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BRAZIL—TECHNICAL MEMORANDUM OF UNDERSTANDING

sent separately,
During the first year of the program supported by the arrangement, Brazil wilj complets ‘x

reviews with the Fund. A first review will be completad no later than February 23, 1959w,
naQ éariier than Derrmher 15, 1008, completion of this ficst review wil} make avaigble to

available t0 Brazi] yfiH faad Vill be compisted o
later than August 399 oo gRE than August 31, 194,
‘but na exrlier than June §& E - R make available 1o Bra_i
the fourth purchasa und See SREgE i Hineted no later than ‘
November 30, 1999; pegtor RN, .\ . Lo number and timing of

reviews during the secomies F¢ ume of this sixth

review,
L QUANTITATIVE TimGETS

1. Fiscal Targets

a. Performance Criterion for the Public Sector Borrowing Requirement 1/

Celing ¥
(In millions of RS)
Cumumiveborrvwmgmwm‘m

ecasolidsted public secar 1/
Jsaw.w—,-%{:%ii, 1998 (performanc: criterion) 72479
Jemuary |-Mareh 33 1999 (perfoemence criterion) 17,148
Jerary I ~Jung 3G, xm@mmm) 28,548
Januery 1-September 30, 1999 (indicative targer) 3/ 32,127
Jesuary | -Decemper 31 1999 (indicaive trger) 3/ 42,561
I/ As defined beigw,

vmwmwn@mdwwpumm.
NWMwhmudemmmwum:mm
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TRICTLY CONFIDEN:

The cumulative borrowing requirement of the Consolidated public sector (PSBR) is defipe,
the sum of the cumulative borrowing requirements of the

federal government, state and
Municipal governments, and the public enterprises (including federal, state ang municipal

ective borrowing raquiraments are

et financing from alf sources, inclyd;
eCtor.

messured in Brazlian Reais RS),
among others, changes in cash balances of the Public s

Receipts from coneessians will be counted 25 revermea only if they dariva from the sources
listed in the Seetion V of this TMU. The recgipts from co

neessions shown in Seetion V are
based on a projected time path. Changes in projected amounts and

timing of thesa receipes v
be taken into account during the appropriate reviews.

b, Indicative Target on the Primary Balance of the Federal Government |/
Floor &/
mllisns of RS)

Cumlstive mrimary ba i

the federal gvernimans 1/

Jemttery 1-December 31, 190G o -

Jmuary | March 31, 999 ARy o

January !-Jups 10; 1999 (irgklRi . 12.'60

sty |-Sepember 30, | S Endicgry target 4

Janusry | -Decamber 31, 1999 (indicative trger) 16,344

1/ Tha federsl governman: iy defirted a3 abovu,

ﬂwmmm-_v surptus,

mnbecoumedurevem:eonlytfthcy
dmveﬁ-omrhesourcuhstedmthaSecuanVofﬂﬁﬂMU in projected amounts
mdnnﬁngofthuerecapumnbeukmimoucomdmug sppr !
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STRICTLY CONFIL_3

¢ Indicative Targer on the Recogniton of Nanregistered Public Sector Debt N .,
Privatization Proceeds 1/ ~

Recognition af -
Floor &/ ng!mtﬂ Prive r
Net) - Dehte Prosesd
(In millions af RS)
Recognition of non-registered dett
o4t af privenzetion proceerds (Cumutsttye)
November [, 1998-Decamber 31, 1998 (indicative targer) 383 9,629 1.2¢
November 1, 1998-March 31, 1999 (indicative targst) 12,183 13,429 24
: 1, 1998 Jime 30, 1999 (indicative target) 1,312 17,229 1€ 9]
November !, 1998.Septanber 10, 1999 (tadicative rargez) 1,466 21,029 15,5
November 1, 1998-December 31, 1999 (indicative targst) -§84 . 34,829 |
l/Tbepublk.wcqnpnmth: consolidated accounts of the sonfinencia] pablic secor (1.e., contral, gun
mmiginal severnments sk SOTUNT Sysiam, i the federal fnencial ing
use inchuding the SCE LRIGL ) 4 HEE - deﬂnadtbove'.g:(r v
Ior the recognition of neg iR s ROV e On g ORNTY sides only. R
3/ Net of concesuion re

