Qudvng :o 2400 3,68 Yo on Lecenvorr 31, 2003
conbma-m:n 2004, lnv.onbammuul A0L;
€77 % on June 30, am:;'r.u %o on Decemder ﬂ, 't'.ll);
7.57 ¥ on June 30, 200C; 7.99 % ou Devcinber 31, Ak

IR O B A B

C! Law ntarest chaig et ate those Inlerest chargee sreviitng bstizosn the sonirsciual payuicut Jate of prinetpal
alul fnterest Gur and aet peldt, and & dalp to be fiesd In the hllateral sgresnienhs soncluded for the
WP ENaUoR D the pratew: Agreed Dluute,

* Jlae elinterass

The 1aws and the condilart af bnterent &5 Qe Ninanelal arrang:mentr wwir e 1y Wb Agresd
hnile wil) be detennined Tllaterally dotween the Orvaanmment of Jirszli sna t,e Ooeesameal pu oppiojiinty
usthitiom of each l‘unﬂpuh\( Creditar Country on the basit of tha approprisie ninrket 1aw.

oL

-t W S Nede it s massme mme s
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bl loans tiom Govenments of arproptiate Intututiear of U rll\iﬂ;'“u( Creatler Coubuler,
bavitg ah otiginal watdniy of mote LAl gae yoas, p Wanag \ luded balole 3larch 31, INS
eng:

1) which Were pelencsd 18 Bhe Oeverument of L1aul, oF coveret by e gusianizs of Ve
Jovanninn of Blatll o]

() sdileh werg extended o ether entitlar as ar aethe pascaiporAlug pagimenicin Insal curerney
heve Yeen deperited tn Ghe Centee) Bark of Lrasll on or bebae Doreniien 21, 1990, o1 Which lell dur on 1t
betore ¥Caseh 21, 1994 Au togatdt Pausleo Rrasileirs § A, {PRIKOBRAS! or Compannla Vale do Rio Dace
ICVIWD) =y

(11L) which hare been teschedulod of reorganited Uhder PIeVIOUL AgTerinent,

€] vaprymiens of priucipal and Intermst due o & result of i ceniehisation ogreamiany sondluded ov
W\ Ceanleded stvwrding 1@ the Agiecd Minuin doved Janwary 21, JOWT audd July 29, 1908

30 14 nndsruinad that Artd serviee dus a3 8 YNNI of ArbL drsrriued above in the prerent Agieed
Minuie and eliccied though sprdial 1541 ment mechanitmg of ehar eatcrrial accounts it IncluJud In die prevent
Jeoinaniation Y articlpating Credivr Coumtles wiil peschedule, rafinanes, v take other apprepriair measura lo
casure thal this category of debUis Lieated In a manng) comparable 1w othel et sUDjea 10 Ll afidbnent

10 15 UnRAEMeod that GEvl »eIviae due 31 A JeIull ol Wi Ponwhidadon sprremients wnilvded
#6c01GIE W Wit (\ZTEIG PLINU BALS Noveinve: Z3, 3883 b widt elleuted 1y the prosent reorgentfatica.

2 Zuniolihsseasalidation
The dehuvellel will spply a¢ {ollows: . .
o ALzscandy e atmounn Aup fom Jasyidsy 3. 1992.un 1o Auzust 21, 1993 logysire and goy

100 % of the ainevnts of privclpal and Interest laxeluding Jale interesth Aup Toan J3NUALY 1, 1222
Up 1 Auguit S, LUYS indiusive ANG uol pald on erediy, doans My capw)idaiivin meutivicd I peiagraph L
above Wil Do Teicageuled OF rellisnced

Teopagment Ly the Govermment of Jaarll of the cometpanding tums will de made as fullows

D.U1 % oni June 3¢, 1993; 0.01 C= oni Docorube, 3: 1993
196 % on June 30, 1796, 2.14 % on December 31, 1436
232 %o on Jura 3, 1957 ; .52 % on December 31, 1997
272 % on June 20, 1898 ; 294 T on Decenibor 31, 148 |
316G Y 0n June 3, 199} U0y Ve O I3écombet 31,1939
J64 % onJune 32, 2000 ; 3.89 7 cit Decwnban 31, ¥,
€18 W i Juae 0, 2701 ; 4,44 % on Deconber I, 01,

473 % on Tupe I0, 20} B OS AL on Decesnber 31, X022,
SAL % o Jung 20, 2003 ; 560 %, ur Dasember W, 21}
6,53 % en June 39, 200¢ i 6 39 % on Decomnher 3 200
.77 % on June 3U, 243 | 1.1L 7 On Jorcemdet 31, 2w,
7.57 9 o0 Juse 39, 2006 7.99 % on Decrraber 31, 706,

R
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AGRRID MINUTE '
ON THE CONSOLIDATION OF 1110 DEUT
OF BRAZIL

g -

— 1 M st e IRl

1- CREAMBLR

1. The reprctentatives of the Surernments of Ansiria, elglum, Canada, France, Guinany, ualy,
Japan, the Netharlands, Spatn, Sweden, Switzerland, the United Xingdom and the United 5iwles o) Americs,
hercinadier referred o as "Fanicipstng Creditor Countnies®, niat in Pasis an Februdry 24, 21 and 2€, 1092 with
tepraaentalives of the Govemment of Srsall in vider 10 sxmaine the 1equest to allev).* RBrazil's extermnal de¥t
seivive obligations. OQbservers of the Governments ol Denmark, Finland and unuay, as well as 1hie hitcinational
Mavete:y Fund, e Inteznstional Bank lor Recensunction snd Daveleprent, the Interameiican Deveicpment
Lri.v, the Hecreariat of the UNLCUT.A N the Commitdan of e Ruropean Conmmaunities and the Ozganlzadon
for .L-mnen'ﬂc Cecperatien and Development also atlended the meeting.

.

2 The Delegation ol-1agi) descrived e eceagnsie and (innuaa alitleuldes faced by v cowntty
and it snong derenmlnation o radues, econonide and fhiancial hubalanies and to avaln the targsls of the
[Fep Am anppeed by the sland-cy arrangement with the Inlemadons! Monstary Fund.

3. ‘The tenesentatives of the Internaticnaf Moaetary Funa daserived Boazil's econemlic shustion
aid the wgjor lowent of tha adinsraut program undertaken by the Gavarmmnient of Braxil and supported by
e vand-bp arangement with i outarnationa! Monetary Fund approved by the Execulive Poard ¢! the Tund
on danuny 29, 1572 This stand-by arrangemeny euvering the petlod ending on August 31, 1993, Involvec
specihe commiteny in Lo the economic and financlal fields,

A The repussentatives of e Govpmmenls of the Participating Credilar Countries noted the
mraswies of adiuiiment in the econenle and financis) program undetaken by the Corermment of Peast] and
they siessed the lmpertance they alftach 10 Wit ¢ontinued and ll impieoentaton of Wils pregiam, ansdt in
palenday, tha ravitalizaiion of the productiverswaordf-the-2estionyy, angd.tha impiovaniant.al wivie inanses
and foreign eachange ananagement.

11 jECOMMPENDATIONS ON TREMS OF THE REORCANIZATION

Lii vivw of the sesivus payment dilficultios fuced by Drotll, tie reprcsantatives of e Pardelpatng
Civditor Counhies agiesd ¢ 1ecemuiend o Weir Governmenty or el spprepriate dnsihwdeom that they
rovide, through seseheduling or refinancing, dabt relic! for Brazil on the follewing verms

3 ‘13 gongglpcil
The debus 1o which this seorganization will apply aze the tollowing
3] aomunereial creiltr guaranlact or INCUYAL Ly tha Lsovermnments of e Faiuciyadng Ciedlwa

Cuuntiles or tigh pppreptiate insthuticns, having an vaiginal matuity of more ian one year, purtuant to a
contiacl or omier financlal arrangemens soncluded before March 31, 1983 and ;

(1) which were 2xended 1o tha Covarnment of Brazll, or covered Ly e guarantee of the
Oovernment of Prazll , or; . .

i) which wars extended to othict enuues a2 far s the corropending payments in local cwrency
have hean depasliad In the Central Bank of Brazll on or before Desensber 31, 1990, or which 161l due on or

{C\V'RD) ory

Latore Mareh 31, 19981 a1 12gards Pepoleo Liusilelre 5 A, IFPRITROBRAS) or Companhia Vale do Rie Doce

(41] swhich have Leen xescheduled Or reciganized under previous agréements.
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m ,ERALF OP THE PARIS. C‘LUS ClKDITOl GWKTR.I" ALLW ¥ 70 -
COF(?RA"VM” YOU ON YOUR APPOINTEMENT AS MIRIBTER. TRE CRIDITOI
CO\‘»‘?RII! ’LOOI FORWAXD TO A COITINUTI(' PRODUC‘!‘IVE RILATION!HIP vm
THY BXAIILIAN AUTHORTTIES.

IN A LETTER DATED FEBRVARY 1, 1993, YOUR PRRDECESSOR, MR
PA'.O RORERTO HADDAD, HAE ASIED TRE CREDITOR COUNTRIES T0 POSTPORE
Tve DRADLINE OF DECEMBER 31, 1592 REFFXEED TO IN ARTICLE IV.4 OF TIG
AGHIED 1INUTS OF PEBRUARY 26, 1992.

" PIRST OF ALL, CREDITOR COUNTRIES ASKED Mr TO CONVEY THEIR

CONUERN ABOUT ACCUMULATION OP ARKBARS VIB-A-VIS THEM INCLUDING OK

POM™ CUT QPP DATE AND SHORT TERM CLAIM, THEREPORE THEY URGR YOU T0

DO UUR UYMOST TU CLEAR THESE AUREAR® IMMEDIATELY AND COMPLETE A
SEC/GCILTATION OF DEBTS RRFERRED T0 I¥ ARTICLE 1Z,1,

NOVEVEX, 1 AM PLEASED TO INFORM YOU THAT THE CREDITOR
CoOntTPIES YAVE DECIDED TO POSTPCNE THE ABOVE MERTICNNED DEADLINE TO
MAY 32, 1703, IN THE MEARTIME, TIE PROVISIORS CF THE AGREED MIKUTEZ OF
FEBSVAZY X8, 1992 VILL ALSO AFPLY TO ANOUNTS DU PROM FPEBRUARY 1,
19% . OF CXEDITE, LOANS AND CONSOLIDATIONS MEXTIONED IN FARAGERAFH II,1
OF THE AGEEED MINUTE, ' '

LST ME STRESS HOWLVE! THAT BEFORE MAY 35, 18SL, YOU ¥VILL
HAY:. “iTERR T0 COMPLZIE THE REVIRW OF THE AERANGEFENT APPROVED EY THE
INT: 2nATIORAL MORETARY FUND LAST YEAR CR TO REACH A NEV APPROPRIATE
ARLZNCEMENT WITH THZ PUND. PAYMENTS REFERRED TO Ik ARTICLE 11,2,B/1
wili) ALBO HAVE TC BRE COMPLETED BEFURE THI6 DATE. IF THAT WERE XNOT TEE
CARI , CREDITOX COUNTRIES MAY TERMINATL THE ARPANGEMENT : JIXN THIS CAST
“Ht: EXTENSION OF TRE CONSOLTDATION PERIOD VWILL CEAST AND ALL
HMATUFRITIES DUl FROM FEBRUAPY %, 1993 WILL HAVLC TO BL PAID ACCORDING
TO 7T}l ORIGINAL SCHEDULEL.

PLEASE ALCRET, MR MINYISTICT., THE ASSURANCTS CF MY HIGHECT
ESTEE!. AKD CF MY REST REGARD:..
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To: The Managing Director April 27, 1993

The Deputy Managing Di

From: /é T. Beza ///:/5

Subject:( Brazil--Meeting with Minister Eliseu Resende

o

../

N

Over the last few days the staff has been discussing with
Brazilian officials an economic program prepared by the authorities.
The program contemplates two stages of flscal adjus irst

fiscal reform (still to be defined) in the context
revision scheduled to start in October 1993.

The program envisages a primary surplus of nearly 4_percent
of GDP in 1993 (compared with 2 percent of GDP in 1992) and an opera-
tional balance of zero (compared with a deficit of 2.5 percent of GDP

in 1992) it policy would keep interest rates in the overnight
market ercent a year in real terms (compared with 30 percent in
1992)- GDP growth is projected at 2 1/2 percent in 1993 versus a

decline of 1 percent in 1992. Exchange rate policy would aim at main-
taining the real exchange rate constant. On the basis of these poli-
cies, the authorities expect inflation to decline from 28 percent a
month currently to 17 percent by December 1993.

There are two kinds of issues that arise: (1) The realism
of the projection of a primary surplus of some 4 percentage of GDP
this year; and (2) the mutual consistency of such a primary surplus,
the assumed real interest rate and the inflation reduction objective.

On the first issue, official revenue projections for 1993
seem to be optimistic, particularly in regard to the new tax on bank
debits (to start in July) and social security contributions. At the
same time, the expenditure projection includes significant spendin
cuts that remain to be specified. The Brazilian officials who are
ET?éady in Washington were not able to explain all of the fiscal
numbers, but others who are arriving today are expected to be able to
do so. It should be noted that the fiscal program involves large
increases in both expenditure and revenue, and thus may affect
adversely any stabilization effort.

On the second issue, even if the primary surplus were to
reach some 4 percent of GDP in 1993, it is not clear that inflation
would come down as the authorities project (which is obviously a
limited objective), particularly if the real interest rate is to be
held to 15 percent a year. (It might be recalled that in the strategy

= ate last year, it was emphasized that a primary sur-
ercent of GDP--through measures that could be
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sustained--was needed to deal with the inflation problem.) The
inability of the authorities to specify at this time what they intend
for 1994 (in part because the outcome of the revision of the Constitu-
tion is uncertain) also raises doubts about the durabilit; of the
effort to reduce inflation. :

From the above, it is clear that we need to work further
with the Brazilian officials, particularly after the rest of the team
arrives. I would prefer that we continue the discussions at headquar-
terz So see whether there is any chance tg_g;:gggphen the program as
needed.

Finally, Iy note—that the latest information shows a
drop of internatiorfal reserves o£7¥S$1 billion during the first quar-
ter of 1993, mainly because e authorities intervened to contain the

spread between the commercial and parallel markets.

This memorandum has been reviewed by PDR.

cc: Mr. Mussa
Mr. Gianviti
Mr. Tanzi
Mr. Guitian
Mr. Gupta
Mr. van Houten
Ms. Saunders
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4 CABLE ADDRE:
MANAGING DIRECTOR INTERFUNI

April 19, 1993

Senhor Governador:

Minha mulher Brigitte e eu ficamos consternados pela noticia do
falecimento da Sra. Neuza Goulart Brizola. Cientes da magnitude da perda
que acaba de sofrer, desejamos expressar nossas sentidas condoléncias e

profundo pesar por tdo triste desenlace.

Atenciosamente,

3

—

Michel Camdessus

A Sua Exceléncia o Senhor

Leonel Brizola

Governador do Estado do Rio de Janeiro
Palacio das Laranjeiras

Rio de. Janeiro

Brasil
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Washington, D.C., April Jeéth | 1993

N° 23

The Honorable

Sterie T. Beza

Counsellor

International Monetary Fund
Washington, D.C. 20431

Dear Mr. Beza:

I am sending herewith the text of my recent lecture
The Brazilian and Economic Process and the Relationship Between
Brazil and the United States. 1 give therein an up-to-date
description of the political and economic process in Brazil, and
try to draw some parallels with Russia's situation as well as with
the responses of the international community.

/)

Sincerely, Z@zf f"v‘i-/v«k‘a&
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Rubens Ricupero
Ambassador

encl.
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The Honorable

Sterie T. Beza

Counsellor

International Monetary Fund
Washington, D.C. 20431

Dear Mr. Beza:

I am sending herewith the text of my recent lecture
The Brazilian and Economic Process and the Relationship Between
Brazil and the United States. 1 give therein an up-to-date
description of the political and economic process in Brazil, and
try to draw some parallels with Russia's situation as well as with
the responses of the international community.
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Sincerely, L%A// Mgorely
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Ambassador

encl.
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The Brazilian Political and Economic Process

and

the Relationship Between Brazil and the United States

Ambassador Rubens Ricupero

Trade and Investment Opportunities in Brazil
Conference in San Francisco, CA

April, 1993




Ladies and Gentlemen:

In the last few months Russian events have largely

captured and concentrated the world's attention. IT 18
rightly so because so much is at stake in what is unfolding in
Moscow.

There are, however, a few good reasons why more
thoughtful consideration should be given to what is happening
in Brazil. For one, besides being placed among the five or so
truly gigantic nations, Brazil has almost the same population
as the new Russia, namely, one hundred and fifty million
inhabitants.

Also, the two economies are more or less the same
size; Brazil's is even somewhat bigger, as steel production
and heavy industry have undergone precipitous reductions in
Russia, and the service sector is still being created from
scratch. We even share the dubious distinction of figuring
among the unhappy few that post inflation rates of over 20% a
month.

About a week ago, The New York Times' Serge
Schmemann alluded to the conflicts between Yeltsin and his

political foes and wrote: "...the truth is more complex: a
system in profound transformation, a nation in search of a new
identity."

ITf we allow for the necessary changes and
adaptations, for the two situations have as many differences
as they have similarities, the description could in some
aspects fit Brazil's plight.

Nowhere is that more evident than in the political
sphere. What is now taking place in Brazil is much more than a
protracted, seemingly endless transition from a military to a
civilian rule which started about twenty years ago, in 1974.

R R 2 -



It is in fact the reshaping of a whole system, the reinvention
of a fresh national project.

This situation stands out very clearly when we
realize that two of the three political events which will
shape Brazil's political agenda for the months to come have to
do with far-reaching institutional reforms.

The political agenda that will set the limits and
the tone of the Brazilian reality in the next future will
start in a few weeks, on April 2Ist, with a national
plebiscite to determine the country's form of government. In
October, Congress will proceed with the revision of the
Constitution; and a year from now, the political campaign will
dominate the national scene, preparing the grounds for the
November 1994 general elections for President, state Governors
and Congress members.

The history of the last few years has barely given
us a sense of relief. The gradual transition to a democratic
regime in the seventies was followed by an array of unexpected
events. From the sudden illness and death of Tancredo Neves
in 1985 to President Collor's impeachment process in 1992,
Brazilians continually encountered the challenge of making
democracy work, facing dramatic tests that seldom, if at all,
have assailed other countries in such rapid succession.

A few months ago, in a workshop organized by the
Inter-American Dialogue, in Washington, I tried to call the
participants' attention to the  need to avoid
oversimplifications when looking at the reality of a country
of the size and complexity of Brazil. The short-term view that
from time to time seems to dominate various analyses on the
Brazilian reality does not do Jjustice to the country's
performance in the longer perspective.

One should avoid, above all, thinking of Brazil in
terms of clichés and stereotypes. To put it very simply,
those lured by the "economic miracle" of the seventies will be
making a serious mistake if they jump to the conclusion that
the negative performance of recent years will determine an
irreversible pattern.




In the introduction to a study on money and debt
published in 1991, Rudiger Dornbusch and Steve Marcus remarked
that "democracy does not make it easier to run a tight
economy." Without getting into the merit of the argument, I
must say that carrying out economic reform while building at
the same time a truly democratic society should not foment
illusions. It is a hard task that requires time, patience and
good will.

Several countries which have been able to manage
successful stabilization programs did so in contexts of much
less political freedom and social participation than the one
now prevailing in Brazil. We know we still have a long way to
go both in terms of political and economic organization. Among
other topics in our agenda are those of refining political
institutions and finding an acceptable compromise between the
federal government and the state and local governments. The
latter is to cause a major impact on the management of
macroeconomic policy, in view of the large degree of autonomy
enjoyed by states and municipalities and the high share of the
fiscal income that the Union has to transfer to Tlocal
administrations. In no other country of Latin America can one
find a similar scenario.

According to recent indications of public opinion
polls, it appears that the April referendum will confirm the
presidential system. Expectations are that such a result will
usher in a phase of political accommodation. It is true that
the result may trigger the beginning of the presidential
campaign, a fact that some analysts regard as likely to make
it more difficult to reach political consensus on some key and
urgent issues. Here again it is necessary to avoid premature
judgement. In my view, different trends will become clearer,
political alliances will be consolidated and the country will
look at the future without the current incertitudes towards
the different options of government.

Next year general elections will lead this process
to its Tlogical conclusion, with the total renovation of
political Tleadership at all Tevels and the selection of a
President with an unmistakable mandate for completing reform
and change. However painful and frustrating it may at times
appear, the democratic process is for all Brazilians the only




way to generate political consensus. There are no shortcuts,
no alternative to democracy.

If I concentrated so much on the political aspects,
it was just because we have to start with what comes first in
the Brazilian agenda. At the same time Brazil must face the
challenge of stabilization and economic reform, both tasks
that cannot be postponed or weakened.

In fact, we have here a sort of duality that has
misled many observers. While in the short-term picture the
conjuncture remains worrisome and has stubbornly resisted
several major adjustment attempts, the long-term trends, the
structural changes have consistently conquered further ground,
without serious setbacks or retrocession.

But we have reasons to feel confident of immediate
prospects. In the day-by-day conduction of the economy we
have now, as a result of recent changes, authorities with
considerable experience in public administration and with
solid contacts with the multilateral financial institutions.

Their first tasks will be to guarantee the approval
of the remaining part of the fiscal reform program in Congress
and to work on measures conducive to stabilization. Inflation
remains a matter of central concern, requiring decisive
action. The difficulties in tackling the problem have to do,
in general terms, with the economic model of the last decades
which crystallized practices 1ike indexation and with
mandatory financial transfers established by the 1988
Constitution. Nonetheless, for the Tlast three years Brazil
has had surpluses in its public sector's primary accounts.
The administration of the budget has been severely strict, and
the new authorities have already committed themselves to an
anti-inflation program that will involve no shock therapy
along the lines of previous unsuccessful experiences.

After two years of a painful recession, a few
signs of recovery were registered in the economy in the first
quarter of this year. Industrial production has been
progressively increasing (in Sdao Paulo, industrial activity
increased 6.2% in January and February) and employment in
key sectors 1ike housing also increased (0.8% in February).



Although it 1is still not possible to gauge whether the
recovery is sustainable in the long run, expectations are that
it can be maintained and the general mood among entrepreneurs
is more positive. The indications of an excellent crop in
1993, over sixty-four million tons--possibly even greater than
the already exceptional 1992 harvest--may also stimulate a
positive atmosphere, while at the same time contributing to
holding prices down. There is no denying that the short-term
picture is still cloudy, in part due to the political storm of
the presidential impeachment four months ago. However, the
structural reforms in the fields of privatization, the opening
of the trade system, deregulation and integration 1in the
international financial community have all advanced and proved
irreversible even in the face of deep political upheavals.

