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IEGWB Mission: Improving development results through excellence in evaluation.

About this Report

The Independent Evaluation Group assesses the programs and activities of the World Bank for two purposes:
first, to ensure the integrity of the Bank’s self-evaluation process and to verify that the Bank’s work is producing the
expected results, and second, to help develop improved directions, policies, and procedures through the
dissemination of lessons drawn from experience. As part of this work, IEGWB annually assesses about 25 percent of
the Bank’s lending operations through field work. In selecting operations for assessment, preference is given to those
that are innovative, large, or complex; those that are relevant to upcoming studies or country evaluations; those for
which Executive Directors or Bank management have requested assessments; and those that are likely to generate
important lessons.

To prepare a Project Performance Assessment Report (PPAR), IEGWB staff examine project files and other
documents, interview operational staff, visit the borrowing country to discuss the operation with the government,
and other in-country stakeholders, and interview Bank staff and other donor agency staff both at headquarters and
in local offices as appropriate.

Each PPAR is subject to internal IEGWB peer review, Panel review, and management approval. Once cleared
internally, the PPAR is commented on by the responsible Bank department. IEGWB incorporates the comments as
relevant. The completed PPAR is then sent to the borrower for review; the borrowers' comments are attached to
the document that is sent to the Bank's Board of Executive Directors. After an assessment report has been sent to
the Board, it is disclosed to the public.

About the IEGWB Rating System

IEGWB'’s use of multiple evaluation methods offers both rigor and a necessary level of flexibility to adapt to
lending instrument, project design, or sectoral approach. IEGWB evaluators all apply the same basic method to
arrive at their project ratings. Following is the definition and rating scale used for each evaluation criterion
(additional information is available on the IEGWB website: http://worldbank.org/ieg).

Outcome: The extent to which the operation’s major relevant objectives were achieved, or are expected to
be achieved, efficiently. The rating has three dimensions: relevance, efficacy, and efficiency. Relevance includes
relevance of objectives and relevance of design. Relevance of objectives is the extent to which the project’s
objectives are consistent with the country’s current development priorities and with current Bank country and
sectoral assistance strategies and corporate goals (expressed in Poverty Reduction Strategy Papers, Country
Assistance Strategies, Sector Strategy Papers, Operational Policies). Relevance of design is the extent to which
the project’s design is consistent with the stated objectives. Efficacy is the extent to which the project’s objectives
were achieved, or are expected to be achieved, taking into account their relative importance. Efficiency is the
extent to which the project achieved, or is expected to achieve, a return higher than the opportunity cost of capital
and benefits at least cost compared to alternatives. The efficiency dimension generally is not applied to adjustment
operations. Possible ratings for Outcome: Highly Satisfactory, Satisfactory, Moderately Satisfactory, Moderately
Unsatisfactory, Unsatisfactory, Highly Unsatisfactory.

Risk to Development Outcome: The risk, at the time of evaluation, that development outcomes (or
expected outcomes) will not be maintained (or realized). Possible ratings for Risk to Development Outcome: High
Significant, Moderate, Negligible to Low, Not Evaluable.

Bank Performance: The extent to which services provided by the Bank ensured quality at entry of the
operation and supported effective implementation through appropriate supervision (including ensuring adequate
transition arrangements for regular operation of supported activities after loan/credit closing, toward the
achievement of development outcomes. The rating has two dimensions: quality at entry and quality of supervision.
Possible ratings for Bank Performance: Highly Satisfactory, Satisfactory, Moderately Satisfactory, Moderately
Unsatisfactory, Unsatisfactory, Highly Unsatisfactory.

Borrower Performance: The extent to which the borrower (including the government and implementing
agency or agencies) ensured quality of preparation and implementation, and complied with covenants and
agreements, toward the achievement of development outcomes. The rating has two dimensions: government
performance and implementing agency(ies) performance. Possible ratings for Borrower Performance: Highly
Satisfactory, Satisfactory, Moderately Satisfactory, Moderately Unsatisfactory, Unsatisfactory, Highly
Unsatisfactory.
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Preface

This is the Project Performance Assessment RePBAR) of the Brazil Programmatic
Loan for Sustainable and Equitable Growth: HouSegtor Reform Loan (Ln7306) for
which the World Bank approved a Loan of US$502.Bioni on June 14, 2005. The Loan
was fully disbursed and closed on June 30, 200plcemed.

The report is based on a review of project docusjentluding the Implementation
Completion Report, the Program Document, legal dwnts and project files, and on
discussions held with Bank staff involved in thejpct. An IEG mission visited Brazil in
December 2009 to review project results and met mivre than 30 interlocutors
including officials of housing and urban developinggencies at the federal level in
Brasilia and representatives of commercial bank&&o Paulo and Belo Horizonte. IEG
gratefully acknowledges the courtesies and attergieen by all these interlocutors, as
well as the outstanding planning and logisticalpgrpfor an intense and tight mission
agenda provided bSAIN,the International Affairs Secretariat of the Mimysbf Finance.

IEG selected this operation for a PPAR field agsess, as recommended at the time that
the Implementation Completion Report was reviewgdHss, to verify the ongoing
performance of this important housing and urbarettgament project and to provide an
input into a comparative IEG analysis of Bank supfm housing sector development.

Following standard IEG procedures, copies of tladtd®PAR were sent to government
officials and agencies for their review. Commeetseived are attached as Annex C.






Summary

The Brazil Programmatic Loan for Sustainable anditafle Growth: Housing Sector
Reform Loan (Ln7306), called the “Operation” herghtly focused upon achieving
better access to quality housing by the poor, tinosst negatively affected by Brazil's
declining, but still large, housing deficit. ThetGercent fall of the deficit over the 2004-
2007 period of the Operation was a good resule@&@afly as the nation’s population
continued to grow and become more urbanized.

Raising necessary funds for building and purchaiiegxtra houses needed to reduce
the deficit was a major part of the Operation’sugdJsing unfettered local financial
markets with Brazil’'s present high interest ratgimee, with large spreads between
savings and lending rates expected by lenders watldself lead to affordable lending.
According to data reported to the International Ekany Fund and to the Bank, Brazil
has the highest interest rates and broadest intatesspreads in the world.

Nearly all mortgage funding for house purchaseriazi therefore occurs within the
government-driven Housing Finance System, throtgytwio main windows, the
Brazilian Loans and Savings System (SBPE) and thek®¥s’ Provident Fund (FGTS).
Together, they have taken outstanding mortgageiddtrazil to the equivalent of just
2.9 percent of GDP, far behind Mexico’s 12 percéftile’s 15 percent, and the 60-85
percent range of most advanced industrialized enge® Brazil's current housing
program, as the Operation itself, sought to stiegand improve the existing Housing
Finance System and its two windows, SBPE and F@&®Spverhaul and reform the
system altogether. Deep reform of the Housing Fiad@ystem may be inevitable in the
longer term, but it is a system that has serveaiBneell for nearly fifty sometimes-
turbulent years, a period that included militargtdtorship and hyperinflation.

Deep housing sector reform will have to await mamwnditions that can bring Brazil's
high interest regime to a close. The Governmemrafil has its sights set upon lower in-
terest rates, but there are constraints. One igltbanterbank rate cannot fall below the
interest paid on Brazil's widely used savings actsuhistorically set at 6 percent per
annum (plus a currently small adjustment for futexpected inflation which is currently
negligible). Smaller spreads between savings amdirig rates will most likely be driven
by greater market competition across an expandag€ial sector.

The Operation’s overall objective of improving tecess of the poor to housing was
substantially relevant. It fits the Government’goimg commitment to housing the poor
through the country’s principal stimulus and depetent programMinha Casa, Minha
Vida (My House, My Life) and th®rograma de Aceleracao de Crescime(RAC —
Growth Acceleration Program). Two of the Operatsofgur specific objectives aimed at
developing housing policy and implementing housinggsidies for the poor were more
relevant. The other two, expanding housing fingmgthin constraints of the Housing
Finance System) and reducing urban land developoosts through regularizing proper-
ty registration, were less so. These intended Giparautcomes amount to a significant
improvement to the functioning of the Housing Ficeubystem, but may fall short of the
reform of it, an expectation raised by tHeusing Sector Refortitle of the Operation.

But the Operation design relevance was substafd@ising mostly upon prior actions
instrumental for achieving the objectives. An extapwas the operation’s unrealistic



expectation of achieving lower costsr&wurban land provision through regularizing
property registers iexistinginformal settlements, such ts/elas Pre-preparing a fol-
low-on Operation-1l and having a Housing Sectorhirecal Assistance Project (Ln7338)
alongside were good design principles. But the Gowent did not want a second fol-
low-on operation, so it was not prepared. Althoagproved shortly after the Operation
reviewed here, the Technical Assistance Projecthaesly implemented, but it remains
ongoing at this writing with two-thirds of the US$4million loan already cancelled.

The Operation design itself earned mixed reviewBrawil, even though the Operation
did bring together these various parties, withBaek acting as honest broker among
them. As Borrower, the Ministry of Finance valu&d flexibility and ownership it
conferred. As implementing agencies, the MinistrZiies and the principal state bank,
theCaixa Econdmica FedergCEF) lamented incurring costs during implementatioat
could have been eligible for reimbursement undanaestment loan, but not a policy
loan like the one reviewed here. The Ministry ofi€d made little use of funding
available through the parallel Technical AssistaiPogect, however.