The governmest will coiet: S T eht various unregisrery

liabililes that are currendiiutstanding. ThelPipected TR privarization will 7
the governmant to pay off these lizbilities. Net of privatization procseds, the govenumere p
to recagnize these unregistersd liabilities according to the minimum net targets set put ano
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2. EXTERNAL SECTOR TARGETS

8. Performance Criterion an External Debt of the Nonfinancial Public Sector 1/
. Ceiling
(In milliony of Us3)
Stock of tatal external debt of the o
noufinancial public sectar ot
End-September 1998 (estimate) 45,766
End-December 1998 (performance ariterion) 87,765
. End-March 1999 (performunce criterion) 91,215
Bad-hunss 1999 (performanca criterion) 93,235
End-September 1999 (incicatve targer) 94,610
End-December 1999 (indicetive targer) 2/ 97,675
1y 10 all :.'ar,-mu debt of the

For any given quarter,
debt dishursed and
that take place during

2O 13 defined ag the stack of
120, plus gross disbursements



STRICTLY CONFIDF

b. Performance Criterion on New Publicty Guaranteed Liternal bcbt l

— — .
Caling
(In millions of uss)
Steek of publicty furmteed B
externa] dety Quistending
End-Decenbee | 497 (sctual) 493
End-December |99g (performancs writerion) 1.000
End-Mareh {999 (perfarmuance criterion) 1,000
End-June 1999 {periormance criterion) 1,000
End-September 1999 (indicative targer) 2/ 1,000
cember 1999 (indicstive wrget) 2/ 1,000

For any given qua Blic sector is dafined a3
the stack of exre; 3 g &t the end of 1

Pre“pious qumer‘ .hs . "‘. g . ;" .r }‘:—“ - i "‘,‘:';"“: - t. by the P\Jbﬁc SQC&‘
dunngthequmupmq 3

¢. Indicative Ca'ling - Ebermed and OQuistanding
(Iz millions afUss)
Stack of toul RRart-term external debt as of
Ead-Sepumber 1998 (encimats) 30,952
End—gzuan 1998 (indicanive tarper) 31610
End-March 1999 (intiagsi oo targer) 33288
Eod-June 1999 (ingicqrive targer) 34,770
1999 (indicsrive targan) 38,710
End-Dacember 1599 (dicative terger) 43,080

net flow's associated wit the disbursemenrs and amortizations of short-term debt thay rake
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STRICTLY CONFIDENTIA

The above limits will be adjusted upward 10 accommodate new external borrowing that is

meds in order to underrake an early or advance repurchase to the Fund or to the bilatera]
sources of support for the proposed financing Package. ' ‘

d. Floor on Net International Reserves in the BCB

The net international reserves (NIR) in the BCR are

Payments concept of net international reserves (reservas internacionais {iquidas Qustadas)
and include gross official reserves minus gross official liabiliries. The floor on

NIR in the RCB
for the period through Dacember 1999 is set at US$20,000 million.

measured in terms of the balance-of-

3. MONETARY TARGEITS

8. Performance Criterion on Net i_)omestic Assety in the BCB

Ceiling 1/
p(in mallions of RY)

Outstanding sock as
Sepember 1998 (actual) -11.548
December 1998 «9,%06
March 1999 (performance +7,376
June 1999 (performunce 4,130
Seprember 1999 (indicxtive 12,644
Decamber 1999 (inddic:ative targer) 2/

l/Cllmlludoumuuisd‘th:dtﬁniﬁmsaMbdaw; mdicates the maximum lcvel of net domesdc assers in
szCB;x.c.numbc:d:lmmu:g:ﬁwuwimhtb-cﬁn;
ﬂPmmmumnmmdummmmm

The net domestic assets in the BCH (NDA) are defined a3 the difference berween the
monetary base and the net interpational reserves in the BCB (NIR) valued in Brazilizn
Rmm.mmmmdmwmmmmdem
deposits of financial institutions, Toulmondemmddqmiuinchxdcbothtequired

For any given month, the NIR are measured a5 the sverage of the NTR in the BCB 1z the close
ofbusinessonthelmmsinmdaycfeachcamplmwek(manyamdxy)oflzivcn
month. The resulting U.S. dollar mumber will be converted into RS using the average of the

w-mﬂm&mwmmMWgcmhmmmmmMmm
&3 shown in Section V of this TMU,
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The following adjusters for the NDA ceilings will apply:!
* Adjuster for an increase in the rate of the contribution on Junds transfers.