The privatization program was put back on track
with the selling off of the government's shares of
POLIOLEFINAS on March 19. The auction of the largest steel
company in Brazil, Companhia Siderdrgica Nacional (CSN) on
April 2 and 5, was Jjust another important step. The deep
controversy it raised, to a certain extent parallel to the
case of USIMINAS, the very first company privatized in the
context of the present program, is related not only to the
size of CSN, but also to its historic role in the industrial
development of Brazil and the contrasting positions of
segments of the labor unions. CSN's own employees joined the
group of supporters. They will have up to 20% of the
enterprises' capital. Four new auctions have already been
scheduled: ULTRAFERTIL, on May 4, PETROCOQUE, on May 14,
COSIPA, on July 13 and ACOMINAS on July 26. In 1993, the
Brazilian government intends to conclude privatization in two
key sectors, namely fertilizers and the steel industry. The
new rules applying to privatization as a result of a decree
recently issued by President Itamar Franco do not deviate the
program from its major thrust. A certain percentage of cash,
defined on a case-by-case basis, is now required--a practice
that is current in the Mexican and in the Argentinian
programs--and the program will be linked to industrial policy.
Since 1991 twenty-four enterprises, wholly or partly owned by
the State, have been privatized, bringing about public debt
reduction of approximately $ 5.5 billion. Privatization
programs have also been launched separately by the states of
Maranhdo, Pernambuco, Paraiba, Minas Gerais and Sdo Paulo.




If analysts do not always seem to grasp the full
meaning of Brazilian structural developments, the market has
clearly realized the opportunities that have been opened.
According to the World Bank, in 1991 Brazil was the third
largest recipient of foreign direct investment among
developing countries. The trend was maintained last year,
when FDI reached its highest Tevel since 1981.

As for portfolio flows, the outcome has been
similar to that of other 1large recipient Latin American
nations. Brazilian public enterprises have improved their
access to financial sources abroad. A recent report by ECLAC
shows that the region's capital account recorded a surplus
increase in 1992, essentially attributable to two countries,
Brazil and Argentina.

Another  source, the International  Economics
Department of the World Bank, mentions Brazil as one of the
five developing countries that have made more remarkable
efforts in terms of financial Tliberalization, removing all
significant restrictions on registration procedures,
repatriation of income and of capital. Besides, official flows
have also been re-established. Just to mention one example,
on March 15th Brazil and the Japanese International Economic
Cooperation Fund concluded an agreement providing for co-
financing operations with IDB for environmental projects
amounting to $ 840 million.

As far as the foreign debt 1is concerned, on
March 15th, the crucial mass commitment by banks to the
Financing Plan agreed between Brazil and 1its commercial
creditors was achieved. Such commitment was interpreted as
proof of the creditors' confidence 1in Brazil's determination
to normalize its international financial relations and as a
response of banks to Brazil's strict implementation of the
debt deals, both the 1992 deal and the deal on arrears until
December 1990. Since 1991, Brazil has made payments of the

order of 7.5 billion dollars regarding its public sector debt.

This fiqure does not include payments either by the private

sector or by the public sector enterprises free to serve theijr

debts and make remittances abroad. Brazil has always regarded

the implementation of the agreement with the banks as a

cooperative effort involving the Brazilian government.




creditors, the multilateral institutions and creditor
governments. In this spirit, it continues to rely on
resources of the multilateral institutions to put the deal to
work. An IMF mission went to Brasilia on March 1st-22, and a
Brazilian mission is expected 1in Washington in  April to
continue negotiations with the Fund.

Brazilian external trade continues to show strong
performance. The World Trade Overview just released by the
GATT Secretariat on March 22 stresses that, although Brazil's
imports fell in 1992 owing to domestic recession, Brazil's
exports rose by 15%, almost three times more than the world
average (the U.S. increase was 6%). Among the twenty-six
leading exporters, only Hong-Kong (20%) and China (17%) posted
bigger increases than Brazil's (which were -equal to
Malaysia's). According to ECLAC, while the Latin American
trade balance fell more than 50% in 1992, the Brazilian
balance increased at the same rate from 91 to 92, reaching
US$ 15 billion dollars at the end of Tlast year. Trade
liberalization has followed its path. Brazil is one of the
very few countries in the world which has no significant
quantitative restriction on imports. Average import tariffs
have come down from 40% to 17% and they will be further
reduced to 14%.

Deregulation has also come a long way. Sensitive
areas have been touched with the end of the State monopoly
over the industrialization of wheat, the privatization of
ports, the [liberalization of transport tariffs, the
elimination of bureaucratic procedures for imports and exports
and the establishment of a unified system for foreign trade,
eliminating prior authorization requirements by a government
agency.

Analysts have identified signs of a true
microeconomic revolution in some selective sectors 1in the
Brazilian economy, particularly in industry. Owing to a
slowdown 1in economic activity and, at the same time, an
environment of greater competition resulting from trade
liberalization, many enterprises had to make a series of
adjustments in their management structures. Large companies
which in the eighties had not squeezed their budgets, despite
a general environment of declining investments, started to
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reduce costs and improve efficiency three years ago. Several

among them have now started to reinvest, relying on their own |
resources. The impact of those adjustments on the general |
economic picture still cannot be clearly evaluated, but the |
new trend is an encouraging sign.

Facts like these contribute to reinforcing the view
that we should not be prisoners of the short-term approach
when dealing with the Brazilian reality. By no means do I
intend to deny the absolute importance of stabilization as a
requisite for growth resumption. But I insist, one must
escape single-sided approaches to Brazil.

This week's news coverage about Russia stressed the
| level of cooperation that country deserves for the democratic
| and market revolution to succeed. As I said before, we are
| roughly the same economic size as Russia, we have the same

population as the Federation. We have struggled the same
battle for democracy and the market, and we have won it. One
of the differences between the two situations is that we do
not have thousands of nuclear warheads--actually Brazil is the
only gigantic country which is neither a nuclear nor a
reqional power (unlike the US, Russia. China and India). Now
we face the difficulties inherent in a changing economic
reality and we think that we are entitled to a credit of good
will from our major partners.

In contrast to Russia and Poland we are not being
offered, or asking for conditions to meet our special
financial obligation. On the contrary, as a major creditor to
Poland, Brazil has joined the Paris Club decisions on debt
reduction operations. As debtors to official and commercial
sources, we have strictly abided by our agreements, as I have
just noted. Besides, let me remark that from 1988 through
1992 net transfers from Brazil to the World Bank amounted to $
4.6 billion, a fiqure that is quite impressive, especially if
we take into account that those resources may be channelled to
operations in other countries, including the Bank's new
members, the so-called "new market economies". QOur attitude
has thus been more than positive, more than cooperative, and
it is only natural that we expect to count with the strong
support of multilateral institutions for the implementation of
the debt Agreement, and to receive proper recognition for the




breadth of changes we have effected in such a short period of
time.

Let me finally say a few words on Brazil-US
relations to conclude this presentation.

OQur two countries share many common values and
ideals, among which are the defense of democracy, the respect
for human rights, the promotion of sustainable development and
the purpose of guaranteeing all segments of society a
reasonable standard of 1living. As member of the Security
Council of the United Nations--having started in January a
two-year term--Brazil has been engaged in close dialogue with
the U.S. and other members concerning matters affecting
international peace and security. In the economic sphere,
Brazil and the United States have been striving for a
successful conclusion of the Uruguay Round.

The United States is our largest single partner,
absorbing roughly 21% of our exports. Bilateral trade in 1992
reached more than 13 billion dollars, a higher level than in
1991. From 1987 through 1991, US exports to Brazil grew by
55%, from $ 4 billion to $ 6.2 billion, despite the Brazilian
recession and the suspension of Eximbank credits for its
public sector. Brazil is the recipient of one of the largest
amounts of US investments 1in Latin America. In 1991 such
investments totalled $ 15.2 billion.

The emergence of a new Administration in the United
States, when both countries are engaged in deep changes, opens
a new opportunity for us to improve the bilateral dialogue.
On our part we are ready to explore new avenues to improve
that dialogue.




Ladies and Gentlemen:

In order to show you that my confidence in a Tong-
term view of Brazil 1is neither misplaced nor purely
subjective, I wish to close my remarks with two quotations
from the Journal of Commerce.

In the article "Analysts See Opportunities in
China, Brazil Stocks" (April 5), after stating that "China and
Brazil, two Third World giants in different regions, are
presenting stock investors with some of the best opportunities
for gain in the world," the author goes on to say that "Brazil
(...) has the world's best performing stock market this year,
having risen 43% in dollar terms."

In another article of that same issue, Brian Johns
(writing from San Francisco) stresses that "Brazil, which
ranks 23rd on the state's 1list of top 25 export markets,
purchased 54% more California goods and services in 1992 than
it did the year before, reaching $ 843.8 million. That
increase followed a whopping 60% jump in its 1990 purchases."”

From these two examples you see that I do not
exaggerate when I tell you that "you should go long on

Brazil."
THANK YOU

10




Office -Memorandum

To: The Managing Director March 29, 1993
. The Deputy Managing Director

From: \ S.T. Beza ™

Subject: /Brazil--Back-to-Office Report
/ —

Q*—TﬁE’EI:;ion that visited Brasilia during March 8-22, 1993 only
conducted the 1993 Article IV consultation discussions. A new Minister of |
Finance took office just as the mission began, and he suggested that
discussions on an economic program that could be supported by the Fund be
postponed until the authorities complete the formulation of their program,
possibly by mid-April 1993.

A sizable surplus in the operational balance of the public sector
is needed if inflation (now at about 27 percent a month) is to be reduced in
a meaningful way. In the mission’s view, this would require a surplus in
the primary balance of about 6 percent of GDP in 1993. Achieving such an
objective would require a very strong fiscal effort because current policies
for 1993 yield a primary surplus of only 1/2 percent of GDP.

Although the authorities saw a need for a surplus in the oper-
ational balance--which would mean a primary surplus in excess of 4 percent
of GDP--they did not indicate the timing they had in mind for achieving this
surplus, nor the specific measures that they were contemplating for this
purpose. The magnitude of the required fiscal effort and the authorities’
intention to consult extensively with the Congress and Governors on the
program suggests that the process of framing a program would at least be
quite drawn out.

In the meantime, uncertainties regarding the direction of economic
policies are leading the private sector to shift from domestic financial
claims to goods, shares, and foreign exchange. The latter has resulted in a
doubling (to 16 percent) of the differential between the commercial and the
parallel exchange rates, despite substantial central bank intervention;
reserves have remained relatively stable because of the strength of the
trade balance. In addition, expectations are likely to be affected
adversely by calls for higher expenditure (particularly public wages) by
certain Cabinet members, by indications that the President may reverse the
recent decision to adjust public tariffs to make up for certain lags, and by
suggestions that there will be government "supervision" of prices.

To limit the risk of calls for a new negotiating mission before
the authorities are ready with measures and estimates, the mission agreed
with the Minister of Finance that the staff would have a chance to look at
the proposed program and its quantification before returning to Brasilia.
Sending a mission before these conditions are met would be counterproductive
because it would lead to a frustration of expectations in Brazil and abroad.

Attachment

cc: Ms. Saunders
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Office Memorandum

To: The Managing Director March 29, 1993
The Deputy Managing Director

From: J. Fajgenbaum “-§>

Subject: Brazil--Back-to-Office Report

The mission that visited Brasilia during March 8-22, 1993,
only conducted the 1993 Article IV consultation discussions. As the
new economic team was taking office during the mission’s visit, con-
versations remained at a general level. The new Minister of Finance
agreed with the mission that discussions on an economic program that
could be supported by an arrangement from the Fund start once a pro-
gram had been prepared and quantified, and suggested that a possible
date could be around the second half of April 1993. The Minister also
indicated that such program would need to be discussed with Congress
and the lower levels of government so as to forge the necessary poli-
tical support for its implementation. In the mission’s view, this
process may take much more time than envisaged by the Minister.
Possibly, it also raises questions on the strength of a program that
would result from such discussions.

1. Recent economic developments

Two distinct periods characterized economic developments in
1992. During the first half of the year, economic policies were
geared at containing inflation by implementing a gradual strengthening
of the public finances and a tight credit policy that resulted in very
high real interest rates. Inflation started to decline (from 27 per-
cent a month in January to 19 percent in April) and international res-
erves grew rapidly, but economic activity fell, particularly in the
industrial sector. During the second half of the year, political dif-
ficulties faced by the President led to a weakening of financial poli-
cies and inflation rose again. Efforts at structural reform continued
in the areas of trade liberalization and privatization, although the
proposed fiscal reform was shelved by Congress.

With the change of Administration in early October real
interest rates were eased markedly and the privatization program was
suspended. (It was resumed in March 1993.) The rate of price
increase slowed to 24 percent a month in the last quarter of 1992
because adjustments in public prices were contained, but rose to
around 27 percent a month in early 1993 as this policy could not be
sustained.

For 1992 as a whole, the primary fiscal surplus was 1.4 per-
cent of GDP (compared with a program target of 3 percent of GDP),
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economic activity declined by nearly 1 percent, and inflation reached |
about 1150 percent. By contrast, a strong improvement in the external
current account and large capital inflows raised gross international
reserves from nearly US$9 billion by end-1991 to about US$23 billion
by end-1992, more than one year of imports.

In 1992 Brazil reached agreements on the restructuring of its
debt to Paris Club creditors and commercial banks. The agreement with
the latter has proceeded as scheduled and on March 15, 1993 virtually
all creditor banks agreed with the proposed debt restructuring package
and submitted their initial choice of instruments; 63 percent of the
debt was allocated to the par bond, the most costly instrument for
Brazil given the present interest rate structure. As expected, Brazil
has requested banks to shift from the par bond to the other instru-
ments in order to achieve a more "balanced" portfolio.

Developments so far this year have been affected negatively
by a high degree of uncertainty regarding the direction of economic
policies under President Franco and by the replacement of two Minis-
ters of Finance in the last three months. Uncertainty may have been
exacerbated by recent calls by Cabinet members for higher expenditure,
particularly wages of public employees; a possible reversal in the
decision to permit substantial increases in electricity tariffs; and
suggestions for government "supervision" of price increases. As a
consequence, the private sector seems to be shifting gradually from
domestic financial claims to goods, stocks and foreign exchange, with
the latter resulting in a doubling (to about 16 percent) of the spread
between the commercial and the tourism exchange rates since the begin-
ning of the year, despite substantial central bank intervention.

2. Report on the discussions

Upon taking office, the Minister of Finance announced a set
of general policy guidelines and objectives which include a reduction
of inflation, a modest recovery of economic activity by providing fis-
cal incentives and subsidized credit to selected sectors, a streng-
thening of fiscal policy, observance of all domestic and external
commitments, the maintenance of positive real interest rates, the
preservation of international competitiveness, a continuation of trade
liberalization, an acceleration of the privatization program, and the
introduction of a fiscal reform in the context of a review of the
Constitution scheduled to start in October 1993. However, it became
clear in the discussions that the new economic team had yet to
formulate the specific policies and measures of the economic program.

The authorities agreed in principle that a surplus in the
operational balance of the public sector was needed, if inflation was
to be reduced sharply. Indeed, in the mission’s view this surplus
should be larger than the 1.5-2 percent of GDP mentioned to the prev-
ious economic team because previous estimates did not reflect some
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public debts that are maturing relatively rapidly (see below).
Achieving such an operational surplus would require a major effort to
raise the primary surplus to the equivalent of at least 6 percent of
GDP from about 1/2 percent of GDP projected for 1993 on the basis of
current policies and information. The authorities shared the mis-
sion’s view that in the absence of corrective measures inflation would
continue to increase, but it is not clear whether the Minister of
Finance realized the magnitude of the needed effort.

The fiscal projection for 1993 reflects large increases in
expenditure, particularly the wage bill, transfers, and subsidies to
selected economic activities and includes a number of revenue measures
already adopted or being considered by Congress (such as the tax on
bank debits) and an increase in the level of public prices in real
terms. Some assumptions on revenue may be somewhat optimistic, there-
by overestimating the actual baseline for 1993.

The mission encouraged the authorities to adopt promptly mea-
sures that are credible and that go in the direction of the planned
fiscal reform so that they are sustainable. Moreover, it is important
that these measures provide a sufficiently large margin to accommodate
possible slippages that normally occur.

The mission noted with concern the very weak financial posi-
tion of a number of funds (including for income assistance (FGTS) and
residential construction (FCVS)) that enjoy Federal Government guaran-
tees and that will result in claims possibly exceeding 6 percent of
GDP in the short and medium term. These funds are intermediated
through the Federal Savings Bank and as such were not previously recog-
nized by the authorities as presenting a potential fiscal problem.

The mission said that if such commitments were to be honored, fiscal
policy needed to provide room to address these problems.

The authorities noted their intention to raise public tariffs
significantly in real terms, particularly in the areas of telecommuni-
cation, electricity and fuel in order to improve the financial posi-
tion of the public enterprises, but could not indicate any specific
detail. Furthermore, they stressed that tariff adjustments would have
to take into account production costs and that enterprises would need
to become more efficient. They mentioned that in order to meet some
of the claims by the funds mentioned abov = they would explore the
possibility of accelerating the privatiza ion program by adding new
enterprises and by selling shares of the argest enterprises, without
losing control of them. The mission enco raged the authorities to
move rapidly in these areas in any event, nd to strengthen the mech-
anisms that prevent enterprises from spen ng part of the increased
revenue so as to help in the fiscal effor It also stressed the need
for a well defined timetable and clear ru es for privatization to make
the process more efficient.




The authorities said that they would like to propose a com-
prehensive fiscal reform in the context of the scheduled revision of
the Constitution. The reform would aim at reallocating expenditure
among the various levels of government, reducing the public sector
wage bill, and raising revenue through a broadening of the tax base
and a simplification of the tax system. Modification of some elements
of the Social Security System also might be proposed.

Discussions on monetary policy were very limited because the
new President of the Central Bank had not yet taken office. The Min-
ister of Finance stated that the authorities’ objective was to main-
tain positive real interest rates, although at a substantially lower
level than those prevailing in 1992. Mr. Kafka suggested the possi-
bility of a tightening of capital controls to lessen the impact of
capital inflows on the conduct of monetary policy, but agreed with the
mission on the need to assess carefully such a step because of its
potential adverse effect on expectations that could lead to reversal
of capital movements. The Minister mentioned that further studies
would be conducted on possible means to separate the accounts of the
Treasury from those of the Central Bank to enhance transparency, and
to proceed with the strengthening of the financial position of the
Federal Savings Bank.

The mission mentioned that irrespective of the approach that
the authorities would adopt to reduce inflation, credit policy needed
to be very tight, resulting in higher real interest rates than the
current ones (around 1 percent a month) until the necessary strength-
ening of fiscal policy takes hold and expectations turn around. The
mission also stressed the need for a reform of the financial system,
which is now subject to a host of complex regulations and portfolio
requirements, and noted the possible fiscal costs of such a reform.

The mission encouraged the authorities to maintain the price
system free of controls to prevent adverse effects on output and
expectations. Past attempts at price controls proved counterproduc-
tive and destabilizing. The Minister of Finance said that wage policy
would be consistent with the economic program, and that forthcoming
nominal adjustments to public wages would be consistent with available
revenue. The latter, however, might conflict with recent efforts by
other ministers to raise public sector wages substantially.

The authorities said that compensatory social programs would
be expanded (and properly targeted) to alleviate the situation of the
poorest segments of the population. In addition, they stressed that
the most important contribution in this area would come from a mean-
ingful reduction of inflation, which has affected the poor the most.

The mission agreed with the authorities on the need to main-
tain external competitiveness by continuing to adjust the exchange
rate in line with inflation, at least until fiscal policy has been



strengthened. Subsequently, exchange rate policy would depend on the
stabilization approach that would be adopted. With regard to trade
liberalization, the mission encouraged the authorities to move beyond
what is planned so as to further enhance competition and efficiency.
The mission prepared a balance of payments medium-term outlook based
on WEO projections and the authorities’ assumptions that a stabiliza-
tion program would be implemented successfully in 1993-94 and that
subsequently economic growth would increase to 4-5 percent a year. On
the basis of these assumptions, Brazil'’s balance of payments would
remain strong over the medium term, with the current account surplus
declining gradually and gross international reserves continuing to
provide a comfortable coverage of imports.

The authorities considered it premature to indicate what
would be their policy with regard to enhancements for the restruc-
turing of debts to commercial banks if an agreement with the Fund
could not be reached by the time of the exchange of debt instruments.
Similarly, the authorities preferred to wait for the response of the
Paris Club creditors to their request for a postponement of the dead-
line to complete the review under the stand-by arrangement (originally
scheduled for end-December 1992) before they stated a position on the
servicing of debts falling due between February and August 1993.
(Subsequent to the mission, Paris Club creditors agreed to a
postponement until May 31, 1993.)

The authorities expressed interest in further technical
assistance from the Fund in the areas of fiscal and social security
reform, tax administration, and financial system reform, but formal
requests could only be formulated once they had a clear view of their
needs. Given that Brazil no longer maintains restrictions under
Article XIV, the authorities said that they will review, together with
Mr. Kafka, the possibility of accepting Article VIII status and res-
pond as soon as possible.

The authorities agreed that any financial arrangement will
need to be of a precautionary nature, given Brazil's strong external
position, and acknowledged that passage of time renders inappropriate
the possibility of extending and rephasing the current stand-by.

The next Article IV consultation will be held on the standard
12-month cycle.

cc: AFR LEG SEC
CTA MAE STA
EUR 1 MED TRE
EUR II PDR WHD
FAD RES IBRD
INS SEA

Mr. Saunders
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At this week’s regular Paris Club session, creditors

concluded rescheduling agreements with Guatemala and Mozambique, mMLCL
reported on separately by area department representatives. This note TO
reports on Wednesday'’s informal meeting with a Nigerian delegation and ;:

Monday'’s tour d’'horizon session.

3 O Informal meeting on Nigeria

Creditors held a special session on Nigeria, attended by a
Nigerian delegation headed by the Secretary of Finance, in light of the
sizeable runup of external arrears since the end of its last Paris Club
consolidation period on March 31, 1992. Creditors noted that as of end
1992, Nigeria had outstanding external debt of US$29 billion with
external arrears totalling US$3.4 billion; moreover, the accumulation of
arrears accelerated during the year. Debt service payments to Paris
Club creditors are projected at US$3 billion during 1993 which points to
the importance of regularizing these payments.

The Nigerian delegation described recent economic actions to
address their economic and financial imbalances and emphasized that it
intended to agree on a medium-term program with the Fund by June. It
did not indicate readiness to initiate debt-service payments to Paris
Club creditors but did stress strong interest in obtaining the resched-
uling terms that have so far been reserved for low-income countries,
including the possibility of a debt stock restructuring.