The backdrop of Brazil’s buoyant macro-economy V@IP growth and falling—but

still very high—interest rates, boosted the demfandhousing and housing finance. Bank
supervision focused primarily on preparing a folow Operation-ll—one that a fiscally
stronger Government no longer wanted, indicatirag Borrower demand for long-term
Bank assistance for sector development may betaffdxy unrelated short-run fiscal
considerations.

Monitoring and evaluation (M&E) was not fully desid by the Operation, and failed
during implementation because it depended upon Watkshould have been done
through the parallel HTAP that was not implement&ds outcome points to the need for
M&E to be an integral part of the design of therapien if it is to monitor, and not rely
upon a parallel activity that may or may not goaaheClear evidence of housing
finance’s down-market move and of cost reduction ogban land provision is among
the resulting gaps.

Housing in Brazil has a much higher political pi@than before, especially through the
Government’sMlinha Casa, Minha Vidanega-program. Housing policy’s traditionally
volatile institutional framework in Brazil was sthibed through the consolidation of the
Ministry of Cities. The Housing Finance System’stitutional arrangements, with CEF
at the heart, remain solid having been in placen&arly half a century. Even the new
Minha Casa, Minha Vidéts within that old framework.

Between 2006 and 2009 new housing finance greviosikin real terms; twice the rate
of the number of houses financed. Thus the avdoagesize doubled, a trend that does
not bode well for affordability, especially for lesucome groups, and the Operation’s
intended down-market shift. Construction financarhequintupled between 2004 and
2008, helping alleviate supply-side constraintddEnce of the down-market move of
housing finance intended by the Operation is ekidRising average loan amounts have
prompted the Government to introduce new incentiwebanks to lend down-market
within SBPE, and to pursue thMinha Casa, Minha Vidgrogram more intensively.
While Brazil’'s housing finance is large in absoltgems, it is still small in relation to the



Xi

size of its economy. Under present macro-econoirgcamstances, housing finance in
Brazil can only grow within the Housing Finance t&ys parameters and the funding
constraints of its two main instruments. Thus, &sdcould provide more loans through
greater use of thalienacao fiduciariatrust deed) instrument, a more easily executed
lien in the event of loan repayment default, tharaditional mortgage, dripoteca

With a solid legal framework in place, securitipatiof housing loans took a firmer
institutional footing in Brazil, with new business® S&o Paulo bundling loans and
trading mortgage-backed securities calBaitificados de Recebiveis Imobiliariims
Brazil. At this writing, the sale of the€gertificadoshas lapsed in Brazil as has the
trading of such securities worldwide following thab-prime lending crisis in the US.

The private sector share of housing finance hasiread constant and is unlikely to take
off before interest rates are normalized in Brazihancial markets. Private banks
complain that they have difficult access to FGT&ding because of excessive
bureaucracy that leaves CEF to dominate the uB&®5 funds. These banks also argue
that the small spreads allowed make FGTS lendipgaiitable for them.

Comprehensive reform of housing finance in Braaihains hostage to the country’s high
interest rate regime, something likely to changeg owmer the longer-term. Interest rates
did fall over the 2004-2009 period, but still remaixtraordinarily high by international
standards. This makes free-market-driven housmanfie a distant reality, leaving the
field to the SBPE-FGTS windows.

The Ministry of Cities began work on a national siog subsidy policy covering all
instruments, including direct up-front subsidiesaaded by the federal government,
below-market interest rates of the Housing Fing®ygstem mortgage loans—still by far
the largest—and tax breaks on interest paymentstafipn support came principally for
thePrograma de Subsidios a Habitacdo de Interesseab@8H) Brazil's up-front
Subsidy Program for Social Housing. But PSH didtake off. Excessive bureaucracy
discouraged large-scale operators. At this stagkl, lras effectively been incorporated
into Minha Casa, Minha VidaJp-front subsidies were provided with FGTS lemngior
the first time, although this meant borrowers reicgj a double subsidy—the lump sum
and the below-market interest.

IEG found little evidence of the lower costs of amdand provision sought by the
Operation. But data on this are difficult to conye Baselines and targets were not
systematically measured or reported. FurthermbeeQperation’s focus upon
regularizing land titling of existing informal skinents was not the right one, as already
noted.

The Operation supported Government efforts to baingut necessary changes to
Brazil's housing sector. With so many other fact@irplay, attributing changes to the
Operation itself is not easy, but the 6.7 perceltti the national housing deficit during
2004-2007 is consistent with the achievement ofaperation’s overall objective.

TheOverall Outcome of the project is ratechoderately satisfactoryit achieved its
relevant objectives, helping to increase accedbdypoor to housing, strengthening
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policy and institutions and expanding housing fices) albeit with moderate
shortcomings. These included scant evidence ofaadvoarket shift of housing finance,
little lasting impact on subsidies, and no evideofceeduced costs of urban land
provision. TheRisk to Development Outcomas ratedmoderate Government
commitment to the Operation-supported improvemenislikely to waver. But possible
impacts—real estate bubbles, for instance—of ragghnsion of housing finance upon
the real supply and demand for housing were natesgddd by the OperatioBank
Performanceis ratedmoderately satisfactoryl he project was prepared with care except
for M&E that was given cursory treatment and failEgcept for actions to lower the
costs of urban land delivery, the project was weHBigned to achieve the relevant object-
tives.Borrower Performance is ratedsatisfactory.The Government was committed to
improving the Housing Finance System, while pladiogsing center stage of its two
flagship programs, theAC and theMinha Casa, Minha VidaThose agencies respon-
sible for implementation, the Ministry of Citiesh@EF, industriously pursued Opera-
tion-endorsed actions at their own expense.

LESSONS

» Strengthening housing finance is an important satgwal, but it should be
pursued alongside efforts to overcome bottlenecksal housing supply and
demand that, if not addressed, may lead to a sangeperty prices, creating a
real estate bubble and collapse—as experience l&sevas shown.

* Monitoring and Evaluation should be an integrak pathe operation it is
monitoring. Establishing a new M&E system or coidating an existing one
should be a key prior action for an Operation, tgdjer for subsequent
operations or tranches. Consigning Monitoring amdliation to another
operation (such as a parallel Technical Assist&rogect in this case) increases
the risk of a total lack of evidence if the hosergtion fails.

» Bank value-added for its clients arises when ieffdifferent advice from the
local expert opinion and knowledge that exist inradance in middle-income
countries especially. This Operation provided apavfunity for a broad sector
policy discussion of reform beyond the parametéBrazil's Housing Finance
System that could have been more fully exploitedhigyBank.

» A policy lending operation can usefully bring taget different sectoral
stakeholders among whom the Bank can serve asthmoéer, even when sector
reform opportunities or achievements may be modest.

Vinod Thomas
Director-General
Evaluation



1. The Need for Housing Reform in Brazil

1.1  TheBrazil: Programmatic Loan for Sustainable and Eplé Growth: Housing
Sector Reform Loan (Ln7306), called the “Operationthis report, rightly focused upon
improving the access of the poor to better quaddysing as its top priority. As in most
countries, the poor in Brazil suffer disproportitetg from low quality housing. Poorer
households—earning three minimum saldri@sess, up to R$1,140 (US$585) per month—
make up the lower half of the income distributian barn only 16.7 percent of all household
income. 19.5 percent of them occupy deficient hagisivhen only 2.3 percent of households
in the top half of the income distribution do. hetyear after the completion of the Operation
in 2007, Brazil's housing deficit was reported ffeet 7.3 million householdSequivalent to
12.9 percent of the totdl(Box 1). Fully 89.4 percent of this housing defaifects lower
income households.

Box 1. Estimating Brazil's Housing Deficit
Households affected: 7.8 million in 2004 and 7.8iom in 2007

Since 1995, theundacao Jodo Pinheirof Minas Gerais has been researching and measuring
Brazil's housing deficit for the Federal Governmennt effort supported by the United Nations
Development Programme and the Inter-American Dewvetnt Bank. This is not a survey of the
physical housing stock and its conditions and oangp status as the name implies. Instead, it ig a
review of housing conditions reported annually maional sample of households as well as the
full population census every ten years by Brazibasus bureau and statistical institute, IBGE. Tjhe
housing deficit estimate derives from householarispof: (i) the poor physical condition of the
house itself, its inadequate services or a locahiahis inaccessible or risky; and (ii) overcromgli
where two or more households unwillingly sharenglsi dwelling. The first results from the
deteriorating condition of the dwellings themse|wgbile the second is the product of population
growth and new household formation. Reducing thfecd thus requires improving existing
housing and providing new units.

Source: Fundagdo Jodo Pinheiro Déficit Habitacibna Brasil 2007 Ministério das Cidades
http:/iwww.fjp.mg.gov.br/index. php/component/shateficit%2Bhabitacional?ordering=&searchphrase=all

1.2 Inthe year before the approval of the Operatio2d@4, the total housing deficit was
even higher, standing at 7.8 million units. Thuggr the 2004-2007 period covered by the
Operation, Brazil’'s housing defidiell by 6.4 percent, a good result considering that the
overall populatiorgrewby 4.7 percent over the same period, and the stidezilians

living in urban areas rose from 83 percent to 8&¢ma. Preliminary data for 2008

! Value of Brazil's minimum salary iReaisper month (with US$ equivalent using average engbaate of the
year): 2004 — R$260 (US$88.7); 2005 — R$290 (US$12006 — R$360 (US$165); 2007 — R$380
(US$195); 2008 — R$415 (US$227); 2009 - R$46582589); 2010 — R$510 (US$287)

2 This 2007 figure was later revised down to 6.3ianilhouseholds, when the 2007 survey revealeddhet
million households were cohabiting voluntarily wiither households in the same dwelling, a situatiahwas
not deemed to constitute overcrowding.