The NDA ceilings abrve are based on a baseline path of the demand for base moncy thag ¢
not take into account the monetary impact of any changes in the conrribunion on funds
transfers (CPMF). In particular, any increase iv the rate of the CPME (which is curren:
0.20 percant) will reduce the rerurn on financial assets that are invested short-terg and ~
mcrease the demand for base money through a shift toward demand deposits (depdsiror 4
vesta); the shift toward demand deposits is likely to ocour already in anticiparion of the
ncrense in the rate of the CPMF. Ta take account of this, following an increase of the rute
the CPMF above 0.20 percent, the established ceilings for NDA will be increased relath, . 1

the baseline as follows:
—In the month prior 10 the Introduction of the higher rate of the CPMEF (i.e., n1-1) bv ¢4

 lesser of P ot

3. the absolute daterenfBvety O arif ipRY period t-1 and th,
established baseline partgty 3. off multiplied by the
stamory reserve ratic ogitmand ¥ BRROTEYails | gonch, the stock of dem~~d
deposits is measured as {9 ST b i Ons during the working davx ¢
the relevant month; ‘

b. 75 percent of the observed shsolute decline in short-term fixed investment fiunds F. 7
curto prazo} from the second momth prior to the momh the higher rate for the CPMF e 1o
into effect (ie., t+2) to the month prior to the month the higher rate for the CPMF emer n
effect (i.e., 1-1), multiplied by the stannory raserve requirement on demand deposits that
prevails in t-1; the adjusrment is based on end-of-month abservations for the stocks of the

—{n the munth of the introducrion of the higher rate of the CPMF (t.e., tny) bytheless ¢

N mmm&&unbuwmthem&dmupomsmmwtmdmc
embﬁshedbaseﬁnepuhfcrdzmmddcpcﬁu(usamninsccdnnV)muiﬁpliedbytm
Statutory reserve raxio on demand deposits that prevails in thar month; the stock of demaad

depasits is mesaired 1¢ the sverage aof the dxily elneing mm during the workine da}. o

mirﬁmmomh;

'Inuchlndcvexycuewlmrefcrmismldetoarmmﬁo(or“r"asinmyot'r.hr
formulas set our), it ia defined strictly a3 the sum of the relevant reserve ratio in the fam of
elshinv:uhuldthomvmmmruicinthtfomofdcpoiuuﬂw cearral bagk. AL
changesindmmmndommewnedwhhrespmmmemicvmmewemiodmx s

effect on October 31, 1998.
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(litz\ b. 75 percem of the observed absolute decline in short-term fixed investment fundg (FIF
o curto praze) from the second month prior to the manth the higher rate for the CPMF enters

Into effect (i.e., t-2) to the month the higher rate for the CEMF snters into effect (ie, 1),
multiplied by the starutory reserve requirement on demand deposits that prevails in the moneh
% the higher rate of .he CPMF enters intg effect; the adjustment is based on end-of-month

o obsarvations for the stocks of the short-term investment funds. v

—In the manth following the imroducrion of the higher rate of the CPMF (ie. in t~ 1) and
- : all subsaquemt periods by the lesser of

@ the absolute difference between the stock of demand deposits in period t+1{ and the

~ established basalina path for demand deposits (as set out in Section V) multiplied by the
statutary reserve ratio on demand deposits that prevails in the month the CPMF emerz intg
effecr; tha stock of demand deposits is measured as the average of the daily closing positions
during the warking days of the relevant month;

"f‘( In uty‘ period, the maximum permissible total adjustmen to the NDA ceiling vis-a-vis the
o baseline for that periad, as a result of an increase in the rare of the CPME is R54.7 billion,