The United Kingdom stated that a concessional rescheduling
would be appropriate for Nigeria if such relief was essential for
external viability, if there was an appropriate arrangement with the
Fund, and if a track record of economic performance and payments was
established. Other creditors, however, stressed that they had
substantial arrears outstanding with Nigeria and urged that the
authorities resume payments to Paris Club creditors before an agreement
is reached with the Fund. Some of these creditors noted the potential
cost of obtaining a rescheduling on enhanced concessions including its
negative impact on access to international capital markets. Nigeria was
urged to consider carefully the costs and benefits before requesting a
concessional rescheduling.



2 Forthcoming reschedulings

Benin and Guyana were scheduled for the next Paris Club
meeting in early May. In both cases, the last tranche of the current
multiyear consolidation period through end-July 1993 has become
effective, following recent Fund Board approval of the required annual
arrangements under the ESAF.

Peru was also placed on the agenda for early May. In my
intervention, I emphasized that at the 1992 Article IV Consultation with
Peru (3/17/93) Executive Directors expressed hope that official
bilateral creditors will be forthcoming with a rescheduling that will
facilitate the completion of the program’s financing arrangements and
that Peru would require continued exceptional financial support from the
international community. Creditors noted the shortfall in the financing
from the support group fell short of what had been assumed in the
program. They stated that the terms of the 1991 rescheduling were
exceptional (including the deferral of both moratorium interest and
post-cutoff date debt) and that it was difficult to have similar terms
in the next rescheduling. In particular, there was resistance to a
deferral of already deferred payments on post-cutoff date debt. The
possibility was raised that donors might come forward with additional
financing after the Paris Club rescheduling or that, in any case, the
remaining residual gap should be filled through the generosity of
donors. It was noted, however, that the Paris Club would need to make a
special effort and the question of "special treatment" of Peru’'s debt
was raised.

On Costa Rica, creditors reported arrears both on post-
cutoff date debt and moratorium interest, with some creditors not
receiving payments since December 1991. Creditors decided to place
Costa Rica on the agenda for the meeting in late May contingent on
Executive Directors’ assessment of the situation at the Board meeting
scheduled for April 19. Costa Rica would also be discussed by Paris
Club creditors at the next tour d'horizon to determine whether required
payments have been made.

Creditors welcomed the intention of the Philippines
authorities to begin making full payments to Paris Club creditors
following the end of the consolidation period on March 31, which had
been extended in line with the stand-by arrangement. It is expected
that the Philippines will come back to the Paris Club on the basis of a
new arrangement with the Fund but that coverage would decline as the
Philippines moves toward graduating from Paris Club reschedulings.

34 Other country matters

The second stage of Egypt’s Paris Club debt reduction was
contingent on completion of the second review of the current Fund
arrangement and approval of a successor arrangement before end-December



1992. In December, creditors had granted an extension of this deadline
to March 1, 1993 in line with the extension of the stand-by arrangement.
Creditors indicated that they were now willing to extend this deadline
to May 31, 1993 following completion of the second review of the
arrangement by the Board on March 18, 1993 and the extension of the
arrangement through end-May 1993. However, creditors decided to stress
to the authorities that the second stage of debt reduction would be put
in jeopardy if an appropriate successor arrangement with the Fund was

not concluded by that date.

Iran was discussed by creditors in the wake of substantial
arrears on short-term debt. It was reported that the Iranian
authorities have approached several creditors on a bilateral basis with
a request to rollover these arrears and current maturities through end-
1993. 1Iran had stated that it faces a liquidity problem and that making
the required payments would reduce their ability to finance its
investment program. In turn, these creditors noted that Iran should
regularize their payments situation either through payments or through a
multilateral approach.

On the basis of preliminary information most creditors
reported short-term external arrears (including US$0.8 billion with
Germany, US$0.5 billion with Japan, and US$100 million with France).
Creditors concluded that these arrears would not be refinanced on a
bilateral basis, that information gathered by the Fund and Bank would be
important to understand the extent of this problem, and an effort would
be made by the Secretariat to collect updated information on Iran’'s
external arrears. This information would be discussed at the next tour

d'horizon.

Creditors expressed concern that the signing of bilateral
agreements on Bulgaria’s new Paris Club rescheduling of December 1992
was proceeding slowly; one creditor indicated that delays continue in
the implementation of the 1990 rescheduling agreement. The Chair asked
that the Fund staff communicate these concerns.

The Chair mentioned that a delegation from Gabon had just
finished a tour of capitals where it indicated that the Fund’s balance
of payments projections were incorrect and Gabon was not able to make
scheduled payments to Paris Club creditors. Creditors had previously
declared Gabon's 1991 rescheduling agreement null and void.

Creditors decided to send a message to Tanzania that
payments on post-cutoff date arrears need to be paid by end-April in
order for the second tranche of the 1991 multiyear rescheduling
agreement to become effective.

Creditors will send a message to Brazil to convey their
concern about the large accumulation of arrears starting on February 1,
1993, including on post-cutoff date and short-term claims following the



passing of the December 31, 1992 deadline for the completion of the
review of Brazil’s stand-by arrangement with the Fund, which would have
triggered effectiveness of the second tranche of the rescheduling
agreement. Creditors decided, however, to postpone the deadline to
May 31, 1992, and the second tranche will become effective if before
that date either the review is completed or a new arrangement with the

Fund is in place.

Creditors complained that the Dominican Republic’s payment
record under its rescheduling agreement remains poor, including on post-
cutoff date debt. This would affect creditors’ attitude toward any
future request for a rescheduling.

Some creditors noted that they had recently received a
request from the Venezuelan Government requesting on a bilateral basis
the deferral of principal payments falling due between April 1, 1992 and
December 31, 1993 on nonrestructured promissory notes. Venezuela will
be placed on the next tour d’horizon to discuss more fully creditors
experiences in this regard.

4. Future meetings
May 3-7, 1993 Benin, Burkina Faso, Guyana,
and Peru
May 24-28, 1993 Possibly Costa Rica and
Ecuador
June 21-25, 1993 Open

cc: Heads of Departments: AFR, CTA, EUR I, EUR II, PDR
EXR, LEG, MAE, MED, PAR, RES,
SEA, SEC, TRE, WHDY
Ms. Saunders
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This is a suggested paragraph to

be included in the speech of
Minister Yeda Crucius, our Governor
of the IADB.

_

—"Do you see any problems? I am
afraid we would need your comments
by tomorrow.

With the Compliments of

Alexandre Kafka

Executive Director
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“8. Retomamos, tambeém, nas  ltimas semanas, oS
entendimentos com © Fundo Mon#tério Internacional sobre o arranjdo

“stand~hy” apruvado e janeiro de 1992. Uma miss®o do Fundo
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egcenomia brasileira no quad}o das consultas do artigo IV dos
Estatutos do FMI e devera reéornar an pais em abril ja para, enm
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PRAFT :
March 23, 1993

TELEX

O The International Financial Community
FROM: Republica Federativa do Brasil
RE: Republica Faderativa 46 Brasil

1992 Financing Plan

The Federative Republic of Brazil ("Brazil®) is
pleased to announce that by the close of business on
March 15, 1993, more than ninety-five percent (95%) of
the MYDFA Banks had responded favorably to the 1992
Financing Plan substantially in the form of Commitment
Telex set forth in Annex B thereto, thereby achieving
the Critical Mass Commitment Date by the suggested date.
(All capitalized terms herein are used as defined in the
1992 Financing Plan of Brazil.)

The distribution of committed Eligible Debt among
the six available options at the close of business on

March 15, 1993 was as follows:

Par Bonds:
Option A: 57.59 Percent
Option B: 6.35 Percent

Discount Bonds:
Option A: 17.08 Percent
Optien B: 1.19 Percent
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FLIRBs: 5.67 Percent
Capitalization Bonds 8.29 Percent
Restructuring Option 0.06 Percent
New Mcney Option 3.77 Percent

As stated in Brazil’s communication accompanying
the 1992 Financing Plan, Brazil expects that collateral
will come from five sources: new money froz the banks,
Brazil’s internatiocnal reserves, and amounts available
to Brazil for debt- and debt-service reduction
transactions from the International Monetary Fund, the
World Bank and the Interamerican Development Bank,

Based on information available to Brazil at this time,
the situation with respect to the collateral is as
follovs. |

In accordance with the commitments received as of
March 15, 1993, the banks have slaected to provide at
leagt U.S. dollars 230 million in new money
disbursenents.

An International Monetary Fund mission was in
Brazil from March 1 through March 22, 1593 preparing a
report on Brazil’e economic performance and continuing
conversations with Brazil on an economic program that
could be supported by the Fund. As approved by the
Fund’s Board of Executive Directors, the current SDR 1.5

billion (approximately U.S. dollars 2.0 billion) standby
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arrangsment contemplates the set-aside of up to
twventy-five percent (25%) of the amount availabie
thereunder for debt- and debt-service reductioen.

Brazil expects that the World Bank and the
Interamerican Development Bank will support debt- and
debt-gervice reduction for Brazil to the extent
permitted by the existing guidelines established by
their respective Executive Boards.

Brazil has always envisioned the 1992 Financing
Plan as part of a cooperative effort among itself, its
creditors and multilateral institutions.
Representatives of each of the three multilateral
inctitutione have rcoently participated iu information
meetings with Brazil’s creditors worldwide and provided
creditors an indication of their institutions’ support
for Brazil’s 1992 Financing Plan. Brazil continues to
be confident that each of the sources of enhancements
will contribute to Brazil’s collateral requirements and
that, unless waived, the amount of Initial Ceollateral
available on the Exchange Date will be not less than
U.S. dollars 3.2 billion. :

As stated in Brazil’s communication accompanying
the Financing Plan, the cost of collateral is of utmost
importance to the Brazilian economic authoritieg, the
Federal Senate and Brazilian society as a whole. The

amount of up-front debt-stock reduction achieved by the
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1992 Financing Plan is 2lso important for Bragzil. Both
the amcunt of debt-stock reduction and the cost of
collateral are dependent upon the distribution of
credirarg’ selectieons ameng the availahls mpetianc. It
is for this reason that Brazil places so much emphasis
on achieving a reasonable balance ameng the options--
both in terms of the balance between the defeagsed and
nondefeased coptions and the balance between the TWO
defeased options.

Creditors are reminded of the proviaion in the
1992 Pinancing Plan that permits each Lender committing
0l1d Debt for Par Bonds under Option A to reallocate all
oz a portion of such 0ld Deht, to one or mora
altarnative Principal Options (which shall become such
Lender’s selections for such 0ld Debt) within two weeks
after the date hereof.

Brazil remains confident that, continuing the
spirit of dialogue that has characterized the
negotiations from their inception, Brazil and its
creditors can implepent the 1992 Finanaing Plan for tha
mutual benefit of all concarned.

Eliseu Resende
Minister of Finance
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Office Memorandum

To: The Deputy Managing Director March 23, 1993
Mr. van Houten
Mr. Cisse
J; \e R N
From: S. T. Beza '

Subject({ Brazil--Message of Minister of Finance to Bank
Advisory Committee on Financing Package

We have just received, through Mr. Kafka, the attached
revised version of the draft message. Two important points were
dropped from the original draft: (1) the notion that the multilateral
institutions were willing to "discharge their responsibilities"” in the
debt package and (2) the idea of "reinvigoration" of the current
stand-by. However, most of the changes suggested by the Fund staff,
intended to avoid misleading the banks regarding the Fund’s involve-
ment in the financing of the enhancements, were not incorporated.

For ease of reference, I am attaching a copy of the previous

version of the message and our comments. Please let me have your
reactions as quickly as possible.

Attachments

cc: The Managing Director
Mr. Saunders

—
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DRAFT
March 23, 1993

TELEX

TO: The International Financial Community '
FROM: Republica Federativa do Brasil %
RE: Republica Faderativa 46 Brasil
1992 Financing Plan
The Federative Republic of Brazil ("Brazilv") is
pleased to announce that by the close of business on
March 15, 1993, more than ninety-five percent (95%) of
the MYDFA Banks had responded favorably to the 1992
Financing Plan substantially in the form of Commitment
Telex set forth in Annex B thareto, thereby achieving
the Critical Mass Commitment Date by the suggaested date.
(All capitalized terms herein are used as defined in the
1992 Financing Plan of Brazil.)
The distribution of committed Eligible Debt among
the six available options at the close of business on

March 15, 1993 was as follows:

Par Bonds:
Option A: 57.59 Percant
Option B: 6.35 Percent

Discount Bonds:
option A: 17.08 Percent

option B: 1.18 Percent

TMTCUANT LI, P ,TT oF ~D



‘§ Sﬁ

FLIRBs: 5.67 Parcent
Capitaiization Bonds 8.29 Percent
Restructuring Option 0.06 Percent
New Money Option 3.77 Percent

As stated in Brazil’s communication accompanying
the 1992 Financing Plan, Brazil expects that collateral
will come from five sources: new money from the banks,
Brazil’s international reserves, and amounts available
to Brazil for debt- and debt-service reduction
transactions from the International Monetary Fund, the
World Bank and the Interamerican Davelopment Bank,

Based on information available to Brazil at this time,
the situation with respect to the collateral is as
follovs. ’

In accordance with the commitments received as of
March 15, 1993, the banks have slacted to provide at
leagt U.S. dollars 230 million in new money
disbursenents.

An International Monetary Fund mission was in
Brazil from March 1 through March 22, 19593 preparing a
report on Brazil’e economic performance and continuing
convergations with Brazil on an economic program that
could be supported by the Fund. As approved by the
Fund’s Board of Executive Directors, the current SDR 1.5
billion (approximately U.S. dollars 2.0 billion) standby
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arrangement contemplates the set-aside of up to
tventy-five percent (25%) of the amount avajilable
theraunder for debt- and debt-service reduction.

Brazil expects that the World Bank and the
Interamerican Development Bank will support debt=- and
debt-gervice reduction for Brazil to the extent
pernitted by the existing guidelines established by
their respective Executive Boards.

Brazil has always envisioned the 1992 Financing
Plan as part of a cooperative effort among itself, its
creditors and multilateral institutions.
Representatives of each of the three multilateral
inctitutione have rcoently participated in information
meetings with Brazil’s creditors worldwide and provided
creditors an indication of their institutions’ support
for Brazil’s 1992 Financing Plan. Brazil continues to
be confident that each of the sources of enhancements
will contribute to Brazil’s collateral requirements and
that, unless waived, the amount of Initial Ceollateral
available on the Exchange Date will be not less than
U.S. dollars 3.2 billion. '

As stated in Brazil’s communication accompanying
the Financing Plan, the cost of collateral is of utmost
importance to the Brazilian economic authoritieg, the
Federal Senate and Brazilian society as a whole. The

apount of up-front debt-stock reduction achieved by the

ISHyg N3DYC 22:2T €6, €2 dbu
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1992 Financing Plan is 2lso important for Bragil. Both
the amount of debt-stock reduction and the cost of
collateral are dependent upon the distribution of
croditmare’ sslections among the availahls nptienc. It
is for this reason that Brazil places so much emphasis
on achieving a reasocnable balance among the options--
both in terms of the balance batween the defeased and
nondefecaseod options and r.ui balance between the TWo
defeased options.

Creditors are reminded of the proviajion in the
1992 Pinancing Plan that permits each Lender committing
01d Debt for Par Bonds under Option A tO reallocate all
oz & portion of such 0ld Daht, to one or mora
altarnative Principal Optiocnse (which shall become such
Lender’s selections for such 0Old Debt) within two weeks
after the date hereof.

Brazil remains confident that, continuing the
spirit of dialogque that has characterized the
negotiations from their inception, Brazil and its
creditors can implenent the 1992 Finanaing Dlan for tha
mutual benefit of all concarned.

Eliseu Resende
Minister of Finance

S'd AISVNE N3DUZ ZE:2T €6 €T Ui ...
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Office Memorandum

TARY

To: The Deputy Managing Director March 22, 1993
Mr. van Houten
Mr. Cisse

From: S. T. Beza /<§
o

Subject: Brazil--Message of Minister of Finance to Bank
Advisory Committee on Financing Package

Mr. Fajgenbaum has sent to me from Brasilia the attached
draft message that the Brazilian authorities wish to send the Bank
Advisory Committee on the financing package.

Mr. Fajgenbaum has sent two versions of pages 2 and 3 of the
message, the first showing the Brazilian version and the second
showing the way Mr. Fajgenbaum has suggested that the text be revised.

Please let me have your reactions as quickly as possible

because the Brazilian authorities wish to send the message today
(Brazil is two hours ahead of Washington time).

Attachment

cc: The Managing Director
Ms. Saunders
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DRAFT
March 19, 1993

TO!t The International Financial Community

'l TELEX
(
l twe
FROM: Republica Federativa do Brasil
RE: Republica Federativa do Brasil
1992 Financing Plan
The Federative Republic of Brazil (“Brazil™) is
’;J z pleased to announce that by the close of business on
March 15, 1993, more than ninety-five percent (95%) of
the MYDFrA Banks had respondad favorably to the 1992
Financing Plan substantially in the form of Commitment
Telex set forth in Annex B thereto, thereby achieving
the Critical Mass Commitment Date by the suggested date.
(A1l capitalized terms herein are usaed as defined in the
1992 Financing Plan of Brazil.)
The distribution of committed Eligible Debt among

the six availabla options currently stande as follows:

Par Bonds:
Ooption A: Percent
Option B: Parcent

Discount Bonds:
Option At Percent

‘ option B: ‘Percent
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! FLIRBs: Percent
1

Capitalization Bonds Parcent

Restructuring option _____ Percent o
New Money Option e Percent

As stated in Brazil’s communication accompanying
the 1992 Financing Plan, Brazil expects that collateral .
will come from several specified sources: new ionoy
from the banks, Brazil’s international reserves, and
anounts availabla to Brazil for debt- and debt-gservice
reduction transactions from the International Monatary
Fund, tyo World Bank and the Interamerican Developnent
Bank. Based on the best information available to Brazil
at this time, the situation with respect to the
collateral is as follows.

In accordance with tha commitments received as of
March 15, 1993, the banke have elected to provide at
least U.S. dollars 230 million in new money

disbursements.

Representatives of each of the three nultilateral
institutions have recently participated in information
meetings with Brazil’s creditors worldwide and provided

creditors an indlcation of their institutions’
willingness to discharge their Tesponsibilities in the

! debt- and debt-service reduction strategy as it applies
‘ to Brazil.
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FLIRBe! ____ Percent
Capitalirzation Bonds ______ Percent

| Restructuring Option ______ Percent o
Nevw Money Option Percent

As ctated in Brazil’s communication accompanying
the 1992 Financing Plan, Brazil axpects that collateral Rl
will come from saeveral specified sources: naw ionoy
from the banks, Brazil’s international reserves, and
amounts availabla to Brazil for debt- and debt-service
reduction transactions from the International Monetary
Fund, the World Bank and the Interamarican Development
Bank. -RasadcesetisbasbaliiormmtiorrrritineSo8razil-

-

In accordance with the commitments received as of
March 15, 1993, the banks have elected to provide at
least U.S. dollars 230 million in new money

disbursexants. ———————r——

Representatives of each of the three multilateral
institutions have recently participated in information
meatings with Brazil’s creditors uorldwido‘;nd provided
creditors an indication of their .ln-titut!.on"sv“m‘l' ‘@Ak 1R
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An International Monetary Fund mission was in

Brazil from March 1 through March 22, 1993 preparing a

report on Brazil’s economic performance and continuing

conversations with Brazil concerning the reinvigoration
ll of the current SDR 1.5 billion (approximately U.S.
dollars 2.0 billion) standby arrangement. As approved
by the Fund’e Board of Executive Directors, that'standby
arrangemant contemplates the set-aside of up to
twventy-five percent (25%) of the amount available
thereunder for debt- and debt-service reduction. Brazil
” expects that, in addition to the Fund, the World Bank
and the Interamerican Davelopmant Bank will support
debt- and debt-service reduction for Brazil to the

extent permitted by the existing guidelines established

by their respective Executive Boards.

Brazil has always envisioned the 1992 Financing
Plan as part of a cooperative effort among itself, its
creditors and multilateral institutions. Brazil
continues to be confident that each of the sources of
enhancements will contribute to Brazil’s collateral
requirements and that, unless wvaived, the amount of
Initial Collateral available on the Exchange Date will
be not laess than U.S. dollars 3.2 billion,

As stated in Brazil’s communication accompanying
the Financing Plan, the cost of collateral i{s of utmost

importance to the Brazilian economic authorities, the
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/(n International Monetary Fund mission was
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Brazil from March & through March 22, 1993 preparing a ’

report on Brazil'’s economic performance and t;tnuin it
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conversations with Brazil

- As apprqQved
: (]
by the Fund’s Board of Executive Directors, ik andby

N arrangemant aontenplau&'tha set-aside of up to

twenty-five percent (25%) of E amopnt available
YCOQ 1.S Sillea oc a&«m ?1_\!5"‘28. «u,}
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thereunder for debt- an

debt-sarvice reduction. -Brewsk:
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Brazil has always envisioned the 1992 Financing

Plan as part of a cooperative effort among itself, its ‘®
creditors and multilateral 1nctltutions.6 Brazil

continues to be confident that each of the sources of
enhancenments will contribute to Brazil’‘s collateral
requirements and that, unless wvaived, tha amount of

Initial Collateral available on the Exchange Date will

ss than U.S. dollars 3.2 billig .
As stated in Braz{l”s communication accompanying

the Financing Plan, the cost of collateral ie of utmost

importance to thae Brazilian economic authorities, the
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Federal Senate and Brazilian socisty as a whole. The
amount of up-front debt-stock reduction achieved by the
1992 Financing Plan is also important for Brazil. Both
the amount of debt-stock reduction and the cost of

collateral are dependant upon the distribution of

e

creditors’ selections among the available options. It
is for this reason that Brazil places so much emphasis
on achieving a reasonable balance among the options--
both in terms of the balance between the defsased and
nondefaeased options and the balance between the two
defeased options.
Creditors are reminded of the provision in the
1992 Financing Plan that permits esach Lender committing
0l1d Debt for Par Bonds under Option A to reallocate all
or a portion of such 0ld Debt, to one or more
alternative Principal options (which shall become such
Lender’s selections for such 0ld Debt) within two weeks
after the date hereof.
,l" Brazil remains confident that, continuing the
2 spirit of dialogue that has characterized the
/ negotiations from their inception, Brazil and its
' creditors can implement the 1992 Financing Plan for the
mutual benefit of all concerned.

Eliseu Resende
Minister of Finance

*x TOTAL PAGE.DAS *x
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Office Memorandum

N,

To: Mr. Beza March 22, 1993

From: Jan F. van Houten I:‘ L(.