% The equivalent figure for Mexico for 2006 was diGusing deficit of 4.6 million units, representih@.6
percent of the total housing stock.



announced at the Fifth World Urban Forum, held io é& Janeiro in March 2010, show a
further 7.9 percent fall in the housing deficite@2007. Brazil’s housing sector is moving in
the right direction, but clearing the housing dietill has some way to go to free Brazil of
overcrowded and substandard housing, as dramgtgesgh in the proliferation ddvelas
especially in the largest cities.

1.3 Mobilizing funding for the construction and purchas the quantity and quality of
housing units needed is among the challenges falsenturther reduction and eventual
elimination of this deficit. In Brazil, raising theecessary funds directly in unfettered local
financial markets would only lead to unaffordat@ading. Interest rates in Brazil are the
highest reported in the world, multiples of thaseomparable states (Table 1.1). If one
would exist carrying Brazil's 44.7 percent per amniaterest rate, for instance, a
hypothetical 15 year mortgage loan of US$150,000levcequire a monthly repayment of
US$5,508—affordable only by households in the top few patites of the income
distribution—clearly not a feasible solution. Lagm@reads between deposit and lending rates
add to the high interest rates on loans. Braziieads were the largest among the 121
countries reporting this data for tA808World Development Indicatars

Table 1.1 Interest Rates and Spreads are High a8l (% per annum)

2004 2005 2006 2007 2008 2009
Deposit  Lending | Deposit Lending : Deposit Lending | Deposit Lending | Deposit Lending | Deposit Lending
Brazil 15.4 54.9 17.6 55.4 13.9 50.8 10.6 43.7 11.7 47.3 9.2 447
(inflation: 6.6) (inflation: 6.9) (inflation: 4.2) (inflation: 3.6) (inflation: 5.7) (inflation: 4.6)
Mexico 2.7 7.4 35 9.7 3.3 75 3.2 7.6 3.0 8.7 2.0 7.1
________________ (nflation:4.7) ___: ___ (nflation: 40) ___: __(nflation:3.6) ___: ___(nflation:4.0) ____ ___(inflation:5.) ____ ___(inflation: 3.6) ____
Chile 1.9 51 3.9 6.7 51 8.0 5.6 8.7 7.5 13.3 na na
. (nflation:1.1) (inflation:3.1) | (inflation:3.4) | (inflation: 4.4) | (inflation:8.7) . | (inflation: 2.0)
US.A 1.6 43 35 6.2 5.2 8.0 5.3 8.1 3.0 5.1 0.6 3.3
. (nflation:27) (inflation: 3.4) _________| (inflation:3.2) ________| (inflation:2.9) ________| (inflation: 3.8) _________(inflation: -04) ____
Japan 0.0 18 0.0 17 0.4 17 0.7 1.9 0.7 19 0.2 17
(inflation: 0.0) (inflation: -0.3) (inflation: 0.2) (inflation: 0.1) (inflation: 1.4) (inflation: -1.6)

Sources: (i) World Development Indicators (except deposit interest rates for USA and Japan—from International Monetary Fund “International Finance Statistics”); (ii)
20009 figures from national sources. Note: inflation = consumer price inflation

1.4  Although interest rates fell between 2004 and 2898y began to rise again in 2008.
At the time of writing, financial markets in Brazilere concerned about further possible
interest rates hikes in 2010, as a tight monetaligymight be needed to curtail inflationary
pressures as GDP accelerates. This high intettestagime explains why no new mortgage
lenders came to the market during 2004-2009, aEXRecorrectly observed (ICR p. 20).

“ At this writing, the equivalent monthly repaymémthe United States with interest of 4.5 percestannum
would be US$1,132.

® Although currently very high, interest rates haeen higher still in Brazil in recent times. Ivi®rth noting
that theO Globonewspaper of November 30, 2009 carried a celebraieaidline announcing that the 43
percent interest for consumer credit that month tivabwestlevel charged since 1994.



1.5 Thus, most mortgage funding in Brazil takes pladay within what is called in

Brazil theSistema Financeiro de Habitacd8FH — Housing Finance System) as it has since
the 1960s. In the Housing Finance System, mostihgdisance passes through two lending
windows driven, if not directly controlled, by tkederal Government of Brazil: (i) the
Sistema Brasileiro de Poupanca e Emprést{BBPE — Brazilian Saving and Loan System)
for higher-income borrowers; and (ii) tRendo de Garantia de Tempo do Ser(EGTS —
Workers’ Provident Fund) for middle-income borrowédetails Box 2). Data for 2009 show
that three quarters of SBPE loans went to finamee mousing, and only one quarter for the
purchase of existing units. Thus lending is poigekelp meet the growing demand for new
housing. In 2004 SBPE mortgage lending had beénes@nly between new and existing
housing. The loan to value ratio of SPBE mortgageling has risen from 47 percent in 2004
to 60 percent in 2009. This is an important incee&ome buyers in Brazil, facing high
interest rates—even when subsidized—typically berize least amount they need to
supplement their savings, making for very varieghlto value ratios across individual loans.

Box 2: Government-driven Housing Finance System (3 in Brazil

SBPE FGTS
Sistema Brasileiro de Poupanga e Empréstimo Fundo de Garantia do Tempo de Servigo
Brazil's Saving and Loan System Provident Fund For Length of Service

Created: 1964 (Law 4380/64) Created: 1966 (Law 5107/66)
Resources: Voluntary savings by individuals Resources: All workers’ monthly deposits of 8 percent of gross salary
Use of funds: 65% of savings deposits to finance housing loans | Use of funds: For workers severance (62%), retirement (14%)
New:used housing: 73%:27% housing (13%). Small share used for infrastructure.
Supervised by: National Monetary Council: BACEN New:used housing: na
Administered by: Private and state banks Supervised by: Conselho Curador (of 24 Trustees: Min. of Labor)
New housing loans 2009 (R$): 30.2 billion Administered by: CEF: state federal loan and savings bank.
Delinquency: 2004 - 9.7%; 2009 - 2.8% New housing loans 2009 (R$): 15.8 billion

Delinquency: na
Target population: 30-79 percentile (PD p.25)
Housing loan terms: 8% - 11% interest pa.

Target population: 80-89 percentile (PD p.25)6
Housing loan terms: 12% - 13% interest pa.

Source:ABECIP

1.6  With just these two windows, the scope of housingrfce in Brazil is still very
constrained in a country where 60 percent of heates are cash and still only 40 percent
financed (up from 28 percent in 2007putstanding mortgage debt is the equivalent &f on
2.9 percent of GDP, far behind Mexico’s 12 percéiiile’s 15 percefit Spain’s 59 percent,
the United States’ 77 percent and the UK’s 83 pefceBrazil's housing program, as the

® The analysis on p. 25 in the Program Document (Rib)e 5 is incomplete for reporting data for onige of
the ten deciles of the income distribution. Theifes cited in this PPAR assume that the missingediecthe
90-100 percent one.

72009 data from Sao Paulo’s real estate companyGTSE
82009 data provided to IEG from Unibanco-Itau.

° Reported in Kim (2009) from data from the Europ®tortgage Foundation and the US Federal Reserve. Al
17 countries providing this data report an increagbese shares over the 1994 — 2006 period. Artteegnost
rapid increases were: Greece 3.6 percent in 1929 frercent in 2006; Spain 16 percent in 1994 tpé&gent

in 2006; Portugal 16 percent in 1994 to 59 peraed006; and Italy 6.0 percent in 1994 to 19 perae2006.



Operation itself, sought to strengthen and makeorgments to the existing Housing
Finance System, not to make deep reforms to itvtloald complement or replace it with the
private market-driven financing behind the highigufes of other countries reported here.
With the inevitability of such reform in Brazil,éhiOperation could have elaborated scenarios
of reform steps and timing, identifying some ofrthas key prior actions.

1.7  Housing sector experts both within the Governmedtthe Bank recognize the need
for and the inevitability of deep reform to the Bmg Finance System, a system that has
been in place for nearly 50 years, and that haddrazil well during periods of financial
and political volatility. They also recognize tisaich reform will only take place after
interest rates in Brazil, and spreads too, haverfab levels similar to those practiced in
other countries.

1.8 Lowering Brazil's benchmark interest rate, calddl IC(Sistema Especial de
Liquidacéo e Custodjafrom its current 8.75 percent per annum towdn@sasury Bill rates

in, say, Mexico (5.4 percent per annum) or the éthBtates (0.2 percent per annum) is
Government policy as far as monetary conditiotmaalAlready, the Government succeeded
in bringing it down from 22.1 percent in 2003. Thiss helped lower pre-fixed interest rates
of Housing Finance System mortgage loans too, butathe same degréin the short

run, further deep cuts in interest rates are uhflikehe historic 6 percent minimum rate plus
an adjustment for likely future interest rate athhents {axa referencigl paid for widely

used savings accounts constitutes a floor belowhwthieSELICcannot fall.

1.9 Narrower spreads too are desired, but not conttdilethe Government. For

narrower spreads, banks and non-bank financiatutisns would have to be able to increase
the volume of their business significantly keepingrofitable through larger volumes.
Normalization of financial markets with a competimarket-driven interest rate regime
offers the best hope.