’ Aijmjarc&augalu:kcr!qm?dmmdoandtMMddzpm

Y Formychmgemthereqnh'edmmuﬁnondmmckofdcmﬂakpoﬂrs,tthDA

T Gdﬁnzswi!lbetdiusudbyANDA-D(r.-rJ.Wha'er,mdr,dmthemwmdthe old
red8rve rato respectively, and D denotes the stock of demand deposits subject to the relevam
- rum:rxﬁonth-ﬁmnofthndnnp.lnﬂnfnmﬁgbhmmedumeavmgeofm :
o dﬂydodupoﬁmmmhummhmrmmeoﬁmmtﬁmhmﬂinm

£ Far any chenge to mrmﬂmmrﬁaondnwinmsmdajdemmu’dqm& the
& NDAculin;inmypuiodtm:qumwthechmg-hmmomqtﬁrmwiﬂbu

& sdjusted by ANDA = (Dy-D,(ANDA g/ ) XT,- 1), where D, and D, denote the stack of
demnddq:oaiumbjm:othurdmmmﬁondmetmdumcﬁmmfthadmgc,
respactivaly, ANDA oy represents the amount by which the CPMF adjuster (described

tbove)huehmgedtheNDAcdﬁngntimt(ifmmhnhmmiucrmeinthenueofthc
@ @Wb«wmmom&negmdrwwmrdwumwmmﬁamdmmd
& dmmmmmmmmwﬁcamememmcmmmm.m
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the formuls, D, is measured a2 the sverage of the daily closing positions in the last mo.. 4
which the old reserve requirement is still in effect, and D, is measured ax the average o b
daily closing positions in month t. ~

* Adjuster for changes in the reservable base of demand depesits.

For any change .o the definition of the reservable base for any category of demand dey i
the NDA ceilings wil] be adjusted by ANDA = rAD, where AD represents the differsn - i
the reservable base as a result of the change in definition, and r is the relevant reserva i
that applies to the reservable base; AD is measured using the dat for the close of busins:
on'the day immediately prior to the day the change eaters into effact.

« Adjuster for ax unforeseen loss of NIR

The NDA ceilings above are calculated on a baseline path for the NTR. In case of an
unforeseen loss of NIR giag establiched Niggpgelings will huttited 25 follows using the
following marginal p Y Y

Loss of NIR Reistive o B

/

(T U3S billian) byerved NIR. lags,
O<mzl 9Q percent
l<x12 B poroent
2+%43 _ - pereant
 Jamad 50 percent
4<xms$ : 30 peresnt
S=nsb 10 percent
bR 0 percext

1/ The ioss of NIR relasive to the buseline is denoted by ; the magmitude of the loss relative o the baseline s
devermined on the basis of the average of ths NIR i the BCB ax the elose of business on the lax business da, of
cach compicts week (usually ¢ Fridsy) of & givext ayonth, as described sbove,

U Thesa refer 10 the margmal adjusement of the NDA ceiling for each succossive USS1 ba loss of NTR relaniwe
1hs baseling. Far sxampe, & ioss of NIR reistive tn the beseiime of 1882 billion would result in aa adjustme _ of
NDA c=iling by USS1.7 Villion (US$0.9 billion for the fiest USE1 billian and US$0.98 billion for the second
USS! billion). Ta determine the exact magritude of the riss in the NDA oxiling, the NTR loss reigtive 0 the
baseline is decrmined on the basis of the sversge of the NIR in the BCH & the close of usinexs o the fas a8
day of each compiets week (usually & Fridsy) of & given month, za dexcribed sbove.

IL PRIOR ACTIONS
1. By end-November 1998

‘ ImindumgofthaCPMFtoo.ﬂpucemﬁ:rIm,udmuinpmgmph 12
the MEP, o be inder consideration in cangress.
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*  Enactment of revenue snd
caf

expenditure meaguras ¢,
fis

Program targets for 1999 are likely to be mer.

[IL Drscrosurr or BOME SPECTFIC DAILY DATA

The authoritiss wil] provida to Fund staff daily data on internationga( reserves in the BCR
under tha bquidity concept (Posican liquides): these will be pravided the following business
day. .
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