Subject: /Brazil--Message to Bank Advisory Committee

We agree with the mission’s deletion and corrections. In
addition, we propose:

(1) Dropping the first subclause on page 3 (corrected
version) which reads: "As indicated... worldwide,". This is not
entirely true.

(ii) Dropping the parenthesis referring to the size of the
current stand-by in the first paragraph on page 3 (corrected version)
as it could be interpreted as indicating the amount of support for a
new economic program.

(iii) Logically, the first paragraph on page 3 (corrected
version, as amended by (i) and (ii)), would be better after the second
paragraph on page 3, but before insert B.

cc: The Deputy Managing Director
Mr. Cisse

i¥ e,

Fv®
JEC
To



Office Memorandum
To: Mr. Beza March 22, 1993
From: Eassane Cissé ‘\'(;'

Subject:/ Brazil -~ Message of Minister of Finance to Bank Advisory
Comnittee on Financing Package

I have reviewed the above-mentioned draft message circulated
under cover of your note of March 22, 1993 and have the following
comments:

18 On page 3', the phrase "an economic program that could
be supported by the Fund" in the revised version of the first
sentence, should instead read: "an economic program that could be
supported by an arrangement from the Fund".

2. I agree with the other drafting suggestions made by
Mr. Fajgenbaum.

cc: Mr. van Houten

Tt FL
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Office Memorandum

To: The Deputy Managing Director March 22, 1993
Mr. van Houten
Mr. Cisse

From: /S. T. Beza //7<§

Sﬁbject:\fgfzil:-,essa e of Minister of Finance to Bank
A

visory Committee on Financing Package

Mr. Fajgenbaum has sent to me from Brasilia the attached
draft message that the Brazilian authorities wish to send the Bank
Advisory Committee on the financing package.

Mr. Fajgenbaum has sent two versions of pages 2 and 3 of the
message, the first showing the Brazilian version and the second
showing the way Mr. Fajgenbaum has suggested that the text be revised.

Please let me have your reactions as quickly as possible

because the Brazilian authorities wish to send the message today
(Brazil is two hours ahead of Washington time).

Attachment

cc: The Managing Director
Ms. Saunders
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DRAFT
March 19,

The International Financial community

Republica Federativa do Brasil

Republica Federativa do Brasil

1992 Pinancing Plan

0

1993

The Fedavative Republio of Brazll (“"Brazil") is

March 15, 1993, more than ninety-five pesrcent (95%) of

the HYDFA Banks had responded favorably to tha 1992

Financing Plan subatantially in the forn of Comnitmant

Talox set forth in Annax B theresto, thereby achieving

the Critical Mass Commitmant Date by the suggested date.

(All capitalizad terns heorein are usad as defined in the

1992 Financing Plan of Brazll,)

tha aix avallable ¢ptions currently stande as

The distrlbution of committed Eligible babt among

Par Bonds:
option kh:
option B:

biscount Bonds:
option Al

option B:

Percent

Farcent

Percent

‘Percent

follows!
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As otated in Brazil’s communication accompanying

the 1992 Financing Plan, Brazil expects that collateral

will come from saveral specified sources: naw ioney

from the banks, Brazil’s international reserves, and

amounts available to Brazil for debt- and debt-service

reduction transactions from the International Monetary

Fund, the World Bank and the Interamerican Development

T bt tos s

disbursements.

In accordance with the commnitments received as of

least U.S. dollars 230 million in new money

March 18, 1993, the banks havae elected to provide at

—

Representatives of each of the three multilateral

4

institutions have recaently participated in information

meetings with Brazil’s oreditors worldwideland provided

ors an indlication of their 1n-t1tutionc'sv\"o+$r"k 1572
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An International Monetary Fund mission was in

Brazil from March 1 through March 22, 1993 preparing a

report on Brazil’s economic performance and continuing

conversations with Brazil concerning the reinvigoration
ll of the current SDR 1.5 billion (approximately U.S.
dollars 2.0 billion) standby arrangement. As approved
by the Fund’s Board of Executive Directors, that'standby
arrangemaent contemplates the set-aside of up to
tventy-five percent (25%) of the amount available
thereunder for debt- and debt-service reduction. Brazil
“ expects that, in addition to the Fund, the World Bank
and the Interamerican Davelopment Bank will support
debt- and debt-service reduction for Brazil to the
extent permitted by tha existing guidelines established

by their respective Executive Boards.

Brazil has always envisioned the 1992 Financing
Plan as part of a cooperative effort among itself, its
creditors and multilateral institutions. Brazil
continues to be confident that each of the sources of
enhancements will contribute to Brazil’s collateral
requirements and that, unless waived, the amount of
Initial Collateral available on the Exchange Date will
be not less than U.S. dollars 3.2 billion,

As stated in Brazil’s communication accompanying
the Financing Plan, the cost of collateral is of utmost

impoxtance to the Brazilian economic authorities, the
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As apprqved
: curre.
by the Fund’s Board of Executive Directors, immssgtandby

arrangemant contemplates the set-aside of up to

twenty-five percent (25%) of ? amount available
(®R 1.5 billen o rw:u-xl Us$ 2bullwon
thereunder (for debt~ and' debt-setvice reductfon. Dweski

Brazil has always envisioned the 1992 Financing

Plan as part of a cooperative effort among itself, its _@
creditors and multilateral 1nlt1tutlons.‘ Brazil

continues to be confident that each of the sources of

enhancements will contribute to Brazil’s collateral

requirements and that, unless wvaived, the u;lount of

Initial Collateral available on the Exchange Date will

be not less than U.S. dollars 3.2 billion. {
As stated in Brazil’s comnunicatl‘on- accompanying

the Financing Plan, the cost of collateral ies of utmost

importance to the Brazilian economic authorities, the
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Federal senate ang Brazilian socisty as a whole. The
anount of up-front debt-stock reduction achiaved by the
1992 Financing Plan ig also important for Brazil. Both
the amount of debt-gtoek reduction and the cost of
collateral are dependent upon the distribution of
creditors’ selectiens among the available cpticnq. It
is for this reason that Brazi} places so much emphasis
°n achieving a reasonable balance among the options--
both in terme of the balance between the defeased and
nondefeased options and the balance between the two
defeased options.

Creditors are reminded ©f the provision in the

1992 Financing Plan that permits each Lender committing

0ld Debt for Par Bonds under option a to reallecate a1}
©r a portion of such 014 Debt, to one or more
alternative Principal options (vhich shall bacome such
Lender’s selections for such 01d Debt) within twe waeks
after the date hereor.

Brazil remains confident that, continuing the
spirit of dialogue that has characterized the
Negotiations fropm their inception, Brazil and itg
creditors can implement the 1992 rinancxng Plan for the
mutual benefit of all concarned.

Eliseu Resende
Minister of Finance

¥ox TOTAL PAGE,DQS o




Office Memorandum

March 12, 1993

MEMORANDUM FOR FILES

Subjec?;//;razil--Visit of Minister of Social Securit

e

On March 10, Mrs. Ter-Minassian hosted a lunch in honor of
Minister Anténio Britto and Secretary Luiz Capella, attended by
Messrs. Beza, Kafka and Parente, and myself. During lunch, Mr. Britto
gave an overview of the administrative improvements under way and
outlined the major elements of the overhaul of the social security
system envisaged in the context of the constitutional reform, to take
place around October 1993. In several instances, the Minister
stressed his agreement with the FAD technical assistance report and
noted the consistency of his position with our recommendations.
He expressed strong interest in continued assistance from the Fund;
but agreed that every effort should be made to avoid duplication with
assistance from the IBRD, IDB, and ILO, which are involved mainly in
the conduct of seminars on social security in Brazil.

Following lunch, Minister Britto and Mr. Capella and I met
for further discussions on the above issues and to explore areas in
which the Fund would be requested to provide follow-up assistance.
The meeting was attended also by Mr. Barbosa, Assistant to the
Executive Director at the IBRD, and Mr. Coimbra from the Brazilian
Embassy. Among the administrative innovations being adopted, the
Minister elaborated on: the unification of existing social security
identification numbers under the existing PIS-PASEP number; collection
of contributions and payment of benefits by Banco do Brasil and_its
branches on behalf of INSS, with on line connection to DATAPREV;
change of management at DATAPREV, placed under a newly appointed
general director, acting as an "interventor;" close cooperation
between INSS and DATAPREV, including a new management contract that
links financial transfers to performance; cancellation and suspension
of thousands of fraudulent benefits, notably disability benefits.
These and other measures have led to a sizable cut (about one third)
in administrative expenses and an increase in efficiency.

Minister Britto highlighted the intended changes in the
structure of contributions and benefits, predicated on a clear-cut
functional separation among social insurance, social assistance and
health care, along the lines suggested in the report. As regards the
pension system, the Minister discarded the Chilean approach and
stressed that the reform measures should include: phaseout of
length-of-service pensions; increase in retirement age for women to



that of men (65 years); imposition of contribution liability on
agricultural sector and soccer clubs; and abolition of special
regimes. A novel approach under consideration is the gradual
introduction of a rule of 95 (i.e., sum of age and years of service),
as a way of eliminating special and length-of-service benefits in a
politically acceptable manner. A major question involves the
determination of an appropriate ceiling on the contribution base, as a
multiple of the minimum wage, and the possible redefinition of the
minimum wage itself.

I questioned the rationale for setting such a ceiling in the
event of a reduction in the contribution rate, as a reduced rate would
still permit supplementary voluntary contributions to employer-based
private pension funds. The Minister acknowledged that the ceiling
would be raised and eventually lifted as cost-cutting measures permit
significant payroll tax rate reductions. The authorities intend to
cut the payroll tax rate to a level that is sufficient for financing a
sustainable PAYG system.

Against this background, Minister Britto identified at least
two areas of possible Fund assistance, building on the analysis in
last year’'s report. First, technical assistance in sorting out the
appropriate form and estimating the required level of financing for
each of the three major types of social security programs (pensions,
assistance, health). Second, technical assistance in determining
ceilings on the contribution base and on pension benefits, consistent
with the above reform measures (phase-in of the rule of 95,
elimination of length-of-service benefits, reduction of contribution
rates to moderate levels, etc.), within a financially sustainable
scheme and allowing explicitly for transition costs. These and
additional areas of interest would be discussed internally at the
Ministry and a request would be transmitted in the next few weeks for
a mission to take place sometime after April. In the meantime, _the
necessary statistical information will be sent to us to develop and
apply a suitable quantitative approach. I would be in contact with
Mr. Capella for this purpose. Also, Mr. Barbosa offered to help
coordinate assistance with the Bank.

-

George Kopits

cc: Mr. Beza v~
Mr. Tait (o/r)
Mrs. Ter-Minassian
Mr. Fajgenbaum (o/r)
Mr. Hagemann
TAMU
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March 8,°1993

Mr. Beza:
As background for the March 10
lunch, attached are the biographical

notes on Minister Britto and Mr. Capella
and the schedule for their Washington

visit.
QL(Q

Attachments

George Kopits
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ANTON10O BRITTO FILHO

Anténio Britto Filho, tem 40 ancs e & natural de
Sant'Ana do Livramento, fronteira com o Uruguai. Formou-se
em jornalismo pela Universidade Federal do Rio Grande do
Sul (UFRGS) em 1975 e foi professor da disciplina de ré&dio
na Universidade do Vale dos Sinos (UNISINOS). Em Porto
Alegre, chefiou o Jjornalismo das duas mais importantes
raddios do Estado, a GatGcha ¢ a Guaiba. Foi ainda chefe do
jornalismo da RBS/TV-Porto Alegre at& transferir-se para a
Capital Federal. Em Brasilia, atuou como repédrter de TV,
passando depois a chefiar a sucursal da Rede Globo, até ser
convidado, em 1985, pelo ex-Presidente Tancredo Neves para
assumir a Secretaria de Imprensa do primeiro governo da
Nova Reptdblica. Demitiu-se no dia da posse do Presidente
José Sarney.

Em 1986, com apenas 34 anos, Britto se elegeu com 305
mil votos para a C&mara Federal. Fol reeleito em 1890.
Desde o seu primeiro mandato, a atua¢do de Antédnio Britto
tem sido marcada por projetos na drea social. Em 1989,
conseguiu a aprovagdo da Lei de sua autoria que reformulou
o FGTS, estabelecendo uma série de medidas importantes,
como a corregdo adequada dos saldos, obrigatoriedade de
fornecimento de extratos mensais aos trabalhadores, criacio
do Conselho Curador, entre outros. Foi, por dois anos
consecutivos, presiaente aa comissdu de ci&ncia ¢
Tecnologja, Comunicac&c e Informatica da C&mara dos
Deputados (1990-1991). :

Em 1991, Britto foi o relator da Lei de Custeio da
. Previdéncia Social (ne 8.212) que determinou vérias
moditricagées e beneficius a aposentadoa e trakhalhadovres
urbanos e rurais. A Lei foi sancionada em 27.07.91, pelo
‘entdo Presidente Collor. Em fevereiro de 1992, foi
escolhido relator da Comissd&o Especial de Reforma da
Previdéncia Social do Congresso Nacional. O relatério,
elogiado por todos o8 setores do Legislativo, foi
encaminhado & Presidéncia da Repidblica. Todos esses
trabalhos, fizeram de Anténio Britto, um dos maiores
especialistas na matéria dentro do Congressc NAcional.

- K Kk -




THE INTERNATIONAL MONETARY FUND ARCHIVES
RECORD CLOSURE NOTICE

The item identified below has been closed in accordance with the International Monetary Fund’'s IMF’s
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Subjeqx{/ Brazil--Briefing for Mission ’5({‘

Attached is the briefing for the mission that is to conduct the
1993 Article IV consultation and continue discussions on an economic program
with Brazil. The mission also will be guided by the Country Strategy Brief
for Brazil of November 1992.

There is an obvious question as to how far the discussions on a
program can proceed, particularly since the Minister of Finance and
President of the Central Bank will be just assuming their positions.
Moreover, the fiscal plan under consideration by the authorities who just
left office fell far short of what we consider necessary to produce a
lasting and meaningful reduction of inflation.

Should the mission find that the new authorities are developing a
program that could be supported by the Fund, the mission will make the point
that any financial arrangement ought to be of a precautionary nature, given
Brazil'’s relatively strong external position. For the same reason,
augmentation would not seem warranted. However, purchases of the set
asides might be made If needed to mobilize resources to finance the
enhancements for the debt restructuring package with commercial bank -~
creditors. An acceleration of disbursements of set asides would require at
least two consecutive quarters of satisfactory performance

e
g3 e

In our discussions with the authorities, including most recently
in the second week of February, we had accepted the possibility of an
extension and rephasing of the current stand-by arrangement, which expires
in August 1993. However, it is obvious that passage of time will render
this possibility increasingly inappropriate.

The briefing has been reviewed by the following departments:

FAD - Mr. Tanzi RES - Mr. Calvo

LEG - Mr. Cissé STA - Mr. Di Calogero

MAE - Mr. Guitian TRE - Mr. Gupta

PDR - Mr. van Houten WHD - Mr. van Beek and myself

The briefing also has been reviewed by the IBRD.

An advance team is already in Brasilia, but the new Minister of
Finance may request a delay of Mr. Fajgenbaum's departure (scheduled for
March 6).

Attachment e d \V \c\ i‘:/ \()\W; \ S(Pw (< b;w"'\
cc: The Managing Director (o/r) (? \ ‘Qi> “\ o ,z!é b 0ﬂlgﬁxﬁ\jg)

Ms. Saunders 7 W\% R o i N " /3'\)‘.3\1 .
Contributors: o) &“x it o

Jose Fajgenbaum
Saul Lizondo



Summary

3 i Mission headed by Mr. J. Fajgenbaum, beginning March 8, 1993 to conduct
the 1993 Article IV consultation and continue discussions on a program that
could be supported by a stand-by arrangement from the Fund.

2., Recent Developments: Brazil made only one purchase under the 19-month
stand-by arrangement approved in early 1992 as fiscal performance criteria
were not met and the mid-term review could not be completed. The primary
fiscal surplus is estimated by the staff to have been at 1 1/2 percent of
GDP in 1992 compared with a program aim of 3 percent of GDP; inflation
surged after a brief decline; and real interest rates remained high through
most of the year. A larger-than-projected trade surplus and substantial
capital inflows raised gross international reserves by US$15 billion to
US$23 billion by end-1992.

3 Issues for Discussion: The authorities who have just left office
intended to request Fund support for their economic progrsm, preferably in
the form of an extension through the end of 1994 and rephasing of the cur-
rent stand-by arrangement. They had not yet formulated the specifics of the
program, but stressed that it would aim at reducing inflation markedly,
including through the implementation of "nonconventional” policies. The
staff had questions about the adequacy of fiscal policy as outlined by the
authorities in recent discussions. The trade liberalization and privati-
zation programs would continue, and a comprehensive fiscal reform would be
introduced in the context of the Constitutional revision in late 1993.

The mission will ascertain from the new authorities their plans. For
its part, the mission will take the view that a significant and lasting
reduction of inflation requires an operational fiscal surplus of around
1 1/2-2 percent of GDP (and therefore a primary surplus of around 6 percent |.
of GDP) in the first year of the progra., irrespective of the approach
(orthodox or heterodox) adopted to reduce inflaticn. Fiscal measures beyond
those described to the staff recently would seem necessary to achieve such
objectives, and these measures would need to be consistent with the envis-
aged fiscal reform. In the areas of monetary, exchange rate, and incomes
policies the mission will be guided by the Country Strategy Brief of
November 20, 1992, as these policies depend on the stabilization approach
being adopted.

The mission will assess the progress on the debt restructuring agree-
ment with commercial bank (now under consideration of individual banks) and
seek the authorities’ views on the use of international reserves for
enhancements. The rescheduling of maturities falling due to Paris Club
creditors in February-August 1993 is unsettled as it was contingent upon the
completion of the mid-term review under the stand-by arrangement by end-
1992. The mission will urge the authorities to comply with Brazil’s debt
service obligations if creditors do not agree to make effective the second
tranche of the consolidation period.

The mission will encourage the authorities to accept Article VIII
status and to remove the few remaining restrictions subject to approval
under Article VIII.




Office Memorandum

To: The Acting Managing Director March 2, 1993

From: $.T. Beza W /5
. “

Subject:/ Brazil--Briefing for Mission
.
Attached is the briefing for the mission that is to conduct the
1993 Article IV consultation and continue discussions on an economic program
with Brazil. The mission also will be guided by the Country Strategy Brief
for Brazil of November 1992.

There is an obvious question as to how far the discussions on a
program can proceed, particularly since the Minister of Finance and
President of the Central Bank will be just assuming their positions.
Moreover, the fiscal plan under consideration by the authorities who just
left office fell far short of what we consider necessary to produce a
lasting and meaningful reduction of inflation.

Should the mission find that the new authorities are developing a
program that could be supported by the Fund, the mission will make the point
that any financial arrangement ought to be of a precautionary nature, given
Brazil's relatively strong external position. For the same reason,
augmentation would not seem warranted. However, purchases of the set
asides might be made if needed to mobilize resources to finance the
enhancements for the debt restructuring package with commercial bank
creditors. An acceleration of disbursements of set asides would require at
least two consecutive quarters of satisfactory performance.

In our discussions with the authorities, including most recently
in the second week of February, we had accepted the possibility of an
extension and rephasing of the current stand-by arrangement, which expires
in August 1993. However, it is obvious that passage of time will render
this possibility increasingly inappropriate.

The briefing has been reviewed by the following departments:

FAD - Mr. Tanzi RES - Mr. Calvo

LEG - Mr. Cissé STA - Mr. Di Calogero

MAE - Mr. Guitian TRE - Mr. Gupta

PDR - Mr. van Houten WHD - Mr. van Beek and myself

The briefing also has been reviewed by the IBRD.

An advance team is already in Brasilia, but the new Minister of
Finance may request a delay of Mr. Fajgenbaum’'s departure (scheduled for
March 6).
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Summary

153 Mission headed by Mr. J. Fajgenbaum, beginning March 8, 1993 to conduct
the 1993 Article IV consultation and continue discussions on a program that
could be supported by a stand-by arrangement from the Fund.

2. Recent Developments: Brazil made only one purchase under the 19-month
stand-by arrangement approved in early 1992 as fiscal performance criteria
were not met and the mid-term review could not be completed. The primary
fiscal surplus is estimated by the staff to have been at 1 1/2 percent of
GDP in 1992 compared with a program aim of 3 percent of GDP; inflation
surged after a brief decline; and real interest rates remained high through
most of the year. A larger-than-projected trade surplus and substantial
capital inflows raised gross international reserves by US$15 billion to
US$23 billion by end-1992.

3. Issues for Discussion: The authorities who have just left office
intended to request Fund support for their economic program, preferably in
the form of an extension through the end of 1994 and rephasing of the cur-
rent stand-by arrangement. They had not yet formulated the specifics of the
program, but stressed that it would aim at reducing inflation markedly,
including through the implementation of "nonconventional" policies. The
staff had questions about the adequacy of fiscal policy as outlined by the
authorities in recent discussions. The trade liberalization and privati-
zation programs would continue, and a comprehensive fiscal reform would be
introduced in the context of the Constitutional revision in late 1993.

The mission will ascertain from the new authorities their plans. For
its part, the mission will take the view that a significant and lasting
reduction of inflation requires an operational fiscal surplus of around
1 1/2-2 percent of GDP (and therefore a primary surplus of around 6 percent
of GDP) in the first year of the program, irrespective of the approach
(orthodox or heterodox) adopted to reduce inflation. Fiscal measures beyond
those described to the staff recently would seem necessary to achieve such
objectives, and these measures would need to be consistent with the envis-
aged fiscal reform. In the areas of monetary, exchange rate, and incomes
policies the mission will be guided by the Country Strategy Brief of
November 20, 1992, as these policies depend on the stabilization approach
being adopted.

The mission will assess the progress on the debt restructuring agree-
ment with commercial bank (now under consideration of individual banks) and
seek the authorities’ views on the use of international reserves for
enhancements. The rescheduling of maturities falling due to Paris Club
creditors in February-August 1993 is unsettled as it was contingent upon the
completion of the mid-term review under the stand-by arrangement by end-
1992. The mission will urge the authorities to comply with Brazil's debt
service obligations if creditors do not agree to make effective the second
tranche of the consolidation period.