2. Bank Support for Strengthening the Housing Sector

RELEVANCE OF OBJECTIVES

2.1  Through its overall objective, the Operation’s feapon the Government’s priority
of improving the access of the poor—who suffer dipprtionately from the deficit—to
housing wasubstantially relevan{Box 3). The creation of the Ministry of Cities Q) in
2003 signaled a new Government determination tdgdabe housing deficit systematically.
The ongoing relevance of the Operation objectigeddaar from housing’s priority in the

19 Interest rates on government driven mortgagesifitBPE and FGTS have not fallen over the 2008201
period as rapidly as the 60 percent fall in the I€Hlate in this period. The mortgage loan ratesdaireen by a
more complex formula involving base rates in theldZercent per annum range plusvea referencial
adjustment for likely future interest rates, a legom Brazil's erstwhile hyperinflation. At thigriting, the
value of thetaxa referencials approximately 0.5 percent per annum, down fdofper annum in 2003. This
would mean a fall of a mortgage loan rate from, 48y7 percent per annum to 12.5 percent per arowemthe
2003-2010 period, a drop of 25 percent (againstiISEL60 percent).



Government’s 2007 launch of the R$13.5 billion Giflovikcceleration ProgranP@C) and

the April 2009 launch of thelinha Casa, Minha Vid&'My House My Life”)** stimulus
mega-program with a start up investment of R$3Hbhil The commitment is there even if
initial performance has fallen short of initial egations. Only 230,000 loan agreements for
house purchase, 58 percentvihha Casa, Minha Vida 400,000 target for 2009, were
signed in that yed? Also, signedVlinha Casa, Minha Vidaonstruction loan agreements
amount to only one third of the applications reedi¥? But, the specific objectives of the
operation (details Box 3) were relevant too.

2.2 Specific objective (g)developing a sound national housing policysubstantially
relevant and remains a priority for the Government, altfiou has lost some urgency as
attention has shifted to implementing th&C andMinha Casa, Minha Vidanega-housing
programs. Specific objective (B®xpanding the housing finance system and movidgwn-
market, ismodestly relevansince the scope for expansion is constrained bgdhimg levels
of SBPE savings and FGTS contributions. Specifiedive (c) implementing a housing
subsidy system for the poor,hgghly relevantbecause of the Government’s efforts to
promote the use of more efficient and transparpfitant subsidies. Specific objective {d)
reducing the cost of formal land development thiobetter land legislation and property
registration, isnodestly relevantsince it overlooks the main causes of the highsciost
Brazil, namely the inadequate delivery of infrastawe, the urban land ownership patterns,
and inflexible urban planning, building regulaticarsd land use zoning.

2.3 Atthe same time, however, the Program Documenj {PBore modest and realistic
about the scope and aim of the Operation itseffsigming reform within it to the
SBPE/FGTS system only: “to support policy and migrstitutional reforms in the SBPE and
FGTS systems to promote the development of a néegrated housing finance system”
(PD p. 20). But does the SBPE/FGTS system itseltapstitute a straightjacket that housing
finance in Brazil has to reform its way out of gixpand and provide housing opportunities
for more Brazilians? The Government certainly setnhink so. The PD reported the
Government’s commitment to such reform thus: “Tlw/€&nment’s explicit policy agenda

is to create a liquid and efficient integrated fafrinousing market based on private capital-
markets is a clear departure from a history ofat@e credit and market segmentation”. This
Operation cannot be expected to bring about sdohnneby itself. It is likely to occur only
over the medium to long-term as Brazil's financrarkets acquire competitive interest rates
at levels of comparator countries. But in the st the Operation could have started a
dialogue on what genuine reforms would mean foiofperation of the real housing sector in

1 with financing through the federal budget R$14idil), plus SBPE and FGTS fundinlginha Casa, Minha
Vida originally planned to build one million houses2310, especially for lower and middle-income faesili
earning less than ten minimum salaries—currentlgthvB$5,100 (US$2,800) per month—that includes all
households up to the 9@ercentile of the income distribution. At this tirng, some 380,000 units had been
financed, with an additional 800,000 applicatiooisfinancing under review. To finance these house
purchasers, CEF would make available and admirtistey-year mortgage loans at 5.0 - 8.5 percetarast
per annum. In the run-up to Brazil’'s general etetddiin the fall of 2010, thilinha Casa, Minha Vidarogram
target has been extended to provide two millionemonits by 2014, involving investments of R$7 1 I1d.

12 http://www.tubozan.com.br/noticias/em-oito-meseatm-casa-minha-vida-contratou-229-9-mil-moradias
130 Estado de Sao Paul® Jan 2010 report on MOC findings.



Brazil, particularly supply and demand for houstghese aspects were not covered by the
Operation design to which the assessment of retevaow turns. This could have been done
by identifying prior actions, such as policy thitdaks and brainstorming, to take the policy
dialogue further toward deep sector reforms orhtiréezon.

Box 3: Brazil Housing Sector Reform

Operation’s Degn

Project Development Objectives (PDOSs):

Summary of for Actions (more details in Annex B.)

Overall:

To support the Government of Brazil's effort
to improve access of the poor to improved
housing and serviced/serviceable land, whil
maintaining fiscal discipline.

[

11}

Specific:

(a) to develop a sound national policy and
institutional framework for housing and urba
development;

n,

Policy area #1: Strengthening housing policy and the
Government institutional framework
TA project component 1: Institutional and legal framework

Creation of Ministry of Cities and its Housingcsetariat.

Preparation of National Housing Policy.

Creation of an inter-ministerial committee omuing subsidies.
Creation of Housing Production Directorate in ®O

Law 36/04 defining National Social Housing FYR8IHIS)

National Program of Cities’ Capacity Building.

Assess sub-national agencies’ capacity for mgusolicy.

TA and training activities of metropolitan ameanicipalities in housing
policies.

1.
2.
3.
4.
5.
6.
7.
8.

(b) to strengthen the housing credit and
savings systems, and provide incentives for
the housing finance market to expand as w¢
as move “down-market”.

Policy area #2: Reforms to increase the stability and scale
of the housing finance market.

TA project component 2: Housing finance market
development.

9. Strengther\lienagdo Fiduciaria(Trust Deed) as property lien.

10. Law 10,931/04 strengthening housing crediftungins’ regulation.
11. Legal reforms allowing securitization of hougloans.

12. Creation of trust letters for re-purchase af estate receivables.

13. Laws 11.053/04 and 11,033/04 facilitating sitization of mortgages.
14. Information on micro-credit and cooperativetitntions collected.

15. Monetary Council Resolution 3005/04 obligingketo finance more
housing from SBPE savings.

16. Monetary Council Resolution 3177/04 speedisw of SBPE funds for
housing.

. SBPE regulations giving preference to low-inedmusing finance.

. FGTS acceptance of trust deed as property lien.

. FGTS Resolutions giving higher priority to lamecome households.

(c) to design and implement a unified feders
housing subsidy system to address the
affordability of housing solutions for the poor.

Policy area #3: Improve effectiveness and harmonize federal
housing subsidies.
TA project component 3: Housing subsidies for the poor.

. Subsidies in housing policy work of inter-mteisal working group.

. PSH (Social Housing Subsidy Program) estaldi&lyel aw 10,008/04.
. Creation of auction for allocation for PSH neses.

. Better qualification system of lenders to ceeabre competition.

. New FGTS policy with up-front subsidies of R&billion for 2005.

. Establishment of criteria for selection of Hesiaries.

. Inclusion of subsidy component for existing &1

. More efficiency by more owner equity in subsidsmula.

. PSH and FGTS up-front subsidies.

. M&E framework of the Government's housing p@gr with attention to
subsidies.

(d) to reduce the cost of formal land
development by strengthening land legislati
and regulations and real property registries.

Policy area #4: Land and urban development.
TA project component 4: Land and urban development.

pd

30. Government drafting the broad Law of TerritbRasponsibility.

1. Review of howCodigo Florestabpplies to urban land.

2. Government program to support developmentrafegic municipal
plans.

33. Implemented new policy of sustainable reguéditn of land tenure.
34. Budget support to 49 municipalities and 17estéor land tenure
regulation.

35. Draft Land Subdivision Law.

Source: Program Document: Loan and Program S

ummary

4 That said, CEF comments on this PPAR, note taSffH was created as a mechanism for making decent
housing feasible for the worker through providingtainably low interest rates on housing loans #ran
unfettered market itself would offer.



RELEVANCE OF DESIGN

2.4  The original two-DPL series design wasbstantially relevantfor offering an
opportunity for further policy dialogue and engagethrough the preparation of a second
loan. In identifying 35 prior actions (details B8kthe first loan plus 33 more for the
proposed follow-on Operation-Il (details Annex B)e Operation reviewed here, may have
diluted policy attention from fewer most importdety actions whose continued evolution
most needed monitoring. The Government chose naintnue with the Operation-II,
however, on finding itself much stronger fiscaiyd no longer in need of a second Bank
loan. The Government’s decision to continue puighiousing sector reform without
Operation-1l means that that operation’s prior@usi that were an integral part of the design
of the first Operation, were no longer relevanth® Borrower’s priorities.

2.5  Within three of the four areas focused by the dbjes of the Operation, namely
housing policy, finance and subsidies, severahefgrior actions identified, if continued,
could help lead to the changes sought. Of particwdge were: preparation of a national
housing policy; actions to modernize SBPE/FGTS dipgitrust deeds; regulations to
accelerate mortgage loan origination; and up-feaisidies for low-income house buyers.

