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A matter of accountability: what was said a year ago?
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New York, April 27,2004 Cost of (external) adjustment fading

Jobs are the lagging variable

Improved debt structure
Changing the trend in the public debt level

Will the country grow?

Challenges ahead:
Fiscal Discipline is a long-term commitment

A glimpse on Social Security issues

Other “strategic” considerations

> How to be competitive in world markets?

»How to address the challenge of investment in infra structure?




That was then...

... What Is it now?



MACROECONOMIC OVERVIEW

Fiscal Commitment: the cornerstone of the economic policy
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- The Social Security is a major treasury of Society

Source: Central Bank

Primary Balance by Government Level Net Public Sector Debt/GDP

65 7

3.57 O Central Government Bl States and Municipalities
3.01 State-owned enterprises 3.0 28 .
25 2.4 2.4 2—5 s
a 51
& 2.0 1.9 1.8 3
© [ ] 3
S 1.5 8 4 |
1.1 1.1 @
0.9 1.0 -
10] 0.9 08 0.9 0.9 0.9 =
0.7 o 0.7 0.6
051 | 02 E %
00 | A A 4
o o - ~ . < 0 30 T T T T T T T
o) =} o =) o Q Q 1997 1998 1999 2000 2001 2002 2003 2004
(8} [S] [S] (8] [&] [&] Qo
3] ) ) 9, o) ) (0] ——IPCA - IER ~+IGP-DI (%)
a e e e} al al L
Source: Central Bank Source: Central Bank

a Ministry of Finance 7 Q\TEsounoNAcmNAL



the strength of exports
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MACROECONOMIC OVERVIEW

Economic recovery with a pick up in investment and new jobs

Industrial Production by Category (Quarterly Moving
Average)

GDP Growth quarter on quarter (%)
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STRUCTURAL REFORM S

A wide range of macroeconomic and microeconomic reforms

Status of Key Reforms

Status
Reform/measure Type of ed/i
e Approved/ Work in progress
measure ssued
Social Security Reform (Pubhc Sector|EMC #41 2003 v Thedeficit of this scherme amounts of 3% of GDP. Thereformwill hep
Scheme) Constit. reduceit in the short, mediumand long-term(by taxing high pension funds
Amendment and cregting aconplementary pre-funded schene, in addition to changethe
nurrber of years of contributions an
Transformation of COFINS ina VAT |Draft Law 474/01 {ongoing v This taxraises nore than 5% of 3P and loopholes were closed regarding
local regulation discrepancies, harmoniang tax schedule and inter-stete
trade distortions.
Elimination of PIS/Cofins on Financial|Decree #5,164 04
Receipts
Real Estate Sector Reform Law Law # 10,931 04
Loans guarateed by Payroll Law # 10,820 008
Securitization of Bank Credits Law # 10,931 04
(Cédulas de Créditos Bancarios)
Private rural insurance Law # 10,820 04
Agribusiness Deposit Certificate Law # 11,076 204
Agribusiness call option Law # 11,076 204
Investment Account Law Law #10.892 2004 v Biminates effect of CPMF on potfolio adjustrrents and help boos
conpetition in thefinancia sector
REPORTO Law # 11,033 2004 v Qrestes incentives to ports nmodernization and aplification

Ministry of Finance
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STRUCTURAL REFORM S

... reforms that continue to happen

Status of Key Reforms
em 14/04/2005

Status
Reform/measure Type of Approved/i .
measure ssued Work in progress
Bankruptcy Law Law # 11,101 | 2005 v
Energy Sector Framework 2004 v Market-base framework already tested in real auctions
Tax incentives for long-term Law #11,033 2004 v
investment and 11,053
Private-Public Partnership Law [Law # 11.079 ( 2004
Industrial Development Agency |Law # 10,093 | 2004
Act
Reseach and Development Law # 10,973 | 2004 v
Incentives and #11,077
Technological Innovation Law  |Law # 11,080 | 2004 v
Judicial Reform 2004 Key articles approved in 12/08/2004. The " Simula
Vinculante" (will speed up judicial process) and external
control approval. Fourteen further measures are to be
voted this year, aiming at improving the pace of judicial
Framework to subject the Draft Law Z\BBFO?/EH in the Financial and Tax Commission, is under
financial system to the Anti- consideration in the Constitution and Justice Commission
trust Authority
Regulatory Agencies Law Draft Law # 2004 Under discussion in the Lower House. Requested as a
3,337 priority. Expected to be voted by the end of Mar-05