The mission will encourage the authorities to accept Article VIII
status and to remove the few remaining restrictions subject to approval
under Article VIII.
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A staff mission comprising Messrs. Fajgenbaum (Head), Lizondo, Traa
(all WHD), Garcia (FAD), and Szymczak (PDR), and Ms. Silman (Assistant-ADM)
will visit Brasilia for about two to three weeks beginning March 8, 1393 to
conduct the 1993 Article IV consultation discussions and to continue dis-
cussions on an economic program that could be supported by an arrangement
from the Fund. An advance team will start work on March 1. 1In addition to
this brief, the mission will be guided by the Country Strategy Brief for
Brazil of November 20, 1992. There is an obvious question as to how far the
discussions on a program can proceed, particularly since the Minister of
Finance and President of the Central Bank will be just assuming their posi-
tions. The last Article IV consultation was completed by the Executive
Board on October 4, 1991 (EBM/91/139-140). 1/

On January 29, 1992, the Executive Board approved a 19-month stand-by
arrangement for Brazil for SDR 1.5 billion (102.7 percent of the old quota).
Upon approval, Brazil made a purchase of SDR 127.5 million and SDR 42.5 mil-
lion was set aside. Subsequent purchases were not made as the fiscal per-
formance criteria were not met, and the mid-term review was not completed
because the authorities could not frame economic policies for the remainder
of the year in the prevailing political circumstances. As of January 31,
1993 total Fund credit to Brazil was SDR 581.8 million (26.8 percent of the
new quota).

I. Background

The program for 1992-93 aimed at a gradual but sustained reduction of
inflation. To this end, credit policy was to remain very tight while the
public finances were being strengthened. The primary fiscal surplus was to
increase from an estimated 1 percent of GDP in 1991 to 3 percent of GDP in
1992 and to at least 4 percent of GDP in 1993. Exchange rate policy was to
maintain the real value of the cruzeiro, following a 13 percent devaluation
in late September 1991. The program also envisaged the continued implementa-
tion of structural reforms, including the reduction of import duties and the

1l/ Brazil's relations with the Fund are presented in Attachment I.




the elimination of nontariff barriers to imports, the privatization of
public enterprises, and a comprehensive fiscal reform.

In the event, monthly inflation remained very high in 1992. After
declicing from 27 percent in January to 19 percent in Anril, inflation rose
again to 27 percent in September. A fiscal policy that fell short of the
program and adverse expectations associated with the political difficulties
that led to the eventual removal of the President were factors in the fail-
ure to reduce inflation as planned. The rate of price increase slowed to
around 24 percent a month in the last quarter of 1992, mainly because the
authorities limited the adjustment of public sector prices, but rose again
to around 30 percent in January 1993.

Economic activity slowed in 1992, with real GDP estimated to have
declined by 1.4 percent, as a large drop in industrial output more than
offset a strong increase in agricultural output. Industrial employment in
the Sao Paulo area (the main manufacturing region) is estimated to have
fallen by about 9 percent in 1992.

Fiscal policy during 1992 was weaker than programmed, with preliminary
staff estimates indicating a primary fiscal surplus of around 1 1/2 percent
of GDP, compared with a program target of 3 percent of GDP. 1/ There was
a large revenue shortfall resulting from the failure to implement an agreed
increase in petroleum import duties and from lower revenue from the states’
value added taxes (due to lower domestic activity). Because of legal dis-
putes, a social security tax (FINSOCIAL) and the corporate income tax
yielded less than had been projected. Efforts at reducing capital and non-
interest current expenditure were not sufficient to offset the revenue
shortfall and a large increase in social security benefits ruled by the
Supreme Court which started to be paid late in the year. Also, the
financial position of the public enterprises is estimated to have been
weaker than originally projected, as public prices declined sharply in real
terms in the last quarter of the year.

The pursuit of a tight credit policy in the context of a weak fiscal
stance caused real interest rates to be higher than projected through most
of the year. For 1992 as a whole the real interest rate in the overnight
market for government securities was around 30 percent whereas the program
had been based on an average real interest rate of about 25 percent. High
domestic interest rates attracted substantial capital inflows that were
sterilized to a large extent in an effort to limit the increase in base
money and maintain the real external value of the currency.

Performance of the external sector in 1992 was strong. The surplus in
the trade balance reached US$15.7 oillion, up from US$10.6 billion in 1991,

1/ Preliminary official estimates that suggest a primary fiscal surplus
of 2 1/2 percent of GDP seem to be based on optimistic assumptions for
performance during the fourth quarter of 1992.



reflecting a sharp expansion of exports, helped by improved competitiveness
and the drive to export resulting from weak domestic markets, and stagnant
imports resulting from weak domestic demand. This, together with a large
surplus in the capital account, resulted in an increase in gross interna-
tional reserves to about US$23 billion by end-1992, more than one year of
merchandise imports.

An agreement with the Bank Advisory Committee on a comprehensive debt
restructuring package was reached in July 1992, and is now under the consid-
eration of individual banks. Following the agreement, Brazil issued bonds
for US$7.1 billion in payment of interest arrears accumulated during 1989-90
and raised its current interest payments to banks from 30 percent to 50 per-
cent of interest accruing. The package includes six options, some of which
involve debt or debt service reduction. Banks are to submit their initial
choice of options by March 15, 1993. As Brazil requires a "balanced" set of
choices, banks may be asked to modify their choices. The exchange of debt
instruments has been scheduled for end-July 1993. 1/

An agreement with Paris Club creditors was reached in February 1992,
covering the January 1992-August 1993 period. Seven bilateral agreements
have been signed, and progress is being made in the negotiation of the
remaining six. However, the rescheduling of maturities falling due during
February-August 1993 (about US$700 million) was made contingent upon the
completion of the mid-term review under the stand-by arrangement by December
1992. Because this condition was not met, the authorities have requested
Paris Club creditors to postpone to a later date the deadline for the
completion of the review under the stand-by arrangement.

Trade liberalization continued fasier than scheduled, with import
tariff reductions in January and October and the elimination of nontariff
restrictions on computer products in October. The privatization program
proceeded as planned for most of 1992, but it was interrupted recently to
revise the rules. Under the new rules, the President will decide on a case-
by-case basis, among other things, the fraction of the price that must be
paid in cash and the extent of possible participation by foreign investors.
The privatization program is scheduled to resume in March 1993. Price
liberalization was completed in early 1992, but recently attempts have been
made at constraining the increase in prices of pharmaceutical products.

1/ Depending on the interest rate structure and the final allocation by
banks among options, required enhancements range from US$4.5 billion to US$7
billion, of which US$3.2 billion should be made available at the exchange
date and the remainder in four semi-annual installments.



II. Issues for Discussion

In recent discussions with the Managing Director and the staff, the
authorities who have just left office stated their intention to request Fund
support for their economic program, preferably in the form of an extension
and rephasing of the current stand-by arrangement through the end of 1994.
As they had not yet completed the formulation of the economic program, they
could not provide details about specific targets and policies to be imple-
mented, but stressed that the program would aim at reducing inflation
markedly and achieving a modest recovery in economic activity. The author-
ities had said that "nonconventional" means of bringing down inflation
quickly could be considered, although they ruled out price and wage freezes,
debt confiscations, and "dollarization." However, in a departure from
Brazil's traditional policy, the staff perceived that the authorities were
considering shifting the role of exchange rate policy from maintaining
international competitiveness to using the rate as an anchor for the price
level.

The authorities also stated that structural reforms, such as the trade
liberalization and the privatization program, 1/ would continue to be
implemented and that a comprehensive fiscal reform would be introduced in
the context of the constitutional revision scheduled for October 1993.
Also, they indicated their intention to reform the financial system for
which they wish to receive technical assistance from MAE.

The mission will ascertain from the new authorities their plans.
For its part, the rission will take the view that a significant reduction of
inflation on a lasting basis would require a fiscal policy that is sustain-
able and credible and that leads to a noticeable reduction of public debt
(particularly domestic debt) in relation to GDP because this would be an
important factor in reversing inflationary expectations. As explained in
the Country Strategy Brief, such a reduction of debt would call for an
operational fiscal surplus of around 1 1/2-2 percent of GDP in the first
year of the program, irrespective of the approach (orthodox or heterodox)
adopted to reduce inflation. Such debt reduction would seem to require a
primary fiscal surplus of around 6 percent of GDP for the year, compared
with the estimated surplus of 1 1/2 percent of GDP in 1992. 2/ 1In addi-
tion to the fiscal measures described to the staff recently (see below), the
mission will discuss with the authorities the possibility of implementing
further measures to achieve such objectives. These measures should be

1/ Recently tariffs on certain basic goods (mainly food items and
medicines) were lowered to induce a reduction in the cost of living.

2/ As indicated in the cover memorandum to the Country Strategy Brief, a
phased approach, involving a weaker fiscal stance in the first year, is not
likely to succeed in reducing inflation meaningfully. However, a somewhat
smaller primary surplus than 6 percent of GDP may be consistent with the
above-mentioned operational surplus if it were possible to reduce real
interest rates on government securities through improved debt management.




consistent with the fiscal reform proposed by an FAD technical assistance
mission, as well as other measures listed in Attachment III. 1/ 2/

Revenue measures already adopted or being discussed by Congress are
estimated officially to yield about 4 percentage points of GDP in 1993.
They include: (1) a modification of the corporate income tax regime
estimated to yield US$5.4 billion (1.3 percent of GDP). Because nearly half
of this yield is to be transferred to state and municipal governments and
therefore spent, the authorities intend to reduce nonmandatory transfers to
these governments by the same amount; (2) a tax on bank debits, now before
Congress, 3/ estimated to yield around US$5 billion in 1993 (1.2 percent
of GDP), 38 percent of which is earmarked for spending on housing and educa-
tion. The estimated yield of this tax may be overstated in view of the
experience with this type of tax in other countries and the various exemp-
tions now being considered; (3) an increase in petroleum import duties and
the introduction of social security taxes in the agricultural sector are
expected to yield 0.1 percent of GDP each; (4) the recent presidential
decree repealing Law 8200, which granted tax credits roughly equivalent to
1 percent of GDP a year to corporations for overpayment of taxes in 1990
(however, Congress may overrule the decree); and (5) efforts at improving
tax administration expected to raise collections by about 0.7 percent of
GDP. 4/ The mission will assess the likely increase in revenue resulting
from these measures, as well as the progress in implementing the recommenda-
tions of FAD technical assistance in the area of tax administration.

The authorities noted that they had little room to compress expenditure
from the already reduced levels of 1992. Moreover, they had to face
increases in the wage bill of the Federal Govermment and in social security
benefits. Preliminary estimates suggest that the equalization of wage
scales among different government sectors may increase the Government'’s wage
bill by about 1.3 percentage points of GDP in 1993. The authorities intend
to link public sector wages to tax receipts, and thus contain this increase
to just under 1 percent; the mission will discuss with the authorities the
mechanism for implementing this policy.

The financial position of the social security system is expected to
deteriorate by about 0.4 percentage point of GDP in 1993 as a result of a
recent intensification of indexation of the minimum wage, to which most

1/ This list was presented as Appendix I of the Country Strategy Brief.
2/ Consistent with the recommendations made by a recent FAD technical
assistance mission, the mission will refrain from suggesting increases in

social security contribution rates and instead emphasize the need to
introduce administrative and adjustment measures on the benefits side,
enforce existing contributions, and expand their coverage.

3/ This tax is proposed as a temporary measure until a comprehensive
fiscal reform is in place.

4/ FAD staff who assisted the authorities in this effort during 1992
consider this estimate highly optimistic.



social security benefits are tied, and the effect of the retroactive payment
of the increase in benefits that was referred to above.

In addition, the mission will examine the fiscal impact of a number of
proposals that have emerged recently. They include the provision of tax
incentives to selected sectors of the economy (agriculture, automobiles,
construction) and the reimbursement of involuntary loans to the Government
("emprestimos compulsorios") dating from 1986. The latter have been
reported to amount to US$900 million (0.2 percent of GDP).

In an attempt to improve control over the finances of state and munic-
ipal governments, Congress is considering a constitutional amendment that
would prevent these governments from issuing new bonded debt. In addition,
the authorities plan to refinance the state and municipal government exist-
ing bonded debts and debts to the federal financial institutions; in princi-
ple no subsidy from the Federal Government is involved in this refinancing.
The mission also will discuss with the authorities other possible instru-
ments to improve control over the lower levels of government.

The authorities indicated their intention to raise public sector prices
in real terms to the levels of September 1992 (an increase of around
14 percent) by mid-year. In particular, they plan to raise telecommunica-
tion tariffs by 40 percent in real terms and to allow differentiated elec-
tricity rates, according to costs. The mission will explore with the
authorities means to ensure that enterprises do not spend the increased

revenue.

In the areas of monetary, exchange rate, and incomes policies the
mission will be guided by the Country Strategy Brief, as these policies
would depend on the stabilization approach adopted by the authorities. With
respect to monetary policy in particular, the mission will emphasize that
fiscal policy needs to be supported with tight credit to turn inflationary
pressures and expectations around, and that real interest rates are likely
to be high for some time under any ambitious inflation reduction program.

In this context, the mission will urge the authorities to avoid giving the
market confusing signals on interest rates, as has occurred in recent
months.

The authorities noted their intention to prepare a comprehensive
proposal for fiscal reform to be discussed in the context of the revision of
the Constitution scheduled for October 1993. The mission will enquire about
the objectives and likely content of this proposal, and will attempt to
quantify its impact on the public finances. The mission also will discuss
with the authorities their plans for the reform of the social security
system, and ascertain the authorities’ plans regarding further technical
assistance from FAD in both areas.

The mission will review the authorities’ objectives for the planned

financial system reform, and enquire about the type of changes being
envisaged, the timing for implementation, and the likely effects of those




changes on the public finances. It will emphasize that this reform also
should establish an appropriate framework for the conduct of monetary
policy. The mission will ascertain the timing of the possible technical
assistance from MAE, stressing that if such assistance is to be effective it
should take place in the early stages of the design of the reform.

The mission will examine the implications of the new rules governing
the privatization of public enterprises, and stress the need for clear
signals about the Government’s commitment to streamline the public sector.
Similarly, the mission will encourage the authorities to continue imple-
menting the trade liberalization program, and will note the advantages of
reducing tariff protection further, including in the context of MERCOSUL.

The mission will assess the progress made on the debt restructuring
agreement with commercial bank creditors, and seek the authorities’ views on
the use of Brazil's international reserves for enhancements if an agreement
with the Fund can not be reached by the time of the debt cxchange. Also,
the mission will ascertain the authorities’ position regarding the restruc-
turing of debts to Paris Club creditors falling due during February-August
1993. In this context, the mission will encourage the authorities to
expedite the negotiation of the remaining six bilateral agreements, and urge
them to comply with Brazil's debt service obligations if creditors do not
agree to make effective the second tranche of the consolidation period.

Should the mission find that the new authorities are developing an
economic program that could be supported by the Fund, the mission will make
the point that any financial arrangement (a new one or the current one
appropriately extended and rephased) should be of a precautionary nature
given Brazil'’s relatively strong balance of payments and high reserves. For
the same reasons, augmentation of access would not seem warranted. However,
purchases of the set aside portions could be made if needed to mobilize
resources from other international financial institutions to help finance
Brazil’s debt agreement with commercial bank creditors. 1/ Acceleration
of the disbursement of set asides would require at least two consecutive
quarters of satisfactory performance under the program. If Fund support
were to take the form of a new stand-by arrangement, access on an annual
basis in SDR terms would be the same as that under the current arrangement.
The mission will stress that fiscal measures requiring legislative action
and other key policy measures, depending on the stabilization approach being
adopted, would need to be in place before Executive Board consideration of
the program.

1/ Given Brazil's excellent record in servicing its debt to the Fund, its
high international reserves, its external medium-term outlook (described in
the Country Strategy Brief) and the relatively low Fund exposure to Brazil,
there is no question that Brazil'’s use of Fund resources is consistent with
the need to safeguard the revolving character of these resources.

B e e e o R



The mission will encourage the authorities to accept Article VIII
status, as Brazil does not maintain restrictions under Article XIV, and will
recommend the elimination of the few remaining restrictions subject to
approval under Article VIII (described in EBS/91/205, Sup. 1). 1/ The
mission will discuss with the authorities statistical issues and current-
ness, as presented in Attachment IV, and ascertain whether data in the
fiscal accounts, balance of payments, and external debt on military trans-
actions are comprehensive and trancparent. The mission will propose that
the next Article IV consultation be held on the standard 12-month cycle.

cc: AFR
CTA

1/ The report on Recent Economic Developments is expected to have a
summarized section on recent developments and a number of appendices on
specific issues, including poverty and social safety net.
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Brazil: Fund Relations
(As of January 31, 1993)

I Membership Status: Joined 12/27/45; Article XIV

II. General Resources Account: SDR Million % Quota
Quota 2,170.80 100.0
Fund holdings of currency 2,752.61 126.8
ITI. SDR Department: SDR Million % Allocation
Net cumulative allocation 358.67 100.0
Holdings 1503 4.2
IV. Outstanding Purchases and Loans: SDR Million % Quota
Stand-by arrangements 264 .49 12,2
Extended arrangements 316.91 14.6
Vs Financial Arrangements:
Expira- Amount Amount
Approval tion Approved Drawn
Type Date Date (SDR Million) (SDR Million)
Stand-by 14297492 ~ 8/31/93 1,500.00 127 .50
Stand-by 8/23/88 2/28/90 1,096.00 365.30
Extended 3/01/83 2/28/86 4,239.38 2,743.13

VI. Projected Obligations to Fund (SDR Million; based on existing use of
resources and present holdings of SDRs):

Overdue Forthcoming
1/31/93 1993 1994 1995 1996 1997
Principal 360.4 93.5 32.3 48.2 235:]
Charges/interest 48.6 30.9 26.3 23.4 20.8
Total 409.0 124.4 58.6 71.6 44.5

Nonfinancial Relations

VII. Exchange Rate Arrangement

For most of the period since 1968, Brazil followed a flexible
exchange rate policy under which the exchange rate for the cruzeiro was
adjusted at relatively short intervals in terms of its intervention
currency, the U.S. dollar. In mid-March 1990, Brazil introduced a floating
rate system, in which the Central Bank has intervened to attain its targets
for international reserves. Beginning in May 1991 central bank intervention
has aimed at maintaining external competitiveness. Brazil no longer
maintains restrictions under the transitional regime of Article XIV,

Section 2, but maintains a number of exchange measures subject to approval
under Article VIII, Sections 2 and 3.
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NEIT . Last Article IV Consultation

The last Article IV consultation with Brazil was concluded by the
Executive Board on October 4, 1992 (EBM/91/139 and EBM/91/140). Brazil is
on the standard 12-month cycle.

X Technical Assistance

The Fiscal Affairs Department has recently provided technical
assistance to Brazil in the areas of tax policy, tax administration and the
social security system. This includes a mission in September 1990 to assess
the data processing system plan for the Federal Revenue Department (DpRF),
and missions in December 1991 and March 1992, with follow-up missions in
June and September 1992, to review tax administration procedures (including
the activities of the DpRF and the Government Attorney'’'s Office for National
Finance (PGFN)) and to assist the authorities in desi;jning a taxpayer
control system. Missions in February and May 1992 presented proposals for a
comprehensive tax reform, and a mission in June 1992 prepared proposals to
reform the financial position of the social security system.
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Brazil: Selected Economic Indicators

Prel. Est.

1989 1990 1991 1992

National accounts
Real gross domestic product
Real domestic demand

Gross national savings 1/
Gross domestic investment 1/

Prices
Consumer prices (annual averages)

Balance of payments
Merchandise exports

Merchandise imports

Investment income (net) 2/

Current account balance

Overall balance

Net foreign reserves (end of period)
External payments arrears (end of year)

Current account balance

Terms of trade (decrease -)
Real effective exchange rate (depreciation -)

Total external debt
Total debt (end of year)
Debt service ratio 3/
Interest payments 3/

Fiscal data

Public sector noninterest revenue

Public sector noninterest expenditure

Public sector net interest expenditure
Public sector operational balance (deficit -)
Public sector primary balance (deficit -)

Money and credit
Real Interest rate 4/

Money and quasi-money

Net domestic credit 5/
Credit to public sector
Credit to private sector

17
16.

1,320.

34

-12.

=3

9%
24,

327.
46.
28.

26.
26.

=6
-0.

31.

1,406.
3,362.
1,616.
1,746.

oo WO oW s

0

v s NN

(percent change)

.3 -4.0 1.2 =34
.5 -2.6 15 -3.5
(percent of GDP)

0 18.2 15.6 16.5
7 16.0 15.9 15.7

(percent change)
1 2,740.0 414 .7 991.4
(billions of US$
31.4 31.6 36.2
20.4 21.0 20.9
-11.6 -9 7 =9.9
-3.8 =14 3.0
=88 =87 20.2
9.0 4.7 -20.2
13.9 19.6 129
(percent of merchandise exports)
=312.1 SN 8.3
(percent change)
i -8.0 3.6 0.3
8 12.3 =19.7 7.8
(percent of merchandise exports)
- | 381.3 387.7 352.3
1 57.8 50.8 53.1
2 29.4 30.4 24,2

(percent of GDP)

31.7 28.7 26.4
29.4 26.0 24.9
0.9 3.6 4.0
1.3 ~0:9 ~2.6
2.2 2.7 1.9
(percent)
7 25.4 17.0 30.2
(percent change)
8 1,157.4 695.2 1,654.7
5 3,354.2 922.7 2,233.4
| 5, 9531 500.2 1,223.7
3 1,401.1 422.5 1,009.6

1/ In constant prices.
Includes reinvested earnings.
Scheduled payments.

I\ & W I
\'\\\

Monthly overnight rate on treasury securities, annual average.
As percent of liabilities to the private sector at beginning of the period.
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Brazil--Measures to Strengthen the Public Finances

This note presents a list of possible measures to strengthen the public
finances on the assumption that the proposed fiscal reform will not be
approved before year-end.

I. Revenue Measures

Impose tax on gross corporate assets

Increase petroleum taxes and tariffs
on electricity

Convert IPI into federal value-added tax

Impose or increase excises on cars,
beverages, tobacco

Reform individual income tax

Widen coverage of tax on financial
operations (IOF)

Raise social security contributions

Continue to strengthen tax and social
security administration

Total

II. Expenditure measures

Reduce nonwage, noninterest expenditure

Reduce fiscal incentives and tax expenditure

Reduce credit subsidies (02C)

Eliminate "phantom" social security benefits
Reduce personnel costs, starting with a hiring

freeze

Reduce transfers to universities, the Federal

District of Brasilia, and state and
municipal governments under "convenios"

Total
III. Other measures

Accelerate the privatization program

Budget Impact
(In percent of GDP)

-
SO OO
. . T .
NN N

0.5

2%2-3.2

Reduce lending by the Federal Financial institutions
to public enterprises, states, and municipalities
Raise public sector prices in real terms, if necessary

of tax-sharing requirements.

1/ Impact on the financial position of the Federal Government, i.e., net
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4, Reform the property tax (to offset the effects of mea-
sures II1.6 and II1.2 on the states and municipalities)
a2 Target social welfare expenditures to the poor.