2.6 The Operation design for the fourth area, aimddwering the costs of formal urban
land development, invoked few actions relevant éetimg this objective. The principal

focus upon regularizing land tenure and registraitieexistinginformal settlements,

principally favelas had little relevance to the developmenhefvurban land, the lack of

which is one of the principal causes of the expansiffavelasthemselves. For this lack of
relevance, IEG mission interlocutors in Brasilidewbthat this fourth area of urban land
supply was not a Government priority, having bewtuded in the Operation at the Bank’s
insistence. To lower the costs of urban land dgweknt, the Operation should have focused
more upon actions to remove bottlenecks to urbfastructure provision, such as
inadequate supply capacity, outdated urban plamsyestrictive land use and building codes.

2.7  On the design of the DPL instrument itself, the IB@Gsion heard diverse opinions in
Brasilia. Ministry of Finance (MOF) officials fourtie absence of an investment loan’s
conditionalities gave more local ownership of aempion. On the other hand, officials of
MOC and CEF—agencies that did not receive Operdtioding as anticipated in a DPL of
this kind—were less enthusiastic. They had to ctrnyard the prior actions at considerable
cost to themselves without any financial reimbursenfrom the operation—as intended by
the Operation design, of course. MOC did not makehruse of funding available through
the parallel Housing Sector Technical AssistancanLd.n7338), however. But most agreed
that a DPL, like the housing operation reviewecehbad the convening power to bring
different stakeholders to the table; MOF, MOC, Gifld even BACEN in this case. Thus,
this Operation did assign the Bank the role of lsbbeoker among different and sometimes
competing interests.

2.8 The relevance of a common Operation design thahhaccompanying technical
assistance project is substantial, as it would suorrower actions to take the prior actions
forward toward meeting the relevant objectiveshis case, it included the Brazil: Housing
Sector Technical Assistance Project (HTAP) (Ln7338)er which a Bank loan of US$4.0



million would finance 15 technical assistance anodlg activities across the four Operation
areas. At this writing 67.5 percent of the HTAPridws been cancelled and only 8.3 percent
disbursed. Planned for implementation over the period, the closing date has been
extended to December 2010 (from the original Sep&r2009 date). While its ex-post
evaluation is premature at this time, it is alreatbar that HTAP will be barely implemented
and will contribute very little to the results biet Operatiort® The negative impact upon the
Operation results of it not being implemented &iteony to its importance as part of the
overall design. A particular loss was the Operasidn&E (discussed in the next section).

3. Implementation

3.1  Brazil's sound macro-economy during project impletagion provided a positive
backdrop to the performance of the Operation (T8¢ GDP growth remained significant
and accelerated after Operation completion—unél2808 global financial crisis—perhaps
contributing to the Government’s reluctance to carg with Operation-Il. Inflation fell over
the period, as did interest rates—that increasediédmand for SBPE/FGTS mortgages
(Table 4.1). But interest rates did not approaatmad international levels needed to augur
the Brazil's much-awaited free market in housinafice (see also Table 1.1). Government
expenditures during this period remained relatigthble, as a percentage of GDP.

Table 3.1 Brazil: Macroeconomic Indicators 1998-28®

| 2004 | 2005 { 2006 2007 2008 2009
GDP growth (annual %) i 5.7! 32! 40! 5.7 5.1 0.2!
Inflation, consumer prices (annual %) 6.6§ 6.9 4.2 3.6 5.7 :
Lending interest rate (%) 54.95 55.45 50.8 43.7§ 47.25
Deposit interest rate (%) 15.4; 17.6; 139 106 11.7,
Government consumption expenditure (% of GO 19.2! 19.9 20.00 19.9 20.2!

(timelines)
Housing Sector Reform Operation

Operation-II (planned but not implemented)

Housing Technical Assistance Project (ongoing),

Source: World Development Indicators

3.2 MOC and CEF, as the main executing agencies, imgiéed most of the Operation
by taking the agreed prior actions forward. Howféaward will be assessed in the following
chapter of this report.

3.3  But the Government did not wish to pursue the felan project further. From what
the IEG mission learned in Brasilia, the ICR wasgect in concluding that: “Government
did not require a fast disbursing loan at this tohoe to its improved fiscal stance” and “did

15 In comments on this PPAR, MOC describes a sefieswses, live and distance learning, underwagkba
to HTAL (see: Annex C).



not need to borrow for budget support” (ICR p. b8 @. 16). While understandable from the
data available, this turn of events raises an itambiconcern about the vulnerability of the
Bank’s longer-term sector policy lending to theatdity of short-term shifts in fiscal
performance unrelated to the performance and nefddsget sector.

MONITORING AND EVALUATION (M&E)

3.4  M&E is ratednegligible. M&E was not a key part of the Operation desigelit The
PD treatment of M&E was covered in one paragrapina(s.26) and a three-page Annex 8
of a 105 page report. The PD therefore providesdetails of baseline or target values of
performance indicators. It does not indicate whousth collect the M&E data and hotf.
M&E for the Operation was left to HTAP that, baretyplemented thus far, did not deliver
the M&E hoped for.

3.5 Thus M&E performance under this operation is widelgognized in both the Bank
(ICR p. 13) and the Government as having been meate—a finding endorsed by IEG.
This was a serious shortcoming for an operatioh witotal of 88 prior actions identified.
Thirty-three of these were for the planned follow@peration-1l. Of these, 19 were
earmarked as triggers for disbursement. The masoregiven for this failure was that
HTAP was not implemented.

3.6  How can such a failure be avoided in the future@ @mswer may be to ensure that all
lending operations incorporate M&E fully as a kégneent of their own designs. Trusting to
the vagaries of a parallel activity, even a TA @pen firmly linked to the Operation as this
was, poses too high a risk. M&E will fail if its &ioparallel operation is not implemented.
Another important question is what to do afterifufa like this has occurred? IEG learned
that MOC is actively engaged in developing a bro&d&E system to measure progress in
improving housing conditions and in moves towartt@ereform in Brazil. Clearly this is no
easy task, especially given the vast scale andsiiyef the housing sector in the country.
Thus, MOC's efforts are still work-in-progress histwriting, leaving the Operation still
without effective M&E. The lack of M&E implementata and utilization leaves notable
gaps: a lack of evidence of housing finance’s domarket moves, and little data on the cost
of developing urban land and evidence of the aaddiction intended.

4. Housing Sector Results Achieved

MEETING THE OVERALL OBJECTIVE : BETTER ACCESS OF THEPOOR TO BETTER HOUSING

4.1  During the 2004-2006 period of its preparationni@uand implementation the
Operation did support the Government’s effortsrindnecessary changes to how Brazil's

16 As the ICR noted: “Given that no specific orgatitmawas clearly designated as responsible for todni
and evaluation of the performance indicators fer@PL, no coordinated effort was made to consatitlat
necessary information from the different agencie® aise these indicators to inform decision-making
resource allocation.” (ICR p. 15).
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housing sector operated. Given the large scalersity and complexity of Brazil's housing
sector with many different forces acting upontitnay be impossible to unequivocally
attribute observed outcomes directly to the sitigleche Operation reviewed here, as the
ICR correctly recognizes (ICR p. 22). With the catgeof unclear attribution and mixed
results obtained, the results points to a positiygact of the Operation on the functioning of
Brazil's housing sector, likely bringing some adutial benefits to the poor.

4.2  Improved housing access by the poor is consistéhtthe 6.4 percent decline of
Brazil's housing deficit between 2004 and 2007 nAted earlier in this report, the poor
suffer disproportionately from this deficit. On tbther hand, evidence that the poor directly
benefited from the expansion of mortgage lendingndthis period is weak, as is a
convincing demonstration that housing finance mawed-market. While these sector
changes were occurring, the Government maintaiisedlfdiscipline as the Operation
promised it would. The Government’s primary surpkas sustained at around 4.0 percent
throughout this period and Government debt serfd@sea percentage of exports) fell from
23.8 percent in 2003 to 10.7 percent in 2007—ttestaVorld Development Indicators
figure. The performance and outcomes in each ofaineOperation areas are mixed too, as
the following sections show.

STRENGTHENING HOUSING POLICY AND INSTITUTIONAL FRAMEWORK

4.3  Substantial efficacy: At this writing work is under way on the dissentina of
PlanHah the National Housing Plan, a key prior actiondtsengthening housing policy that
was identified by the Operation. Today, thankgda@entral stage in Brazil’s main stimulus
and development programs, tiiénha Casa, Minha VidandPAC, housing in Brazil

probably enjoys its highest policy profile since ttreation of the SBPE/FGTS system nearly
a half-century ago. But the adoption of these n@garams cannot be directly attributed to
the housing Operation reviewed here. In terms t€ypat is as if housing has outgrown its
own sectoral bounds.