ﬁ Ministry of Finance
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STRUCTURAL REFORM S

... and have been translated into a comeback of the stock market

Selected indicators in the stock market

Brazil: New Issues of Stocks (R$ billion)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

= Issues are helping to harness capital to
increase exports (e.g., Natura, Grendene)
and infrastructure (e.g., CCR road
concessioner, LLA railroad operator, CPFL
energy company)

a Ministry of Finance

R$ billion
e JS$ billion

= Stock appreciation also help pension
funds to consider new investments
(the Brazilian pension fund industry is
among the 10 top in the world)

BOVESPA Market Cap
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Looking Forward



LOOKIN FORWARD

Zooming on and preserving the strengths of the economy

The main challenge ahead is not elections or turbulence in international
financial markets, but to ensure an environment more and more favorable
to investment and new opportunities to low-income people.

This goal is being sought by consolidating the hard-earned advantages
from:

“ Firm, rather than relaxed fiscal stance;

" Renewed commitment to put a lid on taxes;

" Strong external sector (current account surplus);
" Well-defined, comprehensive reform agenda;

" Private sector participation in well-regulated infrastructure sectors, e.g.,
through energy auctions, road concessions, municipal sanitation programs;

“ Pilot Project with IMF to innovate in public investment;

" Strong and open financial sector.

10
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PLAYING OUR FISCAL RESPONSABILITY

LOOKIN FORWARD-

The 2004 budget execution reflects the choice of saving cyclical revenues

%2004 budget highlights:
" Primary target raised to 4,5% of GDP (4,6% outturn);

" Stable public sector payroll outlays & discretionary expenditures below 2002
peak (as % of GDP);

" Social Security: slower, but still excessive, expenditure growth (it should
anticlyclical!).

Federal Gov't Expenses

12 —month average (% GDP)
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LOOKIN FORWARD-PLAYING OUR FISCAL RESPONSABILITY

The 2006 LDO provides strong guidelines for the few years

“ LDO 2006 Highlights:

® 4,25% primary target for 2006-2008, with potential allowance of R$ 3
billion/year for IMF-pilot project investment;

" Ceiling of 16% of GDP for Administrated Federal Tax Revenue (excludes
Social Security contributions);

" Ceiling of 17% of GDP for current expenditures (Central Government,
including Social Security);

" The 2007-2008 LDO and budget law will consider further reductions in taxes
and expenditure.

Administred Revenues (% of GDP)
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COMPARATIVE ANALYSIS

Brazil exports are well diversified in terms of markets & destinations

Selected Countries Exports Concentrations - % of Exports - 2003

100% -
90% -
80% -
70% -
60% -
50% -
40% -

% of Exports

30% -
20% -
10% -

0%
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BB+ BBB-
J Industrialized

Mexico
BBB-

JAsia

S. Africa China
BBB A-

B Latam& Others

= Half of Brazilian exports are manufactures: cars, trucks, airplanes and engines &
telecommunication equipment alone account for about 20% of all exports

Source:IMF
* Japan is among the industrialized countries

a Ministry of Finance
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PLAYING OUR STRENGTHS

Also, exports generate a high proportion of free cash flow

Selected Countries Trade “Effort” - 2003
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Source: IMF and OECD
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ANALYSIS

REFORMS COMPARATIVE

Brazil is not alone in presenting an important structural reform scorecard

BRAZIL

MEXICO

TURKEY

INDIA

Infrastructure

e Telecomm: model is consolidated

e Electricity: New framework consolidates early measures on
secondary market for energy and private sector role

e Ports: new concessions (RJ, MA, ES, SC).

¢ Roads: resumption of concession process.

e Railroads: rulings clarifying corporate structure and investment
compensation

o PPP

Pilot Project with IMF.

o Electricity: overhauling of supervisor;

o Telecomm: Reporting of quality of
service.

e Government is attempting to
reduce cross subsidies in the energy
sector (now favoring households and
burdening business)

- Several reforms have been
started, but have not yet been
completed

BUSINESS
ENVIRONMENT

e Bankruptcy law:

e Consolidation of competition authorities and clarification of
attribution of different bodies (in congress)

e Gas: continuation of auctioning of oil/gas fields and
consolidation of supervisory powers since the end of government
monopoly in 2001; review of gas transportation regulation (in
discussion) .

e Judiciary Reform:, increasing the predictability of rulngs and
speeding up conflict resolution

¢ Industrial policy based on the support of research amd lab
infrastructure.

e Innovation law providing incentives to researchers who team up|
with the private sector

e Stock markets: most IPOs in the high-governance new market

e Bankruptcy law: focus on preserving
viable firms

e Oil and chemicals: discussions about
liberalization of the market

* Aviation: breaking up and privatization
progressing, although at slower-
than—anticipated pace.

o Stock markets: new law protecting
minority stockholders;

e Competition law: harmonization
with EU law

- Electricity and gas: new rules for
secondary markets;

Ports, shipping, etc.: new support
mechanisms

- Railroads: strengthening of
intermodal operation;

- agriculture: crop insurance

- PPP.