IV. Description of measures

1 L Revenue measures

(1) The proposed tax on gross corporate assets is an alternative tax
under the corporate income tax (IRPJ), intended to combat evasion of the
latter. The revenue estimates given in the table are based on an assumed
tax rate of 2 percent. 1/

(2) The increase in petroleum taxation and electricity tariffs entails
the imposition of a federal excise tax or an equivalent import duty in the
case of petroleum, and an increase in electricity tariffs of around 50
percent in real terms with respect to the levels achieved in December 1991.
(In August 1992, prices in real terms for electrical energy were about 8
percent above their level of December 1991.)

(3) The proposal to convert IPI into a federal value added tax assumes
a flat tax rate of 6.5 percent. Constitutional scrutiny of this proposal
may arise as it would involve taxing some services provided to industrial
enterprises. At the present time, the federal government only taxes
"industrial products".

(4) The federal excises on cars, beverages, and tobacco are assumed at
rates somewhat below the 6.5 percent rate of the VAT replacing the IPI. The
excises themselves would enter the base of the proposed VAT (item 3).

(5) The reform of the individual income tax incorporates four
components, including elements proposed by the Fiscal Reform Commission,
Secretary Wellish, and the Tanzi mission: (a) reducing the exemption level
from 2.4 times per capita GDP to 1.6 times; (b) a reduction in deductions
(not including family allowances) to one-third of their 1991 levels; (c)
institution of a rate structure involving rates of 10, 20, and 30 percent;
and (d) taxation of fringe benefits.

(6) The widening of the tax on financial operations proposes to
extend the present IOF to cover financial system credit operations. The
Fiscal Reform Commission had suggested that the tax on financial operations

1/ While Article 153 of the Constitution appears to allow federal
imposition of this tax (inasmuch as the Constitution does not reserve its
base for the states or municipalities), the authorities told the Tanzi
mission that the Constitutional status of this proposal is ambiguous. Also,
there is a question about double taxation of real estate. The Fiscal Reform
Commission proposed a similar tax earlier this year and stipulated an
explicit amendment to Article 153.
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be replaced by a tax on financial transactions, but the latter has been
criticized because of its distortionary effects and its potential to induce
disintermediation.

(7) The proposal to raise social security contributions includes
extending the coverage to public employees in the base of the social

security payroll tax and increasing contribution rates on existing contribu-
tors to finance the arrears on the 147 percent increase in benefits. This
would be followed by a reform of the Social Security System.

25 Expenditure measures

(1) The proposal to reduce nonwage, noninterest expenditure is based
on a further compression of "other current and investment" expenditure of

the Federal Government. The limited impact of the reduction in this
expenditure category reflects cutbacks that already have taken place (from
4.5 percent of GDP in 1990 to 2.5 percent of GDP in 1992).

(2) Fiscal incentives and tax expenditure comprise regional and
sectoral subsidies, concessions on corporate income and IPI taxes and on
import duties. The total value of these incentives in 1992 is estimated at
nearly 2 percent of GDP.

(3) Credit budget subsidies comprise agricultural buffer stock
arrangements and agricultural and export credit facilities at below market
interest rates. Total cost of these programs amounts to some 0.4-0.5 per-
cent of GDP.

(4) Administrative problems with the social security records have
given rise to unwarranted payments of benefits. The authorities had
estimated that a careful review of the files would reduce the payments of
benefits by 5-7 percent. In 1992, social security benefits are estimated at
some 4 percent of GDP.

(5) Attrition of personnel is assumed at about 3 percent a year. The
federal government wage bill in 1992 is approximately 3.6 percent of GDP.

(6) Transfers to lower levels of government and institutions outside
of the scope of constitutionally mandated revenue sharing are often effected
through negotiated assistance programs (convenios). They account for about
1 point of GDP and involve transfers to universities; transfers to the
Federal District of Brasilia to support fire brigades, the police, personnel
costs in the public health area and selected civil services; and mostly
project related transfers to states and other municipalities. Convenios
have been reduced from a peak of 1.5 percent of GDP in 1988 on account of
the graduated increase in constitutionally mandated revenue sharing trans-
fers. The reduction of transfers to the universities could be offset by the
introduction of a system of fees.
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Brazil--Statistical Issues

ik Outstanding statistical issues

a. Monetary accounts

Consolidated data on money and banking statistics have major problems:
the latest complete IFS data for the monetary survey and banking survey
relate to 1988 and 1985, respectively. On September 1992, STA received
quarterly information for the Deposit Money Banks (DMB) and Other Banking
Institutions (OBI) for the period December 1988 through June 1991, and
monthly data from July 1991 through May 1992. These data are being
evaluated by STA, before the DMB and OBI data can be published in IFS.
However, this work cannot be completed without extensive technical
discussions with the authorities. A STA technical assistance mission has
been under consideration for some time. As a result of recent discussions
with the authorities, it has been agreed that a mission should take place in
May 1993.

15} Interest rates

Data on interest rates for bank deposits and discount rate are being
currently reported. However, data on bank lending and treasury bill rates
have not been reported since 1989.

Fos Balance of payments

Although the authorities prepare quarterly balance of payments
statistics, these are not furnished to STA on a timely basis. The latest
data, which were sent to STA in September 1992, relate to the fourth quarter
of 1990. It would be useful if the mission could discuss with the
authorities possible ways to reduce the delay in sending balance of payments
data and ask them to send quarterly data as they are compiled.

27 Coverage, currentness, and reporting of data in IFS

The table below shows the currentness and coverage of data published in
the country page for Brazil in the March 1993 issue of IFS. The data are
based on reports sent to the Fund's Statistics Department by the Central
Bank of Brazil which, during the past year, have been provided on an
irregular basis.
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Status of IFS Data

ATTACHMENT IV

Sector

Series

Latest Data in
March 1993 IFS

Real Sector

Government finance

Monetary accounts

Interest rates

External Sector

National Accounts
- Prices: WPI
CP1
- Production
- Employment
- Earnings

Deficit/surplus
Financing
Debt

Monetary authorities
Deposit money banks

Other banking institutions

Bank rate

Bank deposit rate

Bank lending rate

Treasury bill rate

Merchandise Trade:
Values:
Exports
Imports
Volumes
Prices
Balance of payments

International reserves

Exchange rates

1990
November 1992
November 1992
n.a.
n.a.

November 1992
1986
1986

November 1992
1987 1/
1987 2/

December 1992
December 1992
n.a.

December 1989

November 1992
November 1992
1986 3/
1987 3/
Q4 1990
November 1992
January 1993

1l/ Last available information, June 1988.

2/ Last available information (partial) March 1988.

3/ Volume and price indices for selected export goods are available

through November 1992.
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Brazil:

ATTACHMENT V

Tentative Work Program

UFR/Article IV missions and Executive Board meetings 1/

Article IV consultation discussios and
discussions on a possible program

Conclusion of SBA negotiations

Executive Board discussion on Article IV
consultation and SBA

Staff visit to review performance

First review of SBA and initial
discussion on economic program for 1994

Conclusion of negotiation of economic
program for 1994

Executive Board discussion on first review

Technical assistance mission

FAD -- Follow-up assistance on tax reform
(1 mission), tax administration
(3 missions), and social security
reform (1 mission)

MAE -- Assistance in financial system reform

(2 missions)

STA -- Assistance in National Accounts
and Monetary statistics
(2 missions)

Training Course in Brasilia

INS -- Financial Programming Course

March 1993
(3 weeks)

Mid-May 1993
(10-days)

Late June 1993

Late August 1993
(10 days)

Early November 1993
(10 days)

Mid-December 1993
(10 days)

Late December 1993

To be scheduled 2/

To be scheduled 2/

To be scheduled 2/

June 1993

1/
2/

Some of these contacts might be held at headquarters.

Awaiting authorities’ specific request.
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Subject//Brazil--Briefing Paper
e

We have no major difficulties with this brief as it broadly
corresponds to the Country Strategy Brief. We agree that any new
arrangement should be precautionary. Nonetheless, it should have the
same emphasis on prior actions and front loading of measures, as set-
asides may well be available from the outset. A short update on the
current political situation is desirable in view of the importance of
a strong commitment for the successful implementation of an adjustment
program.

We would like you to address the following specific concerns.

Fiscal policy

A sustainable and credible fiscal policy is clearly essential
to support a meaningful reduction in inflation in Brazil. The brief
should therefore emphasize the importance of the quality of the fiscal
adjustment, avoiding stop-gap measures which would lack the credibil-
ity critical to bringing down inflation. While the 1993 fiscal tar-
gets in this brief are in line with the targets noted in the Country
Strategy Brief, it is not clear that the measures discussed are suffi-
cient to achieve them. Although the revenue measures are officially
estimated to yield most of the required improvement in the primary
balance, the brief appears to doubt this estimate for a variety of
reasons. The brief is also reticent about the staff’s views regarding
the supposedly limited possibilities for expenditure reduction. The
mission should investigate the possibilities for implementing the
measures listed in Attachment III and, if these are limited, should
seek specific proposals from the authorities for achieving an
acceptable fiscal adjustment. The mission should also assess the
progress made in implementing the recommendations of the FAD technical
assistance team on the reform of the social security system.

Monetary and exchange rate policy

We are puzzled by the characterization of monetary policy.
The first paragraph of page 4 seems to imply that capital inflows were
successfully sterilized. The discussion on credit policy in the last
paragraph of page 10, on the other hand, notes that "the mission will
urge the authorities to avoid giving the market confusing signals on
this policy stance, as has occurred in recent months." This raises
the question as to what the stance of monetary policy has been and



whether capital inflows have in fact been successfully sterilized.
The brief should also spell out the staff’s view on the effectiveness
of sterilization as well as its quasi-fiscal costs.

The mission should ascertain more clearly what the
authorities have in mind as a "nonconventional" means of reducing
inflation quickly which would use the exchange rate as an anchor while
ruling out an incomes policy (page 6). (The Country Strategy Brief
envisages transitory wage-price controls and a tight fiscal stance in
the scenario where the exchange rate is used as an anchor.) We would
stress that in the absence of an incomes policy, the widespread use of
formal and informal backward-looking indexation mechanisms in the
context of high inflation is likely to undermine the credibility of a
nominal exchange rate anchor, even with a tight fiscal stance.

Exchange system

The brief should note the mission’s intention to evaluate the
recent changes in exchange measures subject to approval under
Article VIII. It would also be of interest to have a preliminary
evaluation of the progress that could be made in eliminating these
restrictions in the context of a possible Fund arrangement. We would
hope that any such arrangement would seem to reduce the "dependence"
on restrictions. Finally, given that Brazil no longer maintains any
restrictions under the transitional regime of Article XIV, the mission
should explore the possibilities of Brazil moving to Article VIII
status in conjunction with the elimination of these restrictions
subject to Article VIII.

Trade issues

We think the staff should take a stronger stance on trade
liberalization in Brazil and deepen reforms rather than continue as
envisaged (p. 11). Our comments on the strategy brief are, therefore,
relevant and are attached.

MERCOSUL members recently agreed on a common external tariff
of 20 percent (after January 1, 1995) with possible exceptions
allowing tariffs up to 35 percent for some products which are to be
phased out over a six year period. The mission should urge the
authorities to accelerate tariff reductions for these exceptions.

External debt issues

Given the strong balance of payments outlook and the comfort-
able foreign reserves position, we would agree with the stance pro-
posed by the mission of encouraging the authorities to service the
scheduled debt service payments from February 1, 1993 onwards, should
the Paris Club not agree to the authorities’ request to extend the
end-December 1992 deadline for the effectiveness of the second tranche



of the consolidation. In this connection, we would suggest that
"extend the consolidation period" at the end of the first paragraph on
page 12 be redrafted to read "agree to make effective the second
tranche of the consolidation period." The authorities should be
dissuaded from further recource to Paris Club reschedulings in the
context of a future arrangement given the strength of the external
position.

While we understand that the Paris Club has not yet responded
to the authorities’ request for an extension of the deadline, the
mission should ascertain whether Brazil has been making debt service
payments to the Club since February 1, 1993 (the start of the second
tranche). If the Club does not agree to an extension (which is
possible given the reserves position), Brazil could be accumulating
new arrears, which would be a breach of a performance criterion. 1In
any case, since not all of the bilaterals under the 1992 Agreed Minute
have been signed, Brazil could require an approval from the Fund of
exchange restrictions evidenced by external arrears.

Regarding commercial bank debt and the debt service reduction
operation, it would be helpful for the brief to give some indication
of the likely cost of the package based on a judgement of the final
outcome of bank’s choices from the menu. Presumably Brazil will
still--despite the very high level of reserves--insist on multilateral
support and phasing in of enhancements.

Use of Fund resources

The authorities should be made aware that there are strong
views in certain quarters in the Fund against the appropriateness of
extending and rephazing the present stand-by arrangement. The current
arrangement has not been operational for quite some time, and any new
program would follow a substantially different strategy from the
previous one. The mission should ascertain the authorities’ reasons
for wanting an extension so that these views can be adequately
considered in coming to a judgment.

While a precautionary program would not impede disbursing
set-asides to catalyze support from other IFIs, it should be
emphasized that any Fund support, including for a DDSR operation,
would have to be justified on the basis of a demonstration of "balance
of payments need," taking into account the cost of the package and the
availability of other sources of financing. Given Brazil’s present
balance of payments strength, we would suggest that a commitment at
this time to all drawings of set-asides for debt reduction should not
be made. This point was raised by PDR at the time of the Country
Strategy Brief, and could have important repercussions from the
standpoint of uniformity of treatment. Also, we would seriously doubt
that conditions would be satisfied for providing augmentation
resources. This should be made explicit in the brief.




Several formal and procedural remarks

The mission should state its intentions with regard to form
and coverage of reporting to the Board (e.g., RED, statistical
appendix, special study) as stipulated in Mr. Erb’s memorandum of
July 3, 1991.

The brief should include a summary work program appendix as
stipulated in Mr. Boorman’s memorandum of July 22, 1992.

Poverty and social safety net issues should be dwelled or
perhaps through cross-referencing if warranted.

The brief should include a medium term balance of payments
projection as well as the standard REER chart.

The latest data available in the Government Finance
Statistics about military expenditures corresponds to 1989. Even
though the share of military spending over GDP is historically lower
than 2 percent, this share was increasing until 1990 according to the
Stockholm International Peace Research Institute. It would, there-
fore, be useful if a line item on defense expenditure could be in-
cluded in one of the fiscal tables. The mission should also seek to
ascertain whether data related to military transactions within fiscal
accounts, balance of payments and external debt are comprehensive and
transparent.

Attachment

cc: FAD, LEG, MAE, RES, STA, TRE, WHD




*Part of memo from J. Ferran to
Mr. Fajgenbaum on the Strategy
Brief for Brazil, dated 11/16/9:

Other Comments

Trade policy

We agree that Brazil is to be commended for the trade reform
undertaken in the last two years, eliminating almost all non-tariff
barriers and moving to a mostly tariff based policy. However, the
country strategy brief is overly complacent about future trade policy
strategy. We disagree with the staff position that endorses a 1
strategy of proceeding as planned (p. 34, 2nd full para, first
sentence). We would recommend a strong pitch to accelerate and deepen
a reform process for the reasons below.

First, even after the current tariff reduction program will
have been completed in July 1993, there remains ample scope for
further lowering tariff protection and improving economic efficiency.
Brazil is among the more advanced developing countries but its average
tariff level by 1993 will still be three times higher than the average
of industrial countries. Due to considerable tariff dispersion,
effective rates of protection for some sectors such as the motor
vehicle industry will still exceed 60 percent.

Second, there continue to be a host of regulations, laws, and
decrees that deter trade and have not allowed the liberalization
undertaken in recent years to be fully effective. This points to the
need for further streamlining, hence we support the Government's
intentions to consolidate existing regulations into a single basic
foreign trade law. The country strategy brief could mention this and
encourage an early enactment of the new legislation.

Third, we are concerned about the increasea frequency of use
of anti-dumping and countervailing duties on imports since 1991.
There is a risk that with the reduction in quantitative import
controls, Brazil is being tempted to rely on contingent protection.
This may be a case of following the bad example set by major
industrial countries such as the U.S. and the EC.

Fourth, by all indications Brazil is taking a less liberal
approach than its regional trading partners in Mercosul. Brazil's
maximum tariff (scheduled to decline to 35 percent by July 1993) is
higher than that of Argentina and Uruguay. In recent Mercosul
discussions, Brazil proposed a maximum common external tariff of 35
percent; Argentina and Uruguay favor a maximum rate of 20 percent.

Fifth, the brief accepts without explanation that regional
integration a la Mercosul is the right strategy for Brazil to pursue.
What is the basis of such a judgment? A country like Brazil--a major
advanced developing country with a leadership role among developing
countries in the GATT--has to be actively pushing toward an open
multilateral system both in words and actions. (Also, it is in
Brazil's interest to do so, as the major part of its trade is outside



Mercosul.) Thus, we would like to see Brazil take a leadership role
in pushing Mercosul toward even a more liberal stance consistent with
multilateral liberalization. The brief could make this point.

Sixth, the brief seems too willing to shift responsibility on
the design of future trade policy on other institutions (IDB, IBRD).
Granted that these institutions have an important role to play, this
does not absolve the Fund’s strategy brief from featuring the \
desirable major elements of trade policy strategy and its sequencing.

Finally, in the structural area, we suggest that it would be
a reasonable medium-term goal for Brazil to liberalize its exchange
system completely as regards current international payments (and move
to Article VIII), side by side with the proposed further
liberalization of the trade system.

Drafting Comments
The draft should state more clearly that average real and

nominal interest rates can diverge from marginal rates (e.g., in the

interbank market). For example, when comparing the primary and
operational fiscal balance, it is the average real rate that is
important. However, the marginal real rate is likely to be more
important for questions of the effect of policy on overall economic

activity.

The statistical presentation would be improved through the

inclusion of data on the real effective exchange rate and a monetary
survey. The monetary survey would allow examination of what is meant

by the statement that inflows during the first half of 1992 were
"largely sterilized," in the context of the projected 1,470 percent
increase in net domestic credit for 1992.

Bottom of page 4. The sentence "in the course of 1983 monthly
inflation rose from an average of 6 percent to over 10 percent" is
confusing. 1Is this the monthly rate or the six-month moving average
of the price index reported in chart 37

Page 8 (line 2). It would be useful to have a footnote
defining M-4 which is being referred to for the first time.

Page 8 (line 9). The sentence "The abrupt reduction in
liquidity ..." could be changed to "The abrupt reduction in liquidity,

together with the general price freeze ...".

Page 9 (line 5). The sentence "An agreement on settling the
arrears ..." seems to be truncated.
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To: Mr. Beza February 25, 1993
From: Vito Tanzi\( \'\,To.M\% \

Subject: Brazil--Draft Brief for Article IV Consultation

We agree with the overall approach outlined in this draft
brief, based largely on the earlier strategy paper. We have just a
few observations to offer.

11 To reiterate the observation I had made in my memorandum of
November 12 regarding the strategy paper, the draft brief lacks a
coherent fiscal package that would generate the target primary surplus
equivalent to 6 percent of GDP. Again, the measures shown in
Attachment III seem like a shopping list rather than the elements of a
sequenced and structurally sound package. They include uncritically
on the same footing desirable and objectionable measures, in some
instances with little regard to recommendations of technical
assistance missions. 1/ Thus, we continue to take exception, for
example, to the self-defeating proposal for raising social security
contribution rates; instead, every effort should be made toward
introducing corrective design and administrative measures on the
benefit side, as well as enforcing the existing contributions and
expanding their coverage.

2. Several fiscal measures--in particular, the linkage of public
sector wages to tax performance--taken or considered by the
authorities seem rather obscure, as described in the draft brief. We
would, of course, welcome any additional explanation either in the
brief or in the future staff report.

Contributor: George Kopits

cc: LEG

Mr. Fajgenbaum

l/ The measures listed in Attachment III are virtually identical to
those listed in Appendix I of the draft strategy paper of November 6,
1992, notwithstanding my comment on the latter.




To: Mr. Fajgenbaum February 25, 1993
From: Guillermo Calvo (Signature on file)

Subject: Comments on Brazil--Strategy Brief

R

The apparent change in the focus of economic policy toward
domestic price stabilization is certainly a welcome development. As
we indicated in our comments on the strategy brief, we believe that
domestic price stabilization will require a discontinuation of the
real exchange rate targeting policy. Therefore, the use of an
exchange rate anchor being considered by the authorities may be an
appropriate instrument, provided that financial policies are
consistent with it. The strong balance of payments position and the
arguably undervalued currency imply the existence of some room to
withstand the real appreciation that will likely take place in the
transitional phase.

An important issue for the stabilization plan will be to
avoid high real interest costs on domestic debt which could impose too
high a burden on the government finances. To the extent that high
(ex-post) real interest rates result from credibility problems, debt
management could help to mitigate this cost. Credibility problems
could arise from depreciation risk or from persistent high-inflation
expectations. Thus, newly-issued domestic government debt could be
dollar-denominated or indexed to the domestic price level. If high
interest rates on government securities derive from default risk,
consideration could be given to using some international reserves as
collateral. Privatization may also offer the opportunity to
repurchase domestic debt in favorable terms.

Contributor: E. Borensztein

cc: Mr. Mussa
Mr. Khan
Mr. Tanzi
Mr. Gianviti
Mr. Zulu
Mr. Boorman
Mr. McLenaghan
Mr. Williams
Mr. Beza
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To: Mr. Fajgenbaum February 25, 1993
From: gobert Di Calogero %/
V4 -
Subjec;(' --Draft ape

4 I

I refer to your memorandum of February 25, 1993 on the above
subject. We found the draft briefing paper to be well written and
concise while addressing the main policy issues. We endorse the
overall thrust of the approach described in the paper. We agree that
major fiscal adjustment is absolutely essential to deal with the
problem of inflation and restore internal balance largely by breaking
the indexation cycle. In our view, the mission will face a difficult
task in agreeing with the authorities on a fiscal package that
provides the basis for a program, especially given the authorities’
statement that there is little room to compress expenditure from their
1992 level; moreover, the authorities may be faced with increases in
Federal Government wages and social security benefits. In this
connection, the recommendation of using the exchange rate as an anchor
(p.6) rather than pursuing a real exchange target might have to be
reconsidered.

Regarding financial issues, it is not clear that substantial
capital inflows were sterilized to a large extent in 1992 (p.4, 1lst
paragraph) in view of the 2,233 percent increase recorded in net
domestic credit as shown in the table on selected economic indicators
(Attachment II). In this regard, some explanation would be helpful.
In addition, it would be useful to clarify whether the interest rates
shown in the table are in nominal or real terms; the first paragraph
on page 4 would indicate that they are real rates.

We did not notice any reference to statistical issues in the
brief. We would like to suggest that the mission discuss with the
authorities any major data shortcomings hindering economic analysis
and policy discussions, and that the outcome of the mission’s
discussions be used to update the statistical inventory prepared in
1990 (attached).