4.4  As far as developing a sound institutional frameéwfor housing and urban
development is concerned, an important achievermmehé consolidation of MOC itself and
its Housing Secretariat. Prior to MOC, housing arzhn development policy and its
institutions were volatile and fractured in Bra8kveral institution set-ups came and went.
For instance, a Ministry of Urban Development amgdiEbonment was created in 1985,
transformed into a Ministry of Housing, Urban Dedyg@ghent and Environment in 1987, and
changed once again to become a Ministry of HouaimySocial Welfare, which was made
extinct in 1989. Prior to 1985 and after 1989, Bmernment’s housing and urban
development policy responsibility was carried bg Ministry of the Interior. In 1995, the
responsibility shifted to the Ministry of Planningtil the creation of the present Ministry of
Cities itself in 2003. This stimulated the Operatiahich was correctly anchored to the
creation of MOC, a positive move for the sectonc8ithen, MOC has established itself as
the Government’s principal housing sector intertocuAt this writing, however, as Brazil
prepares for general elections in November 2010CM@olicymaking role is being
challenged by the PresidenMinha Casa, Minha Vidaitiative, a challenge that might
lessen after the election.
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4.5 Even the boldMinha Casa, Minha Vid@rogram relies upon the legacy Housing
Finance System institutional framework, entrusttsgmplementation to th€aixa
Econbmica FedergICEF), the Government’s principal saving and loank) particularly
through FGTS. In the short-term, there is no adiBme arrangement, and the Government
was pragmatic and realistic about this (as wa©jperation tod"). Recent reports in Brazil's
financial press point to deep reform of HousingaFice System likely to begin after 2013
when the Housing Finance System is projected talmelnsufficient resources for the very
high levels of demand for housing and housing fieaexpected® So the Operation too
relied on a Housing Finance System framework wiposeipal elements had been in place
for nearly 50 years. Its bedrock agency today k€&, has been in the savings and lending
business since 1931. Some IEG mission interlocubmth in government and in private
banking, consider CEF to be ttie factoead agency of low-income housing policy
formulation too. It was so during the sector’'setaft institutional flux during the 1980s and
1990s, and it remains so today as implementing@gefMinha Casa, Minha Vidahe
Government’s largest investment program.

4.6  One specific Operation-supported institution buitdeffort prospers little in today’s
Minha Casa, Minha Vidanvironment. The creation of the National Fun&otial Housing
(FNHIS) in 2005 was cited as a key prior actiorthry Operation. Managed by CEF as its
agente operadoror operating agency, and expanding to R$0.%biliommitments for
housing and infrastructure projects for 2009, FNWES a new element in housing’'s
institutional framework, but demand at the munitipgel, its mainstay, did not take off as
much as expected. Being funded by the federal hudgant that unused funds had to be
returned at the end of the fiscal year, accordingrazil’s budget law. For these reasons,
FNHIS was integrated into tHRACandMinha Casa, Minha Vidaought off-budget funding
through FGTS in particular.

STRENGTHENING HOUSING CREDIT AND SAVINGS, MOVING IT DOWN-M ARKET

4.7  Substantial efficacy: By 2009, housing finance through Housing Finangstédn in
Brazil expanded in real terms more than six-fofttsibefore the Operation in 2004, while
number of housing units financed grew at half tite (Table 4.1). This difference is
reflected in the average Housing Finance Systentgage loan size that nearly doubled in
real terms from R$37,334 in 2004 (in R$ of 2009R&¥ 1,786 in 2009. SBPE loans
expanded most, thanks to increased savings in@maty growing at 5 percent per annum,
and banks’ statutory requirement to apply 65 pdroénew saving to housing finance.
FGTS loans grew at only half the rate despite Guwent efforts, supported by the
Operation, to allow banks other than CEF acce$&36S funds. For SBPE lending,

" The Housing DPL PD did, however, refer to the gedgbhasing out of the SBPE directed credit systar,
only “When interest rates normalize and convergktae secondary market for mortgage {SIC] is fully
consolidated.” (PD p. 20). But, as noted earliee, DPL did not bring specific proposals to theeaddbout this.

18 Adriana Cotiad/alor Economicdviarch 19, 2010.
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Table 4.1 Housing Finance in Brazil 2004-2009 (aonstant 2009 R$)

New Loans*
SBPE 2004 2005 2006 2007 2008 2009 Total
Mortgage loans (R$b.) 3.9 5.9 10.7 20.2 31.7 30.2 024

Mortgage loans (number) 53,826 61,123 113,873 0@5,9 299,685 270,982 995.4
Average loan size (R$) 72,526 96,829 93,593 102,19705,925 111,397 103,074

FGTS

Mortgage loans (R$b.) 3.6 5.4 6.3 7.2 11.0 15.8 349.
Mortgage loans (number) 220,334 299,554 367,149 ,7286 236,662 370,244 1,740.7
Average loan size (R$) 16,293 18,075 17,153 29,21346,646 42,793 28,321
SBPE + FGTS

Lending (R$b.) 7.5 11.3 17.0 27.2 42.8 46.0 151.8

Mortgage loans (number) 274,160 360,677 481,022 ,6282 536,347 641,236 2,736.1
Average loan size (R$) 37,334 31,421 35,249 61,51779,768 71,786 55,482

Outstanding Loan Amounts**

SBPE 2004 2005 2006 2007 2008 2009 -
Savings (R$b.) 171.2 169.4 175.8 207.1 228.1 2504 -
Mortgage loans (R$b.) 31.6 334 37.1 41.7 50.7 64.4 -
Construction loans (R$b) 3.9 5.4 6.2 6.9 10.4 15.1 -
Private lenders’ share (%) 41.8 41.4 41.8 43.4 44.6 43.6 -

Sources: ** ABECIP, CEF, BACEN; ** BACEN

BACEN data shows how the total outstanding mortged# increased during 2004-2008,
although by less than the reported increased lgndould lead one to expect. SBPE’s
outstanding mortgage debt as a share of the staskvings increased from 18.5 percent to
25.7 percent over the period, indicating a morensive use of savings for mortgage lending
purposes. A positive sign of housing sector develemt, given the supply-side constraints, is
the rapid increase of outstanding constructiondodinese nearly quadrupled between 2004
and 2009. Finally, it is worth noting that the tela constancy of private banks’ share of
outstanding mortgage debt points to business ad irsthe Housing Finance System.
Private funding of housing finance will only také# toward its potential after interest rates in
Brazil's financial markets are normalized, promgtthe inevitable deep sector reform.

4.8 The remainder of this section looks at some outcomakated to the strength of
Brazil’'s housing finance system today, the markét sip or down, and whether they can be
attributed to the Operation.

4.9 Housing finance has far to expand in Brazil: Measured by both the award of new
loans and the total debt outstanding, mortgagengnekpanded significantly in Brazil. It
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represents an improvement, albeit within the ca¥iaf the existing Housing Finance
System. The biggest gains were in 2008 and 2008tlynihrough additional CEF lending.
Outstanding mortgage debt increased by 46 pernaeti terms over the 2004-2009 period,
while GDP growth itself accumulated 26 percenthAiligh large in absolute terms because
of the size of the country, mortgage debt in Brazdtill relatively small for the scale of its
economy as noted earlier in this report (para.. 18} learned from bankers in Sdo Paulo
that to expand beyond the present 2-4 percent & Githe in which it finds itself, housing
finance in Brazil will most likely expand, as in si@advanced countries, through increases of
unshackled private funding. More private fundingweaobe driven by a growing economy
and the normalization of Brazil's interest rateineg, developments that could lead housing
finance beyond the Housing Finance System straigkejt in the medium to long-term. The
expanded housing finance market sought by the @peraould require, as a counterpoint,
strengthening the supply lines of housing itselbtigh better infrastructure and greater
participation of more agile private developers bodders. All these, it should be stressed,
would be the consequences of deep housing sefonreutside the SBPE/FGTS duo,
something beyond the scope the Operation reviewesl h

4.10 There has been some growth, neverthelesémprovements on the demand side, on
the other hand, have helped expansion of housmagmdée. First, nearly 50 percent more
savings in real terms during 2004-2009 has likeljppéd make more households into
potential home buyers eligible for mortgage lodh4. this effect is also the result of a
buoyant macro-economy over this period. A seconmravement that bolstered the quantity
and quality of demand for mortgage lending, theesftead use of traienacao fiduciaria
(trust deed) instrument as mortgage lien, is diyeelated to the Operation. First introduced
through Law 9,541 of 1997, the trust deed was puidre widespread use after being
identified as a key prior action by the Operatibnvas a lot more attractive to lenders than
the conventional mortgage instrument—callddpotecain Brazil—which is slow and
difficult to execute through the courts in casetah repayment default. An important legal
difference is that the trust deed withholds fullr@sship until the loan is fully repaid, making
its execution in a court of law more agile. Deliequies (when repayments are more than
three months late) on loans backed by trust deeds @anly 1.2 percent in 2009, compared
with 33.1 percent for loans backed by mortgagesa@r use of trust deeds helped reduce
SBPE delinquency in general from 9.7 percent ind2002.8 percent in 2009.

4.11 Securitization: Strengthening housing finance through mortgagddxhsecurities

by consolidating secondary mortgage markets hasrneed results thus far in Brazil. The
legal framework is in place. Laws 11,033/04 an®%3/04 recognizing institutions entitled

to carry out this business and affording them inedax breaks on the transaction were key
prior actions for the Operation. From this, bussssshave been established, especially in Séo
Paulo, to launch securities on the market backekalyestate loans for residentald
commercial property. From visits to two operateorshis market, the IEG mission could see
that they were well prepared and equipped to carttliscbusiness. Their deals were

typically in the R$4.5 million to R$470 million rga and they demonstrated the
professionalism and technical know-how for the jdbnsion funds and other institutional

9 Delinquency data, based upon repayments delayed thonths or more, from ABECIP (Associacdo
Brasileira de Entidades de Credito Imobiliario).
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investors were the typical buyers. This secondaagket’s performance has lapsed at this
time, however. After being laggard since 1997 wievas created, the market picked up in
2005 through the sales of these securities c@lltificados de Recebiveis Imobiliariws
Brazil. Sales peaked in 2008 to R$4.9 billion (US%#4llion) but fell thereafter to a trickle at
this writing in the wake of the international fir@al crisis?® Just R$0.4 billion-worth was
auctioned in the first two months of 2010. Brazi€sel of financing through secondary
mortgage markets is about half Mexico’s, the regiteader. Thus, securitization in Brazil
mobilizes only a small share of what is still oalgmall market lodged within the
SBPE/FGTS constraints. FGTS regulations themsgikasbit the securitization of
mortgage loans that it funds. Banks are requirdtbtd FGTS-funded mortgage loans on
their balance sheets. With the fall-out of the pulme crisis, more countries are following
suit, as the risks involved in a mortgage originétendling and selling poor quality loans to
others have become more evident.