Insolvency Law: new law
facilitates forces reorganization of
loss-making firms;

Competition: reduction of
import restrictions and
simplification of process.

FISCAL
TRANSPARENC

e Substantial share of procurement through internet

o Fifth year of the Fiscal Responsibility Law

ion of PIS/COFINS in VAT.
ower taxes on long-term savings, pension plans and If
insurance

e E-government;
* New classification of expenditures,
new periodic reporting requirements

e Reduction in discretion regarding sub-
national transfers

¢ Decentralization of expenditure

e Anti-corruption law.
e Increased fiscal transparency.

Budget execution procedures
law;

New rules for fiscal
transparency
Taxation: improvement in the

Y o New taxation of securities backed by housing loans o new bank prudential requirements. taxation of capital gains and credit
/(OUSING AND |e Low-income, budget-supported housing program (PSH). o Tax b?hik for interest on housing
SANITATION |e New rules for mortgates, protecting buyer and banks. loans.
FINANCIAL |e Legislation on loans with payroll as collateral
SECTOR/ ¢ Regulation of loan securitization mechanism (CC) o Microcredit with support of USAID; ¢ Reform of banking system after Liberalization of foreign
CREDIT Positive Credit Report for firms (Cadastro Central Bank) « Independence of Central Bank. 2001 shock. investment
EDUCATION |view to effectively reach poor students (e.g., those coming from | New modef for vocational training;  Reduction in the taxation of
AND LABOR |public high schools), on a merit base. o New systgm of skills certification. temporary workers
¢ Incentive to competition in the
* Reform of public sector Social Security pharmaceutical sector.
CIAL consolidation of income transfer mechanism (Bolsa Familia/Fome e Increase in the length of
SECURIR_AND |Zero) Additional resources to improve contribution period for social security|- Strong focus on financial support
SAFETY N Micro-entrepreuner program (in Congress) curricula and general education. benefits. of very-low-income entrepreuners.

Ministry of Finance
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REFORMS

Social Reforms are integral part of the overall strategy

= PSH

= Pré-Uni
= Bolsa Familia
= Microcrédito

TRANSPARENCY

o | ransrormauon or FIS/CUFINDS I VAL .
¢ lower taxes on long-term savings, pension plans and life ins

o New taxation of securities backed by housing loans

FINANCIAL SECTOR/

e Legislation on loans with payroll as collateral
¢ Regulation of loan securitization mechanism (CC)

CREDIT Positive Credit Report for firms (Cadastro Central Bank)
HOUSING AND  |e Low-income, budget-supported housing program (PSH).
SANITATION e New rules for mortgates, protecting buyer and banks.
EDUCATION AND |Overhauling of tax-supported grants by private universities with a view to effectivel

LABOR MARKETS

reach poor students (e.g., those coming from public high schools), on a merit basg.

CIAL SECURITY
AN

e Reform of public sector Social Security

e Reform of minimum benefit law (LOAS, 2003) and consolidation of in e transfer
mechanism (Bolsa Familia/Fome Zero)

Micro-entrepreuner program (in Congress)

Ministry of Finance
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LOOKIN FORWARD: INVESTMENTS

PPP & Pilot Project with the IMF are important initiatives

= ppp

" Law approved and Steering Committee established;

" Decree authorizing the transfer of resources to the Guarantee Fund signed,;

" Treasury preparing by-laws for the Guarantee Fund, which will be managed
by a third-party under the supervision of CVM (e.g., BBDTVM).