02/25/93 CY - G:\WHD\BRA\TAS\ESS932.CMT




Finally, we are attaching a statement of outstanding
statistical issues together with a list of the Statistics Department’s
correspondents. It would be helpful if the mission would discuss with
the authorities the problems set out in the statement and the
currentness of the list of correspondents.

Attachments

cc: Mr. McLenaghan
FAD
LEG
PDR
RES
TRE
WHD

Contributor:
Elizabeth Sumar



Brazil--Statistical Issues

: A Qutstanding statistical issues

a. t unt

Consolidated data on money and banking statistics have major
problems: the latest complete IFS data for the monetary survey and banking
survey relate to 1988 and 1985, respectively. On September 1992, STA
received quarterly information for the Deposit Money Banks (DMB) and Other
Banking Institutions (OBI) for the period December 1988 through June 1991,
and monthly data from July 1991 through May 1992. These data are being
evaluated by STA, before the DMB and OBI data can be published in IFS.
However, this work cannot be completed without extensive technical
discussions with the authorities. A STA technical assistance mission has
been under consideration for some time. As a result of recent discussions
with the authorities, it has been agreed that a mission should take place in
May 1993.

b. Interest rates

Data on interest rates for bank deposits and discount rate are
being currently reported. However, data on bank lending and treasury bill
rates have not been reported since 1989.

c. Balance of payments

Although the authorities prepare quarterly balance of payments
statistics, these are not furnished to STA on a timely basis. The latest
data, which were sent to STA in September 1992, relate to the fourth quarter
of 1990. It would be useful if the mission could discuss with the
authorities possible ways to reduce the delay in sending balance of payments
data and ask them to send quarterly data as they are compiled.

2. overage, currentness, and reporting of data FS

The table below shows the currentness and coverage of data
published in the country page for Brazil in the March 1993 issue of IFS.
The data are based on reports sent to the Fund’s Statistics Department by
the Central Bank of Brazil which, during the past year, have been provided
on an irregular basis.
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Status of IFS Data

Sector

Series

Latest Data in

March 1993 IFS

Real Sector

Government finance

Monetary accounts

Interest rates

External Sector

National Accounts
- Prices: WPI
CPI
- Production
- Employment
- Earnings

Deficit/surplus
Financing
Debt

Monetary authorities
Deposit money banks

Other banking institutions

Bank rate

Bank deposit rate

Bank lending rate

Treasury bill rate

Merchandise Trade:
Values:
Exports
Imports
Volumes
Prices
Balance of payments

International reserves

Exchange rates

1990
November 1992
November 1992
n.a,
n.a.

November 92
1986
1986

November 1992
1987 1/
1987 2/

December 1992
December 1992

n.a.
December 1989

November 1992
November 1992

1986 3/
1987 3/
Q4 1990
November 1992
January 1993

l/ Last available information, June 1988.

2/ Last available information (partial) March 1988.

3/ Volume and price indices for selected export goods are available
through November 1992.




3. Technical assistance missions in statistics (1988-present)
‘{ Subject Staff Member Date

Money and banking
statistics Ms. Ruth Lituma April 22-May 13, 1987




BRAZIL

BOP
4
Sr. Altamir Lopes, Chefe de Divisao
Divisao de Balango de Pagamentos - DIBAP
Departamento Econémico - DEPEC
Banco Central do Brasil
SBS - Edif. Sede do Banco Central
11° andar
70074 Brasilia, DF, Brazil

DOT- -Exports
Banco do Brazil, S.A.
CACEX/DEPEC/ANEDI /SEDEC

Avenida Rio Branco, No.65 -Sala 605
20090 - Rio de Janeiro, (RJ)
Brazil

DOT- - Imports

Sr. Jose Antonio Schontag

Chefe da Divisao de Processamento
de Dados; Coordenacao de
Informacoes Economico-Fiscais

Secretaria da Receita Federal

Ministerio da Fazenda

Bloco P, Anexo, Ala "A", 3° andar

Brasilia - DF, Brazil

IFS

Chefe do Departamento Economico
do Banco Central do Brasil

Banco Central do Brasil

SBS - Edif. Sede do Banco Central

11° andar

70074 Brasilia, DF, Brazil

GFS

Sr. Silvio Rodrigues Alves

Chefe do Departamento Economico
do Banco Central do Brasil

SBS - Edif. Sede do Banco Central

11° andar

70074 Brasilia, DF, Brazil



GFSCC

Sr. Federico Augusto Barros
Secretario de Orcamento e Finangas
Esplanada dos Ministérios

Bloco 7, Brasilia - DF, Brazil

GFS

Mr. Moacyr Antonio Fioravante
Fundacao Getulio Vargas

Praia de Botafogo, 190S/S. 1101
Rio de Janeiro, Brazil

GFSCC

cc:

Sr. Federico Augusto Barros
Secretario de Orgamento e Finangas
Esplanada dos Ministérios

Bloco 7, Brasilia - DF, Brazil



Atlantic Division: Statistical Inventories

Brazil: Statistical Inventory

1% National accounts

The problems in this area are not major. Data on changes in
inventories are not gathered, creating distortions in measuring
consumption and investment. There appears to be some problems with the
deflation of data on nominal investment.

2o Public finances

The major problem is the lack of timely information that would
allow the preparation of consolidated public sector accounts above the
line. Information on the revenues and expenditures of state and local
governments is available only with a considerable lag. No information
is available on the operations of public enterprises owned by state and
local governments. For enterprises owned by the federal government the
information available is not very reliable. Except for the central
government, dependable statistics for the public sector are available
only on an annual basis, which complicates the implementation of fiscal
policy.

3. Monetary accounts

Money and banking statistics have major problems and the
authorities and the staff have discussed technical assistance in this
area. It is hoped that a joint BUR/WHD technical assistance mission
could take place in the near future. The authorities have expressed
general agreement with this idea but have not yet issued a formal
request. At present the authorities are introducing a new data
collection system for the banking system. Because of lags in the
implementation of the new system reliable data for the consolidated
banking system are only available through June 1988.

4, Balance of payments and external debt

There are no major problems in this area.

5 Prices, employment, and wages

Price statistics are good. Employment and wage indicators could be
improved.

b
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Office Memorandum

February 17, 1993

MEMORANDUM FOR FILES

7
Subjec?d Brazil--Visit by Minister of Social Security

N\

I was contacted today by Mr. L. Alves, International Affairs
Advisor to the Minister of Social Security. Mr. Alves called to
transmit Minister Britto’s regrets for having to cincel his trip to
Washington last week at the request of President Franco. He also
informed me that the Minister would like to reschedule the visit for
March 10 (after his participation at a conference in La Jolla,
California, on March 7-9) and to meet with us on that day. I told
Mr. Alves that we would be delighted to see him and to hold
discussions on social security reform. We agreed tentatively that
following a morning meeting at the Interamerican Development Bank, we
would host a lunch for Minister Britto and then meet with him in the
afternoon. The Minister will be accompanied by Secretary Luiz
Capella.

9/\* :

George Kopits

echi'Mr. Tait
Mrs. Ter-Minassian (o/r)
Mr, Fajgenbaum _~
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To: The Managing Director i February 9, 1993

The Deputy Managing DIré€ctor

‘From: /§. T. Beza i//;aj7//§

‘Subject:f'Brazil--Meetiﬁz with Authorities on February 8, 1993

[

| —

Meetings were held with Minister Haddaa and his team
yesterday.

The Minister said that he needed to show results in getting
the economy out of recessior. and to bring inflation down relatively
quickly, but he did not want to get into much detail. He kept saying
that these matters would need to be examined by the mission that will
start work on March 1 in Brasilia.

The points he made (or suggested) were the following:

--That he expected the primary fiscal balance to be some
1 1/2 percentage points of GDP stronger in 1993 than was indicated by
the Brazilian officials in their visits to Washington, largely through
reductions in transfers to states and municipalities (which would
obtain more shared revenues) and by improved tax administration.

--That there should be an examination of nonconventional
means of bringing down inflation quickly, but he ruled out price and
wage freezes, controls, debt confiscation and "dollarization." It was
not clear whether he ruled out real appreciation of the currency.
Again, he was cautious about getting into specifics.

--That a major tax reform would be prepared to be ready by
the time the general constitutional revision takes place late this
year (October). (The tax on bank debits which the authorities expect
will have a gross yield of 1 1/4 percent of GDP in 1993 is viewed as
temporary.) Also, the social security system and the financial sector
would be reformed.

--That the opening of trade (generally and under MERCOSUR)
would continue as would a revised privatization program. Also, there
would be an improved control over the public enterprises but their
pricing policies would be based on costs. The debt management of
states and municipalities would be tightened.

The Minister said that he did not expect to be able to sign
off on an economic program before the middle of April (and even this
date was uncertain). Time was needed to examine the situation
carefully, and he expected the March mission to help him in this

S'/’{g
£




process. Also, time was needed to ascertain whether, for example, the
tax on bank debits would be paid or challenged, and whether the
tighter controls over states and municipalities would function as
expected.

The Minister said he was seeking from us an assurance that he
could request an extension and rephasing of the existing arrangement
through the end of 1994. I replied that this was a matter he would
wish to discuss with you today. For my part I had no particulat
problem with this procedure provided the substance of the economic
program is satisfactory.

I emphasized the message we had been transmitting to Brazil
about the need to have a very strong fiscal policy to deal with the
inflation problem. I went on to say that any shortcuts (a word used
by the Minister) in cutting inflation'required changing expectations

ickly and this rested on fiscal policy being strong enough to erase
doubts about the need to resort to the Central Bank to finance the
public sector.

The Minister did not challenge what I said, but some of his
advisors said that I was oversimplifying matters, and that there were
many elements other than fiscal policy that mattered in reducing
inflation.

cc: Mr. Mussa
Mr. Boorman
Mr. Tanzi
Mr. Williams
Mr. Guitian
Ms. R. Saunders
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The authorities made substantial progress in implementing structural
reforms and in their relations with external creditors during 1992. Prices
were liberalized completely and the privatization program proceeded as
planned. The trade liberalization program continued with import tariff
reductions in April and October and the elimination of the domestic market
reserve policy for computer products in October. In March 1992, the
authorities concluded negotiations with the Paris Club for a rescheduling of
obligations due and an elimination of arrears and, as noted earlier, in July
they reached an agreement in principle on the rescheduling of medium-term
debt to commercial banks. Approval of the term sheet by the Brazilian
Senate is expected by end-November 1992.

The Administration that took office in October 1992 reduced selected
interest rates and eased access to some credit facilities because of
concerns about the effect of continued weakness in the economy on the social
fabric. This, together with the weak fiscal position has contributed to an
increase in inflation to around 26 percent a month.

Looking to 1993, the authorities have submitted to Congress a fiscal
reform project that is less ambitious than the proposals that had been —
submitted in July 1992. 1/ Although the various political parties
seem to agree on the need for fiscal adjustment and reform, there appears to
be no consensus regarding the extent of this adjustment and the main
elements of the fiscal reform. Moreover, there are some questions about the
likelihood that a comprehensive fiscal reform would be approved by Congress
before year-end. In the staff’s view, delaying fiscal action at the present
time would have serious consequences for the public finances in 1993 because
under Brazilian law certain tax measures only become effective in the year
following their approval. Similarly, there is a need to accelerate the
reform of the social security system.

B £ 125 razil's Relations with the Fund and Capacity to Repay the Fund

During the last decade Brazil entered into three arrangements from the
Fund and made three purchases under the CFF (Table 3). The arrangements
were operative for shorter periods than envisaged because the authorities
were unable to sustain the implementation of agreed policies, particularly
in the fiscal area. Thus, Article IV consultations and lengthy discussions
on how to bring agreed programs back on track have been the main vehicles
for policy discussion with the authorities.

1/ This reform includes the temporary establishment of a tax on financial
transactions, increases in excise taxes on specified products (e.g., petro-
leum derivatives and alcoholic beverages), and the elimination of certain
Social Security taxes, the profit surcharge, and certain federal and state
indirect taxes.




Table 3. Brazil:

= “7e=

Transactions under Fund Arrangements

(In millions of SDRs)

Date of Date of Amounts
Inceptio:: Expiration Approved Drawn
Extended Fund Facility 2/28/83 2/27/86 4,239.4 2743 :2
First credit tranche 2/28/83 -- 249 .4 249 .4
Compensatory Financing
Facility 2/28/83 -- 498.7 498.7
Buffer Stock Facilty 11/22/83 -- 64.5 64.5
Compensatory Financing
Facility 5/9/84 -- 247.9 247.9
Stand by 7/26/88 2/28/90 1,096.0 365.3: 1/
Stand by 1/29/92 8/31/93 1,500.0 127 .52/
Memorandum item

Outstanding Fund credit
(as of end-October 1992)

SDR 705 million (43.2 percent of

quota)

Source: IMF Treasurer'’s Department.

1/ Equivalent to Brazil'’s first credit tranche.
2/ Excludes set asides for SDR 42.5 million.
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// Brazil's performance under the EFF approved in February 1983 was mixed

/ and a number of purchases required waivers and/or modifications (mainly

related to the public finances and credit policy areas). It would seem that
the Fund agreed to the waivers and modifications in view of the commitment
of the authorities to the adjustment program and the systemic importance of
Brazil in the context of the debt crisis. In the second half of 1984,
however, the authorities shifted their policy stance and the arrangement
became nonoperational.

As Brazil'’s balance of payments strengthened in the aftermath of the
debt crisis, discussions with the authorities focussed increasingly on the
policies needed to reduce inflation on a lasting basis. Thus, starting with
the 1985 Article IV consultation, the staff and the Executive Board have
strecsed the need to tighten fiscal policy to the point of generating
operational surpluses to break the momentum of inflation and provide a
credible basis for putting into effect deindexation measures. Such a fiscal
stance would raise domestic savings and help implement a monetary
policyconsistent with a sharp reduction of inflation. While the authorities
generally agreed that achieving operational surplus was a necessary
condition to stabilize the economy, they noted on many occasions the lack of
political backing for the required effort.

The Fund’s role in the design of the heterodox stabilization programs
implemented by Brazil in 1986 and 198/ was very limited. The staff and the
Executive Board tacitly supported the incomes pofTEIEE'adopted by the
authorities, but emphasized the need for reducing the public sector deficit
to bring aggregate demand in line with supply (so as to lower inflationary
pressures and prevent a deterioration of the external sector). The
authorities were unable to strengthen the public finances promptly and the
programs could not be sustained.

In July 1988 the Executive Board approved a 17-month stand-by arrange-

ment. Theé economic program for 1988 was explicitly characterized as a
holding operation that was to provide the basis for the deindexation of the
economy in 1989. The fiscal program was significantly weaker than necessary
and inflation accelerated despite the maintenance of high real interest
rates. In the event Brazil did not meet the fiscal performance criteria for

‘ the second half of 1988, and the authorities could not frame an adequate
program for 1989. Brazil made only the initial purchase under this

\ arrangement.

Following the adoption of the stabilization program of March 1990, the
authorities requested a stand-by arrangement to support their policies and
help Brazil re-establish relations with its creditors. The letter of intent
was circulated to the Executive Board in September 1990 but the request
could not be presented to the Board because of insufficient progress in the
negotiations with commercial bank creditors (to meet the financing
assurances requirement). Soon after, the program went off track as
financial policies weakened.



Only if
measures
were

- 3%

The program for 1992-93 aimed at a gradual and sustained reduction of
inflation through the pursuit of a very tight credit policy while the public
finances were being strengthened. Because of the risks associated with this
strategy, the Managing Director met with the President of Brazil and his
economic team to assess their commitment to the sustained implementation of
the program. Convinced of the authorities’ determination to carry out the
policy changes that were needed to address Brazil'’s economic problems,
management decided to support the program with the stand-by arrangement that
was approved by the Executive Board in January 1992. During the Board
meeting, however, a number of Directors expressed misgivings about the
adequacy of the policy mix and its sustainability.

Fiscal policies turned out to be weaker than projected and the
corresponding performance criteria for end-March and end-June were not
observed. Because of the inability of the authorities to adopt corrective

measures in the context of the political difficulties faced by the

President, the mid-term review of the program could not be completed. Thus
far the only purchase made by Brazil under this arrangement was upon
approval.

Policy dialogue with the new authorities is expected to take place
shortly. At this stage, their intentions in regard to Brazil'’s relations
with the Fund are unclear, but it is important to note that the recent debt
restructuring agreement with commercial bank creditors requires an
arrangement from the Fund. The following options on a course of action can
be envisaged:

: B Proceed under the current stand-by arrangement, provided that its
duration is extended and the remaining purchases rephased (while preserving
their backloaded structure). Despite Brazil's thﬁ‘IEVEl of international
reserves and apparent absence of balance of payments need, disbursements
under the arrangement might be required to mobilize resources from other
international financial institutions to finance the enhancements necessary
for the completion of the debt agreement. Nevertheless, the staff would
explore with the authorities the pos:ibility of converting this arrangement
into a precautionary one, with the understanding that purchases of the set
aside portions could be made, if necessary. An acceleration of the
disbursement of set asides will require two-to-three quarters of
satisfactory performance under the program;

2. Proceed with a new stand-by arrangement. Brazil's strong external
position would suggest a lower access level than under the current
arrangement, but the authorities are Iikely to resist this view because a
lower access level could signal a weaker support for the program. In these
circumstances, a precautigonary stand-by arrangement with the same level of

2xtremely s0cess and phasing as the (rephased) current arrangeméent would seem an

‘convinc-

ing.

appropriate solution. As in the previous case, the staff would explore with
the authorities the feasibility of such a solution, including the
implications for set asides; and



3% Proceed with a monitored program while the authorities formulate
an economic program that could be supported by the use of Fund resources
under a follow-up stand-by arrangement.

The previous economic team intended to request an extended arrangement
after the current stand-by expires. Brazil'’c weak performance thus far
suggests the need for the establishment of a satisfactory track record under
a stand-by or a monitored program before consideration could be given to an
arrangement under the LFF. Thus, such an arrangement could start (at the
earliest) at the beginning of 1994, and it would have to be of a
precautionary nature for the reasons given above. The annual access would
be 50-60 percent of quota.

Brazil always has kept current in its debt service to the Fund,
although it has incurred significant arrears to certain other creditors.
Fund exposure to Brazil was 48.2 percent of quota by end-October 1992 and
(in the absence of new purchases) is projected to decline to 39.8 percent of
quota by end-1992 and to 15.1 percent of quota by end-1993. Even assuming
that all purchases under the current arrangement were made, Fund exposure at
its peak would be less than 4 percent of Brazil's exports of gorods and
services.

In addition, Brazil’s gross international reserves are projected to
amount to some US$22 billion by the end of 1992, more than one year of
merchandise imports, and its obligations to the Fund represent only a small
share of its total external indebtedness. 1/ For these reasons, the staff
believes that Brazil’s use of Fund resources under the current arrangement
(and possible future ones) is consistent with the need to safeguard the
revolving character of these resources.

III. Medium-Term Policy Framework

1 lot Overview and possible stabilization strategies

The main objectives of a medium-term economic program in Brazil should
be to bring inflation down to international levels on a lasting basis, and
to set the stage for a recovery of investment and the resumption of economic
growth. Attainment of these objectives would lower the social costs
associated with high inflation, which affects more intensely the low-income
population.

Achieving a sustainable decline in inflation requires a comprehensive
effort on several fronts. The crucial element is a strong fiscal adjustnent
that eliminates the need for relying on the inflation tax and results in a
significant reduction of the public debt in relation to GDP. The choice of

1/ Brazil's debt to all multilateral financial institutions represents
11 percent of its total debt.
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To: The Deputy Managing Director February 9, 1993

(Cleared with Administration)

From: S. T. Beza //1;?7///
7

Subject: Brazil--Fund Staff Participation in Meeting
with Commercial Banks

The Brazilian authorities have requested that a
representative of the staff participate in the presentation of the
financing package for Brazil to the banking community in Toronto.

This meeting, to be held on February 12, 1993, was overlooked by the
authorities when they made their original request for staff
participation in the meetings with the international banking community
(my memorandum of January 25, 1993). To meet this request I propose
that Mr. Fajgenbaum, who participated in the other road show meetings,

take part in the meeting in Toronto.

cc: ADM
Mr. Elson
Mrs. Braia
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To: The Managing Director February 9, 1993
The Deputy Managing Director
From:
Subject:
Meetings were held with Minister Haddad and his team
yesterday.

The Minister said that he needed to show results in getting
the economy out of recession and to bring inflation down relatively
quickly, but he did not want to get into much detail. He kept saying
that these matters would need to be examined by the mission that will
start work on March 1 in Brasilia.

The points he made (or suggested) were the following:

--That he expected the primary fiscal balance to be some
1 1/2 percentage points of GDP stronger in 1993 than was indicated by
the Brazilian officials in their visits to Washington, largely through
reductions in transfers to states and municipalities (which would
obtain more shared revenues) and by improved tax administration.

--That there should be an examination of nonconventional
means of bringing down inflation quickly, but he ruled out price and
wage freezes, controls, debt confiscation and "dollarization." It was
not clear whether he ruled out real appreciation of the currency.
Again, he was cautious about getting into specifics.

--That a major tax reform would be prepared to be ready by
the time the general constitutional revision takes place late this
year (October). (The tax on bank debits which the authorities expect
will have a gross yield of 1 1/4 percent of GDP in 1993 is viewed as
temporary.) Also, the social security system and the financial sector
would be reformed.

--That the opening of trade (generally and under MERCOSUR)
would continue as would a revised privatization program. Also, there
would be an improved control over the public enterprises but their
pricing policies would be based on costs. The debt management of
states and municipalities would be tightened.

The Minister said that he did not expect to be able to sign
off on an economic program before the middle of April (and even this
date was uncertain). Time was needed to examine the situation
carefully, and he expected the March mission to help him in this




process. Also, time was needed to ascertain whether, for example, the
tax on bank debits would be paid or challenged, and whether the
tighter controls over states and municipalities would function as

expected.

The Minister said he was seeking from us an assurance that he
could request an extension and rephasing of the existing arrangement
through the end of 1994. I replied that this was a matter he would
wish to discuss with you today. For my part I Liad no particular
problem with this procedure provided the substance of the economic
program is satisfactory.

I emphasized the message we had been transmitting to Brazil
about the need to have a very strong fiscal policy to deal with the
inflation problem. I went on to say that any shortcuts (a word used
by the Minister) in cutting inflation required changing expectations
quickly and this rested on fiscal policy being strong enough to erase
doubts about the need to resort to the Central Bank to finance the
public sector.