4.12 The IEG mission learned from two firms that hadteuned mortgage-backed
securities in S&o Paulo in recent years that thke sif the deals was relatively small, but well
received in the market for their A+ or higher ctedtings. Most of the mortgages bundled
into the securities were for higher income borr@yeonsidered lower risk in Brazil's
financial markets. Both reported that securitizatiad become easier with the
standardization of mortgage loan documentationttiteOperation supported. This made it
simpler to identify the components of the bundld eemove the most risky ones from it.

4.13 Little evidence of down-market shift: Evidence of the down-market move of
housing finance, intended by the Operation, isieéis For both SBPE, and more sharply
for FGTS, average loan size increased in real telumisg 2004-2009 (Table 4.1). But, by
themselves, the mean values do not describe ttréoditon of loan sizes. IEG sought data
on the number of loans and amount lent per colfddam size, but was unable to obtain it.
Without such data, evaluation findings must remairtative. But, significantly rising
average loan sizes make housing finance less afitedo households at least across some if
not all ranges of the income distribution. If is¢eaffordable in the lower income part, then
housing finance would have moved up-market. Evehout knowing the distribution, we
can conclude that larger loan sizes are not cotlpatiith an increasinghareof total

lending going to lower income households. Out afaswn for a possible drift of lending
away from lower-income borrowers, Resolution 336@0the National Monetary Council
introduced a system of weights that made it edsidending banks to meet the minimum
requirement of 65 percent of savings going to haydvy doing more SBPE lending to lower
income borrowers. On the FGTS side, the ICR repbésa falling share of lending—from

20 Beyond Brazil, securitization of mortgages is ugdéng a thorough review worldwide, and it is uraclat
this time, how the future of mortgage-backed séi@srivill unfold. As recent research has showmRel
2007), securitization propagated high-risk sub-priending in the US, now widely regarded as trgge, if
not cause, of the global financial crisis. At thisting, investors are looking warily at such séties, now seen
as bundles of mortgage loans harboring much mskehiat previously imagined. Also US sub-prime lagd
is, in practice, suspended.

2L In comments on this PPAR, CEF regards the grotoosing finance through FGTS itself as being
evidence of lending to low-income families. IEG séee need for additional evidence, such as aeasang
share of all FGTS lending going to low-income faesilover time.
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85.6 percent in 2006 to 71.4 percent in 2008—wehiotuseholds earning five minimum
salaries or less (ICR p. 19). More recent dataldiethe Government in its comments on
this report point to a modest increase in the shhedl FGTS mortgage contracts going to
families earning three minimum salaries or lessnf@b percent to 28 percent between 2008
and 2009. Without knowing the distribution of ahting by average loan size across all
market segments (FGTBlinha Casa, Minha Vidand others) and knowing how this has
changed over time, the limited evidence availablkeschot directly support the ICR’s finding
of “improved targeting to low-income borrowers” . 12)***

4.14 Private sector finance has still to take off:Behind several Operation prior actions,
such as Monetary Council Resolutions and SBPE Ré&guok (details Box 3), is the
expectation of greater private sector participatiohousing finance in Brazil. Actual results
achieved have been modest. One (private) bank&fianPaulo even complained about state
banks recently buying up small private banks inzBr&s noted earlier in this report, private
lenders’ share of outstanding SBPE mortgage lazmreased very little over the 2004-2008
period from 41.8 percent of the total to 43.6 petcAt this writing, CEF alone is still
responsible for 79 percent of all new mortgage scanarded. CEF’s position on FGTS
funding is still more dominant, accounting for 9&cent of all FGTS loans in 2004, and
96.9 percent in 2008. As well as operator, CERss guarantor of the FGTS, giving the
appearance of a conflict of interest in CEF’s mflscreening other lenders’ access to FGTS.
Why should CEF take the extra risk of allowing oth® use FGTS funding, when CEF
would be ultimately responsible in case of anotbeder’s default? The IEG mission found
officials of CEF and the FGTSonselho Curado(Governing Council) open and willing for
private and other state banks to participate, ésme officials were concerned about
private banks making excessive profits out of FGR&presentatives of these banks told IEG
that they found CEF’s protracted processing arfat 8greads offering little profit constituted
a bureaucratic firewall that prevented banks othan CEF from participating on a
significant scale. Some even proposed that whgtdhlted the “hellish” bureaucracy
surrounding mortgage loan origination through FG#&S designed to keep non-CEF lenders
out of the FGTS game. MOC, CEF and FGTS officialminded the IEG mission that

official policy was to make FGTS funding accessiolall interested bank.

4.15 The interest rate trap: The demand for mortgage lending in Brazil durif§£-
2008 was spurred by rising incomes through econgnuwth and declining interest rates

%2 Using data of the allocation of FGTS subsidies#lary level of beneficiaries, as the ICR does (fCRi) as
evidence of moving housing finance down-marketisaonvincing. Subsidies are more accurately imeteul
as measures to correct for market distortions oedéstribute market allocations for policy reasabsnvincing
evidence of a down-market shift of housing finaneeild include time series data showing an increpshmare
of the volume of all housing finance going to lovizome borrowers over the period of the projee6 |
requested such data or its proxy (e.g. housingmgngbing to small loans affordable by low-income
borrowers), but was unable to obtain any.

% Government comments on this PPAR (reproduced imeArC), reported, specifically for tiéinha Casa,
Minha Vidaprogram at the national level, an increase in ta@esof all mortgage contracts going to families
with less than six minimum salaries from 67 perdceri2 percent between 2008 and 2009, and a reducti
from 24 percent to 5 percent for those familiehwiitore than six minimum salaries.

% Furthermore, in comments on this PPAR, CEF lishedmeasures that CEF has taken to facilitate fariva
abnks’ access to FGTS (Annex C)
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(Tables 1.1, 3.1 and 4.1). Despite the fall, irgerates in Brazil still remain extraordinarily
high, and the interest rate regime unreformed. iagsmeant that, at this writing, “normal”
market-driven solutions for housing finance carprosper, and only the “exceptional”
Housing Finance System can still fund mortgageitendn a large-scale. Even this falls far
short of Brazil's potential and the levels alreadhieved by comparator countries, as noted
earlier in this report. The Operation design dicbgnize the constraints posed by Brazil's
high interest rate regime: “Continued high interas¢s will hamper the expected
development of the housing finance market and Imgusiibsidies will remain necessary in
the medium-term.” (PD p. ii). Indeed, unsubsidireattgage loans in Brazil's current system
are not feasible and would be affordable only bygsholds in the top percentiles of the
income distribution—and, even then, only if suclu$eholds felt them to be worthwhile. In
practice, very few high interest loans are offdredause there are so few takers in the
market. Realistically, the Operation recognized fttree full deregulation of the current
government-directed housing finance system” will ma@ppen in the short-run (PD p.2), and
that “Sustainable lower interest rates depend fumther remaining structural reform
agenda” (PD p. 5%

4.16 The outlook for housing finance in Brazil: Brazil's housing finance system has the
potential to become much larger and stronger, dsasenove down-market, but maybe not
much in the short run. Comprehensive housing seetorm is likely to follow the
normalization of the financial system as a wholbkiclr would take interest rates in Brazil
down to levels of comparator markets. Mortgagerfanag could easily quadruple in a
scenario of private sector lenders moving in wibaurces mobilized on efficient financial
markets—an enormous increase, but one only bringragil into line with comparator
countries. But there are supply-side constrainteéreal housing market for such a scenario.
The Operation PD itself noted that formal develsperd builders provided only 250,000
units in 2003, just one quarter of the supply ndddenouse Brazil’s one million additional
households that year (PD p. 7). Still such rapagh would have to be calibrated with
expansion of the real housing economy. Supply-swatestraints in particular would have to
be overcome through expansion of the developeragrisn industry, and the improvement
of municipal urban planning, land use and buildiegulations.

4.17 If extra housing finance boosting demand is not lnyedditional housing supply, it
can stimulate a bubble of rising house pricesuaent developments in BraZiland
experiences elsewhere have shown. The recent erperof Spain, a country with a more
open financial system than Brazil's and with astygonstruction sector, provides a striking
counterpoint. Even with an agile supply-side resgdoetween 1996 and 2006 when annual

% While in Brazil, the IEG mission inquired of paipants of nearly all meetings why interest ratsained so
high. An common reaction was to note that, by histéb standards, they are not so high. Thus, tifigen
years ago, at a time of high inflation and recentegnment default on debt, people remember inteadss that
were three times higher than what they are today.