" Pilot Project

" Successful selection of projects in Transportation, Irrigation, and R&D (as
per Progress Report n. 1 available at the Internet;

" Implementation of road maintenance work and duplication of BR 101-
South; development of monitoring procedures (integral part of the project);

" Coordination with National Integration Minister to implement irrigation
projects;

" Sanitation: CMN Resolution allowing the use of direct credit resources
(Caderneta de Poupanca) to fund municipal projects with private companies

-
e - - - /

@@ Ministry of Finan
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FORWARD- THE ROLE OF BANKS AND COST OF MONEY

LOOKIN

The banking sector helped support domestic demand in 2004

Personal Credit (R$ million at 2004 prices) Personal Credit per group (current prices)
120.000 45.000 45 000 9 000
8 500
40.000 40 000 8 000
105.000 7500
35,000 35 000 7000  hersomnel
6500 Automobiles
90.000 _._.'.. 30.000 30 000 6 000
—— Personnel 5500 —=— Cards
75.000 25.000 25000 5 000 (RHS)
2002Dec 2003Jun 2003Dec 2004Jun2004Dec* 4500
20 000 4000

2002Dec 2003Jun 2003Dec 2004Jun 2004Dec*

Consumer Interest rates (% a.a.) and Credit Provisions
(% of total loans)

Average Maturity of Personal Credit (in days)

280
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270 9,5
260 100,0 9,0 Person-al
Credit
250 8,5
240 80,0 8,0
7,5 =—=Automobile
230 60,0 7,0
220 6,5
210 40,0 :g —— Provisions/
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200 . 20,0 5,0 Credits
2002Dec 2003Jun 2003Dec 2004Jun 2004Dec 2002Dec 2003Dec 2004Dec*
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SINVESTMENT, CORPORATE STRENG TH AND COST OF CAPITAL

... but there are broader issues

Improving the credit rating of the public sector will help unleash private sector investment demand

“ Public sector credit ratings should not hold corporations down:

" Petrobras has large proven reserves, the technology to develop them,
financial resources to do it (most of its earnings are retained) ; still, the
company faces a high cost of capital;

" CVRD stock price is increasing, but market cap still reflects a high discount
rate in long-term projects;

" Many other private companies in the steel, energy, transportation,
sanitation, agribusiness, logistics and technology (e.g., biotech) sectors have
the competitive skills and important capital needs.

“ In addition to help reduce the Debt/GDP ratio, the Treasury is working
to

“ Improve the debt composition;

" Make domestic public debt more attractive to external investors.

19
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IMPROVING THE PUBLI C DEBT PROFILE

Improving the Public Debt Composition

Domestic Debt Profile

M Floating Rate B Fixed Rate O Exchange Rate [ Price Index
100%

Domestic Exchange Rate Debt as % of Domestic Debt
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A steady level of public external debt

Domestic Debt -Stress Test over Interest and Fx-rate
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Obs: Stress is represented by a 3 standard deviation shock over the average SELIC rate

and over the real Fx-rate devaluation cumulated in 12 months (Jan/00 to Dec/04).
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INVESTMENT, CORPORATIONS AND COST OF CAPITAL

Making domestic financial markets more attractive to foreign investors

Currently, there are no restrictions
to invest in Brazil, but investors are
not familiar with procedures

How to get in and out

e BEST and the Treasury are working

to change that

* k% %

ONIBUS
(com CPMF)

First step is to increase public
awareness

Second step is to better harmonize
tax, administrative requirements

Offshore
aIoysuQ

Points to Consider:
= Simplification of x-market with recent CMN resolution unifying x-rate markets;

= Registration requirements limited to statistical purposes and alignments to investors™ own
compliance rules;

= 24 hour enabling process by CVM; scope for harmonization by Revenue Service (definitive CNPJ);
= Goal of establishing a seamless settlement/convertibility process;

= Goal of consolidating taxes without multiplying special regimes. ”

# Ministry of Finance g, tTESOURONACIONAL




Govti JBRL _
JP Morgan screen includes:

Swap Spreads and Futures
LTN
LFT
NTN-F (5-year Reais fixed-rate bond)

Govt NDF
AL partial onshore deposit rate not availahle.
Non—-Deliverable Forwards Analusis
rrency IL REAL 't i

Bloomberg screen includes:

NDF Analysis

Deposit Rates of up to 10 years with
implied forward x-rate
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Just consistency with Government Policies stated back in 2003

MINISTERIO DA FAZENDA
Secretaria do Tesouro Nacional
| DUROIY

| Seminario Internacional de Fundos de Pensao
BRAZIL: Piecing together a
STRATEGY TO MOVE FORWARD

Joaquim Vieira Levy

Secretario do Tesouro Nacional
Rio de Janeiro, Maio de 2003

! Tjed Reform)
EiscallandiVienetany Capital Markets

Targets, Abiding to SECUNILy Chapter 44
contracts, LRE REfeNM

No non-sense reforms




Thank, you !

brazildebt@fazenda.gov.br
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