The Minister did not challenge what I said, but some of his
advisors said that I was oversimplifying matters, and that there were
many elements other than fiscal policy that mattered in reducing
inflation.

cc: Mr. Mussa
Mr. Boorman
Mr. Tanzi
Mr. Williams
Mr. Guitian
Ms. R. Saunders
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To: The Managing Director February 9, 1993

The Deputy Managing Director

From: //S. T. Beza //Qa17/(§
&

Subjecqf Brazil--Meeting with Authorities on February 8, 1993
o

e ———-

Meetings were held with Minister Haddad and his team
yesterday.

The Minister said that he needed to show results in getting
the economy out of recession and to bring inflation down relatively
quickly, but he did not want to get into much detail. He kept saying
that these matters would need to be examined by the mission that will
start work on March 1 in Brasilia.

The points he made (or suggested) were the following:

--That he expected the primary fiscal balance to be some
1 1/2 percentage points of GDP stronger in 1993 than was indicated by
the Brazilian officials in their visits to Washington, largely through
reductions in transfers to states and municipalities (which would
obtain more shared revenues) and by improved tax administration.

--That there should be an examination of nonconventional
means of bringing down inflation quickly, but he ruled out price and
wage freezes, controls, debt confiscation and "dollarization." It was
not clear whether he ruled out real appreciation of the currency.
Again, he was cautious about getting into specifics.

--That a major tax reform would be prepared to be ready by
the time the general constitutional revision takes place late this
year (October). (The tax on bank debits which the authorities expect
will have a gross yield of 1 1/4 percent of GDP in 1993 is viewed as
temporary.) Also, the social security system and the financial sector
would be reformed.

--That the opening of trade (generally and under MERCOSUR)
would continue as would a revised privatization program. Also, there
would be an improved control over the public enterprises but their
pricing policies would be based on costs. The debt management of
states and municipalities would be tightened.

The Minister said that he did not expect to be able to sign
off on an economic program before the middle of April (and even this
date was uncertain). Time was needed to examine the situation
carefully, and he expected the March mission to help him in this



process. Also, time was needed to ascertain whether, for example, the
tax on bank debits would be paid or challenged, and whether the
tighter controls over states and municipalities would function as
expected.

The Minister said he was seeking from us an assurance that he

could request an extension and rephasing of the existing arrangement
through the end of 1994. I replied that this was a matter he would
wish to discuss with you today. For my part I had no particular
problem with this procedure provided the substance of the economic
program is satisfactory.

I emphasized the message we had been transmitting to Brazil
about the need to have a very strong fiscal policy to deal with the
inflation problem. I went on to say that any shortcuts (a word used
by the Minister) in cutting inflation required changing expectations
quickly and this rested on fiscal policy being strong enough to erase
doubts about the need to resort to the Central Bank to finance the
public sector.

The Minister did not challenge what I said, but some of his
advisors said that I was oversimplifying matters, and that there were
many elements other than fiscal policy that mattered in reducing
inflation.

cc: Mr. Mussa
Mr. Boorman
Mr. Tanzi
Mr. Williams
Mr. Guitian
Ms. R. Saunders
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DMD
MR. KAFKA 4
MS. R. SAUNDERS 8 de fevereiro de 1993

Celii foyn < Lebas s {¢,

Permita-me felicita-la por sua nomeagdo a frente da Secretaria de
Administragdo Federal na administragcido do Senhor Presidente Itamar Franco.

E com prazer que me lembro do proveitoso intercambio de idéias que tivemos
quando de minha visita a Sdo Paulo em junho de 1992. Lembro-me de sua
preocupagdo, bem como de seus colegas prefeitos, de que as prefeituras
enfrentam problemas que sdo reflexo de condig¢des e medidas politico-econdémica
nacionais, aos quais tém pouca ou nenhuma participagdo. Também concordo com a
Senhora de que uma participagdo mais ampla de todas as partes envolvidas
poderia contribuir para a solugdo dos problemas econémicos e sociais. Em seu
novo papel como Ministra da Administracdo Federal, sua ampla experiéncia como
prefeita da cidade de Sdo Paulo a coloca em posigdo Unica para ajudar os
prefeitos, e também governadores e colegas ministros, a defrontar os problemas
que o Brasil tem a resolver.

Senhora Ministra, o Fundo Monetario Internacional continua a disposigdo do
governo do Brasil, cooperando no que for possivel.

Renovo a V. Ex.? os protestos de minha mais alta estima e consideragéo.

75 -

Michel Camdessus —

Excelentissima Senhora Ministra

Luiza Erundina de Sousa

Chefe da Secretaria de Administracio Federal
Esplanada dos Ministérios

Bloco C - Sexto andar

Brasilia, D.F. - Brasil



—wudiL ¢ Pan en maire de Sao
Paulo nommé au zouvernement. -
Mrme Luiza Erundina, ancien maire
de Sao-Paulo et membre du Parti
des travailleurs (PT, gauche), a
accepté, vendredi 22 janvier, d’en-
trer dans le gouvernement de
M. Itamar Franco en qualité de

rle. San for;ainsi que celle
* Une économiste, M™ Yeda Cru-
| us, au ministére du plan, com-
p.&te le cabinet de coalition mis cn
place par le nouveau chef de I’Etat
brési'en 4 la suite de la condamna-
tio’ 1e I’éviction de I’ancien
prés. .nt Fernando Collor de
Mello. - (AFP.)
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Exmo. Sr. ;

Michel Camdessus

Diretor Gerente

Fundo Monetario Internacional

.,

Permita-me, antes de tudo, felicita-lo por incluir na sua

agenda uma reunilo com uma autoridade local. No meu caso,

como Prefeita de S%50 Paulo, sou responsavel por 10 milhGes

! de cidadlos, populaglo superior a cerca de 100 paises

b membros do Fundo Monetario Internacional. 0 or¢amento

municipal, da ordem de 3,5 bilhoes de ddlares, €& superior ao

produto nacional bruto de mais de 30 paises. S3o0 Paulo € o

maior centro industrial do Terceiro Mundo. 0s interesses de

p 830 Paulo slo importantes, n30 sd0 pPara O NOsSsO Pais No seu

conjunto, como para a propria dinamica econdmica
internacional.

Como autoridade 1local, somos a instancia mais proxima do
cidadic € dos seus problemas concretos. E como municipio,
somos a instdncia mais distante do poder central. Com o
forte processo de urbaniza¢cio das ultimas décadas e, de modo
particular, com a atual recesslo, os problemas urbanos
tornaram-se explosivos. Para lhe dar um exemplo concreto,
S%o0 Paulo tem hoje cerca de 1,2 milhGes de desempregados, ©
que, com os dependentes, significa uma massa de varios
milhdes em situaglo de desespero. Somos a esfera que se
sitda na 1linha de frente destes problemas, € somos a
instdncia de menor poder; Jjamais consultada na elaboragiao
das politicas de reajustes macroeconomicos, € submetida a

e filtragens politicas € dramatica morosidade na transferéncia
dos recursos necessarios para enfrentar os seus efeitos.

h90910

A import@ncia de se ouvir as instl@ncias locais prende-se
também as diferentes realidades que coexistem no pais. N3o &
viavel aplicar-se uma politica macroecondmica global, sem
levar em conta que o Brasil € S3o Paulo e Nordeste; rigqueza
e pobrezas empresa multinacional € garimpo da Amazonia.
Politicas demasiado globais sS5o0o assim programadas para um
pais "médio® que n8o existe. Necessitamos sem divida de
equilibrio macro-econdmico, de reduzir a inflagio e
controlar o déficit piblico. Mas a politica econbmica
destinada a produzir estes resultados tem de apoiar—-se em
politicas diferenciadas e flexiveis, partindo das
necessidades concretas dos principais atores econdmicos em
cada regifo do pais.




Finalmente, Senhor Diretor, queria manifestar o©o nosso
desacordo com politicas de reajuste macroecondmico que
langam muita gente no desespero, sem que estejam previstas
as agoes compensatdrias indispensdveis para a contengdao dos
efeitos negativos. Politicas deste tipo n8oc s3o um “mal
necessario", antes desorganizam a economia € criam condigdes
sociais insuportdaveis. 0 nivel de governo que conhece o
detalhe da situagfc dos diversos segmentos da atividade
economica e as necessidades sociais diferenciadas da
populacdo, podendo responder de maneira flexivel e dgil, € o
nivel local. A esta instidncia de poder devem ser dados os
mMEios necessarios, pois € a instd3ncia onde melhor pode se
fazer ouvir a voz da sociedade, € onde as respostas podem
ser mais eficientes € mais concretas. Os prefeitos estfo
cansados, Senhor Diretor, de fazer um trabalho de contengZfo
dos problemas criados por politicas sobre as quais nio foram
consultados, € sem 05 Meios necessiarios.

Ao fazermos estas consideragoes, Senhor Diretor, desejamos
contribuir no sentido de se criarem formas de elaboragfo de
politicas mais participativas, modernas € eficientes.

Com os protestos da minha mais alta estima e consideragio,

,’/1

de S3o Paulo

S3o Paulo, 8 de Junho de 1992




Office Memorandum

To: The Managing Director February 8, 1993
The Deputy Managing Director

From: S. T. Beza //12/17,/i;

Subjectj Brazil--Visit of Authorities

v

Attached is a note prepared by the staff for your meeting
tomorrow with the Minister of Finance and President of the Central
Bank of Brazil. Also attached is my cover note for the Country
Strategy Paper on Brazil that was sent to you in November 1992.

As is indicated in the attached note, from our meetings with
Brazilian officials in recent months it is evident that the fiscal
policy they envisage falls far short of the one we think necessary to
provide a solid basis for an economic program to be supported by the

s

Fund. Furthermore, some aspects of policy seem to have weakened under

the Administration of PresiIdent Franco--e.g., freedom in pricing, wage
WW

policy, interest rate policy, and privatization.

Because we cannot become involved in another program without
an adequate fiscal base, we need to resist the suggestion of the
authorities that we agree to a plan that they "can deliver." From
what they have put on the table it would seem that the only plan they
can deliver is one that would mean the continuation of inflation in
the range of 20-30 percent a month, but such an inflation rate is
highly unstable and can readily move up. In any event, we could not
present such a plan to the Executive Board.

Perhaps the authorities cannot produce a stronger fiscal plan
at this time and the development of a suitable plan would need to be
handled in the context of the constitutional reform scheduled for
later this year (October). 1In the meantime, we could work with the
authorities to monitor the situation and to help them frame the fiscal
reforms needed. This course of action will be resisted by Mr. Kafka
who has been thinking of having the authorities request an extension
of the present SBA which expires in August 1993. Under the approach I
outlined above, the present SBA would be allowed to expire.

I will report to you tomorrow morning on today’s meeting with
the Minister and his team.

Attachments

ce it Ms. Saunders

STA
£ 6

-




Brazil--Notes for Meeting with Finance Minister Mr. Paulo Haddad
and Central Bank President Mr. Gustavo Loyola

Mr. Haddad was recently confirmed as Finance Minister after temporarily
holding the posts of Planning Minister and Finance Minister. Previously he
was a professor in the state of Minas Gerais. (Mrs. Crusius has been
appointed Planning Minister.) Mr. Loyola was a Director in the Central Bank
during President Collor’s term and was appointed Central Bank President in
November 1992.

Background

-- After declining from January to April, monthly inflation rose to
around 25 percent in late 1992, and further to nearly 30 percent in January
1993,

-- Real GDP is estimated to have declined by 1.5 percent in 1992.

-- Preliminary official estimates suggest that the fiscal primary
surplus for 1992 was around 1.9 percent of GDP (2.3 percent of GDP according
to a new methodology proposed by Brazilian officials) compared with a
program target of 3.3 percent of GDP (after removing the effects of
inflation during the course of the year). The actual primary surplus,

however, may turn out to be significantly weaker as t jcial estimate
seems to be based on optimistic assumptions for the /fourth quarter of 1992.
-- Domestic real interest rates were high through July, but turned

lower thereafter with negative rates in August and December, and base money
growth increased sharply.

-- Performance of the external sector was strong, reflecting a sharp
expansion of exports, weak imports, and large capital inflows. By end-1992
gross international reserves reached some US$24 billion, more than one year
of merchandise imports. The process towards finalizing the refinancing
package with commercial bank creditors is moving forward as planned with
completion of the road show last week. An agreement with Paris Club
creditors was reached in February 1992; however, extension of the
consolidation period to cover maturities during February-August 1993 (about
US$700 million) had been tied as to the completion of the review under the
stand-by arrangement by end-1992. Based on Brazil's high level of reserves
and the discussions during the Paris Club meeting, obtaining such an
extension would seem difficult.

-- The administration of President Franco has provided confusing
signals regarding the course of economic policy: public sector tariffs fell /’“‘
sharply behind inflation in the last quarter of 1992, with efforts now D
underway to recover some of these losses; real 1nterest rate policy has not ,@}5‘
been clearly defined, with the President complaining about interest rates
being too high; some interventicns in the pricing system have been observed




(pharmaceuticals); and the privatization process has been interrupted and
revised.

Recent discussions

During their visits to headquarters in November and January, officials
of the new economic team informed the staff about recent policy initiatives.
As part of a fiscal package submitted last year, Congress approved a reform BT X
of the corporate income tax regime which is expected to yield some US$2.5
billion (0.6 percent of GDP) for the Federal Government. The lower house
also approved a temporary tax on bank debits, with a projected yield for the
Federal Government in 1993 of around US$3.3 billion (0.8 percent of GDP),
and prohibited the issue of new bonded debt by state and local governments
until the year 2000. Senate approval is still pending. Other measures
originally included in the proposal were eventually dropped or rejected by
Congress, including the Federal Value Added Tax and selective taxes (meant
to replace other taxes), the lifting of bank secrecy provisions under
special circumstances, and the extension to public enterprises of the
bankruptcy rules that apply to private firms.

To strengthen the financial position of the public enterprises the
authorities intend to recover tariffs in real terms to their levels of
September 1992 (an increase of around 14 percent). Similarly, certain
measures to strengthen administration of the Social Security System are
being adopted. A new national wage law has speeded the indexation of wages, &=
including the minimum wage, and will affect social security benefits because
they are tied to the minimum wage. As a result of this law, and the process
of salary equalization for public employees, the public sector wage bill is
expected to increase by about 1 percentage point of GDP in 1993; the
finapcial position of the social security system including the effect of <
the retroactive payments of the 147 percent increase approved last year,
would deteriorate by about 0.4 percentage point of GDP in 1993.

Assuming that all measures now before Congress are approved, the
authorities project a fiscal primary surplus for 1993 in the same order of
magnitude as the estimated outcome for 1992, while they consider this to be
consistent with a reduction of monthly inflation to around 10 percent b 43(&/
end-1993, the staff questions how broad maintenance of the 1992 fdixst stance
would yield a declining inflation rate. Furthermore, based on a preliminary
evaluation by the staff, the official fiscal projections for 1993 seem to be
optimistic, particularly as regards the financial positions of the public
enterprises and of the state and municipal governments. Officials said they
would continue to work on the fiscal projections.

The Brazilian delegations indicated the authorities’ desire to reach an
agreement on a program for 1993-94 that could be supported by the Fund.
Appart from what was just said on fiscal policy, officials indicated that
the trade liberalization and privatization programs would be continued and
that a reform of the financial system (including a strengthening of the
Federal Savings Bank) would be introduced. They also indicated that




discrepancies on economic policies between the new President and the
economic team had been eliminated. However, some tensions seem to have re-
emerged recently regarding the appropriate stance for monetary policy.

While the measures adopted by the authorities and those in the planning
stage may be seen as steps in the right direction and should be encouraged,

the staff believes that a significantly stronger fiscal stance would be
required for the Fund’s support of an arrangement with Brazil. 1In the
recent Country Strategy Brief for Brozil the staff concluded that a primary
surplus of around 6 percent of GDP in 1993 would be needed to produce a
significant reduction of inflation on a lasting basis. (This message had
been communicated earlier to the authorities and was repeated to the
visiting officials, who said they would transmit it to Minister Haddad.)

The Article IV consultation mission has been ter:atively scheduled to
start on March 1, 1993. This date needs to be confirmed. This memorandum
has been reviewed by FAD and PDR.
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igo: The Managing Director November 20, 1992
The Deputy Managing Director
1
i Sl N
From: S. T. Beza /- /. 1
At

Subject: Brazil--touﬁtfz Strategy Paper

The attached country strategy paper has been reviewed by
Messrs. Tanzi and Kopits (FAD), Ferran (PDR), Calvo (RES), Gupta
(TRE), Croce (INS), Lindgren (MAE), Cisse (LEG), Wasfi (STAT),
Papageorgiou (IBRD) and Mr. van Beek and myself (WHD). An executive
summary and a work program for the next 12 months also are attached.

In a meeting with reviewing departments and the IBRD on the
draft paper, there was a consensus that Brazil needs to implement a
major strengthening of the public finances (achievement of a primary
surplus of around 6 percent of GDP) irrespective of the approach
adopted to reduce inflation. (Two basic approaches are presented, one
supported by a flexible exchange rate policy and the other one by a
fixed exchange rate and supporting incomes policies.)

It was emphasized in these discussions that the fiscal
strengthening ought to be based on measures of a permanent nature to
produce the change in confidence required to reduce inflation on a
lasting basis. Given the staff’s current estimate of fiscal prospect
for 1993 before measures, achievement of a primary surplus of the
magnitude just indicated would require a fiscal effort of about 7 per-
centage points of GDP.

There was no enthusi .sm for a program based on a phased
approach to fiscal strengthening and inflation reduction. The phased
approach described would aim first at achieving a significant improve-
ment in the public finances (a primary surplus of around 4 percent of
GDP) and a modest decline in monthly inflation (from 25-30 percent
currently to around 15 percent by December 1993) in the first year.
This would be followed in the second year by one of the two basic
approaches referred to above. There was skepticism whether this
relatively slow pace of inflation reduction could be carried through
to a successful conclusion, given the instabilities inherent in high

inflation.

While a unilateral restructuring (confiscation) of domestic
public debt might reinforce the fiscal effort by reducing real
interest payments on public debt, such measures had important negative
effects on confidence. Therefore they should not be advanced as
suggestions by the staff (although the authorities might be driven to

such actions).




Participants in the meeting were not in favor of a program in
which a tightening of credit policy sought to compensate for inade-
quate fiscal adjustment, as was attempted for the first part of the
present program. The conclusion was that tnis approach had been tried

and had not worked.

It was agreed that the implementation of structural reform
policies needed to be continued to raise efficiency. Efforts should
be focussed on deepening the trade liberalization program, acceler-
ating the privatization of public enterprises, and introducing
comprehensive fiscal and financial system reforms. A proposal for
fiscal reform was submitted recently to Congress but it is unclear
whether it stood a chance of being approved before year end and
whether it would be sufficient to address Brazil’s fiscal problems.
Further technical assistance missions would be required in the areas
of tax administration, tax and social security reforms, and financial

system reform.

In sum, the sense of the meeting was that we should not get
involved in supporting a program unless it involves a major fiscal
adjustment that is sustainable. If the authorities were to ask for
support for a program that included significant fiscal actions by most
standards but nevertheless fell short of the effort described above as
necessary, we would need to explain to them that the chances that
inflation would be reduced with such a program would be very slim.
effect, in the circumstances of Brazil, with inflation running at a
very high rate, trade offs to compensate for a less than fully
adequate fiscal policy do not exist.

In

Attachments

cc: FAD, INS, LEG, MAE, PDR, RES, STA, TRE, IBRD

Contributors:
J. Fajgenbaum
J. Lizondo

B. Traa




Office Memorandum

Lor Mr. Lizondo February 5, 1993

From: Jan F. van Houten | /|

Subject:!Brazil--Draft Briefing for MD Meetin
N

L
The Managing Director should be informed early on in the
briefing of the purpose of the visit. As is stands, the only
indication is on page 4 (top of first full paragraph), where it is
said that recent delegations have pressed for 1993 program support
from the Fund.

More generally, the note fails to convey adequately the
unsustainable situation the Brazilian economy finds itself in. The
performance of the economy in 1992 is said to have been "uneven"

(page 2). There has been "some confusion regarding the course of
economic policy" (page 3). Surely, we want to sound a more acute note
of warning about the situation. As a minimum, to better justify the
magnitude of the fiscal adjustment the staff deems adequate, we should
mention the magnitude of the PSBR in 1992 (some 50-60 percent of GDP),
in addition to discussing the primary fiscal surplus. Also, while
noting the recent strength of the external sector, we should indicate
its precariousness as it reflects both weak domestic demand and an
unsustainable policy mix.

We found the draft briefing memorandum somewhat misleading in
its presentation of Brazil'’s relations with the Paris Club when it
states that "An agreement was reached with Paris Club creditors in
February 1992". While this is factually true, it is also important to
mention (page 2), that the consolidation period was tranched and that
the period covering February-August 1993 was to be triggered only if
the Fund completed the review under the SBA by December 1992.

cc: Mr. Bezaev"
Mr. Tanzi

S78
fu8

0,



Office Memorandum ~ 7+ ¢

To: Mr. Fajgenbaum February 1, 1993

From: R. A. Elson® e

Subject: Participation of Mr. Garcia in Mission to Brazil

Following our telephone conversation on the day before your
departure for Japan, I spoke with Messrs. Tait and Duran-Downing about
the possible conflict for Mr. Garcia in participating in the missions
to Bolivia and Brazil. Since Mr. Garcia had already devoted
significant time to preparations for the mission to Bolivia, which is
now scheduled to depart on or around February 15, Mr. Tait wanted him
to continue with that assignment. If necessary, Mr. Tait was prepared
to ask Mr. Garcia to travel directly to Brazil upon completion of the
work in Bolivia to join a mission there. He also thought that
Mr. Garcia could participate in the discussions with the Brazilian
authorities at headquarters next week.

Mr. Tait has requested, however, that during those
discussions every effort be made to agree on a date for the mission to
Brazil in the second half of March or towards the end of March in
order to allow time for Mr. Garcia to return to Washington after the
close of the mission to Bolivia and before he embarks on the mission
to Brazil.

I think this is a reasonable request and hope you will be
able to agree on such an arrangement with the Brazilian authorities on
the grounds that staffing constraints require some delay in the timing
of the mission.

ec. Mr. 'Eait
Mr. Duran-Downing
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To: The Deputy Managing Director January 25, 1993
(Cleared with A igtration)

/

Subject: Brazil--Fund Staff Participation in Meetings
With Commercial Banks

From: S. T. Beza

Mr. Kafka and the Brazilian authorities have requested that a
representative of the staff participate in the presentation of the
financing package for Brazil to the international banking community.
Meetings will be held in New York, Tokyo, Frankfurt, Paris and London
over the period January 26-February 5, 1993. To meet this request, I
would like your approval for Mr. Fajgenbaum, Chief of the Atlantic

Division, to participate in these meetings.

cc: ADM
Mr. Elson
Mrs. Brana
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