%6 A recent press report informed that MCMV has he:ate local real estate markets, doubling the prfaenits
for “low-income” households that were in the R$4@KR$50K range to more than twice that level over a
period of twelve months in the region of the cdfi@silia (Correio BraxilienseApril 4, 2010). Early 2010
residential real estate prices in Sao Paulo wegrerted to be 50 percent higher than twelve monghnisee in
2009, and actual sales have increased 25 pera@nting to a market overheated by the greater supipl
financing Diario Comercio, Industria e Servi¢dsril 13, 2010).
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construction output in Spain increased from 200,00 to 600,000 units, real house prices
still rose 170 percent in that country. Housingfine accelerated far ahead of house
building. Rising prices helped take residentialstanction from 4 percent of GDP in 1995 to
more than 8 percent by 2006. Affordability—measusgdhe ratio of house prices to
household income—was badly hit as it rose fromt@.8.5 over the same period. Rising
house prices hit low-income households particulbdsd, excluding many of them from the
home-owners’ market altogether (Kim 2009). Therg i@ lessons for Brazil about
calibrating the expansion of housing’s financiall aeal sectors in the context of housing
sector reform.

DESIGNING AND | MPLEMENTING A UNIFIED HOUSING SUBSIDY SYSTEM FOR THE POOR

4.18 Modest efficacy: As part of its preparation of the National Houskign, MOC is
working on preparing a national housing subsidygyolThe work is broad-based,
encompassing direct up-front subsidies to be awlbgehe Federal Government through
Minha Casa, Minha Viddgor instance, existing below-market interest sibsidies through
SBPE and FGTS, and indirect subsidies of incomeléauctions on mortgage interest
payments. By a large margin, most housing subsidiBsazil are provided through the
below-market interest of the Housing Finance Systeartgage financing, since interest
charged on SBPE and FGTS loans is much lower thaauld be if determined by the
parameters of Brazil high interest regime.

4.19 Among these subsidies, the Operation focused uponsatidating and rationalizing
them. This included strengthening fRgrama de Subsidios a Habitac&o de Interesse
Social(PSH — Subsidy Program for Social Housing) by @nguihat its budgetary resources
continued to be made available. It also meant addpafront subsidies to (the already
subsidized) FGTS. Originally established in 200%h @got program, PSH was retained as a
permanent instrument for providing up-front houssadpsidies for the construction of social
housing through Laws 10,008/04 and 10.998/04. Batis left it for the implementing
agency, the CEF in this case, to decide which tangeme groups would benefit at the time
of implementation. At this time, an autonomous Rfald lost momentum, having disbursed
nothing since November 2089having been incorporated inktinha Casa, Minha Vida
Another reason for its slow-down may have beerfe¢bble take-up by states and
municipalities and by private operators. The IEGsiun heard complaints about PSH's
excessive bureaucracy, in much the same vein tagsiris of FGTS processing. Smaller and
under-capitalized developers and builders were mihiag to bid for PSH funds in auction
in order to get a foot into the market, but wereofunable to mobilize their own counterpart
funding needed to complete the deal which woulenttall through. Despite not having
taken off, the PSH experience served to stimulddag-overdue discussion in Brazil about
up-front housing subsidies. Results having falleorsof achieving a unified subsidy system
for the poor.

Z'http://agenciabrasil.ebc.com.br/home;jsessionid-EFEBOD4DB4A2943BC9964CA66F5E?p p_id=56&p
p_lifecycle=0&p p_state=maximized&p_p_mode=viewgpcol id=column-
2&p p col pos=3&p p col count=4& 56 groupld=19523& articleld=189785
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4.20 FGTS, with its below-market interest rates, alreadhpodies a significant housing
subsidy driven by the state. Even so, direct uptfsubsidies were added to the FGTS
package for the first time after the Operation. é&ding to the ICR, 70,000 FGTS borrowers
received R$380 million in 2008, equivalent to R&®4er household. Using up-front
subsidies in FGTS for the first time was an impargrogram innovation, albeit introducing
a double subsidy for one borrower; the lump sumlaidw-market interest.

4.21 Reading the ICR (p. 12) that: “Housing subsidieBiiazil had traditionally been
embedded in below-market interest rates inheretitaiFGTS system and to a lesser extent
in the SBPE system” might leave a false impresthahsuch below-market interest rate
subsidies are a thing of the past. But that igm®tase. Nor is there evidence to support the
PD finding that there had been “a clear shift afvayn implicit interest subsidies” (PD p.

iii). On the contrary, at this writing, up-frontilssidies are very far from replacing the below-
market-interest-rate-subsidy, the mainstay of F@M& SBPE.

REDUCING THE COST OF FORMAL LAND DEVELOPMENT 28

4.22 Negligible efficacy: IEG found little evidence of lower costs of urdand delivery
sought by the Operation. Meaningful and comparehta about the real costs of formally
developing urban land across and within differetie in Brazil is not generally available.
Even if current data is obtained, it will be impb$s to establish whether costs have risen or
fallen over time without baselines for generallgeuted indicators. IEG cannot therefore
report a satisfactory Operation outcome in thisare

4.23 As noted earlier in this report, the Operation $8lort in identifying prior actions that
might have best led to the desired outcome. Thedlipa focus upon the regularization of
land tenure irexistinginformal settlements, such fselas relied upon a prior action
unlikely to lead to the desired outcome of lowestsdor the provision addditionalurban
land. Even so, it is important to recognize impatrfdOC work in this area that has obtained
good results thus far, even if it did not direatbntribute to the desired Operation outcome.

4.24 With the help of th&€€ities AllianceMOC has, since 2006, produced a number of very
useful documents on land title regularization. Theyude summaries of and guides to
model practices, to be emulated, that involve mpaladministrations and non-
governmental organizations (NGOSs) across the cpulmiparticular, they highlight how to
make the role of notaries public, calleattoriosin Brazil, more effective. IEG learned of
successful examples in the northern State of RatdnaSao Paulo too. A field visit by the
IEG mission to Sao Paulo revealed how far titlestegtion can now be done directly by the
interested party on the Internet. To inform legaihadn, MOC has prepared texts of the laws
and regulations governing title regularizationywetl as references to case law. To make the
topic more accessible by the most interested ptargyresident head of household, MOC
designed and produced well-illustrated manualsgustadily understood and simple
language. Finally, with an eye upon the internatiahiissemination of these experiences,

% This PPAR understands formal land developmertigtthe process of subdivision and the introduaibn
urban services and infrastructure to proadigitionalurbanized land that is ripe for urban developmiarthis
case for housing.
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some of the documents have been prepared in Englistnis work makes clear that title
regularization is not an easy task. It should bdereasier once the draft Law of Territorial
Responsibility is approved by Congress wherestilscurrently under discussion, as it has
been for these past several years. This work ald@sclear the need to modernize Law
6766 of 1979 that still provides the legal framekvimr land and property registration in
Brazil.

5. Ratings
OuTcoME

5.1 Rated: Moderately Satisfactoryhe project achieved its relevant objectives of
improving the access of the poor to better quaddysing with some moderate shortcomings;
the weakness of evidence of a downward shift irhthesing finance market, little lasting
impact upon subsidies, and no evidence of lowetsaafsurban land delivery. “Housing
Sector Reform” was in the title of the Operationt(hot in the formulation of its objectives)
but deep sector reform will likely be for the meadito long-term, and has barely begun. In
the meantime, the Operation supported useful imgr@nts within the existing Housing
Finance System—incentives for financing ore lowmeome housing, use of the trust deed as
a property lien, and tighter regulation of houstngdit institutions, for instance—earning

this operation a positive outcome rating, but ditltake even preliminary steps for
reorganizing the half-century old Housing Finanget&m, an inevitable step for Brazil to
achieve the comprehensive housing reform thaeitsand needs.

Risk TO DEVELOPMENT OUTCOME

5.2 Rated: ModerateThe Government's commitment to ongoing changeharekisting
Housing Finance System and its reform in the medauhang-term is not likely to waver.

The enormous potential for expanding Brazil’'s hogdinance beyond the present straight-
jacketed housing market and improving the qualitthe housing stock for poor households
is there. The deep reform of housing finance wallumavoidable once Brazil's financial
markets and interest rate regime normalize. Butout proper preparation on the real supply
and demand sides of the housing market, which ther&lion addressed little, an explosion
of housing finance would lead to soaring properiggs and a real estate bubble. An over-
heated property market risks undermining the gaiade thus far with the support of the
Operation.

BANK PERFORMANCE

5.3  Preparation and quality-at-entry: rated Moderate§atisfactory. Project

preparation was thorough, except for M&E that wesigned to the parallel Technical
Assistance operation that was not fully implemerated given cursory treatment by the
Operation design. Project design had realistic etgp@ns of what might be achieved
through the operation. But entitling the operatsHousing Sector Reform” was, perhaps,
an overstatement of what it set out to achievehdlp bring about improvements to the
existing Housing Finance System, the Operationgaefsicused upon supporting actions that
would help bring about needed changes. A weakgbdhte design was the Operation’s
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inclusion of land tenure regularization, a worthpit but not one that, by itself, could lower
the costs of new urban land delivery as the opmrdioldly intended.

5.4  Supervision: not ratedFor a single tranche DPL such as this, there w&snmnaal
supervision. Although the ICR reported 14 staff kee@JS$181,930) spent on supervision,
this was, in fact, for the preparation effort of @peration-II that did not come to fruition.
As has become normal DPL practice, Bank supervisimsions were not fielded primarily
to monitor and report on implementation progresstdad, ostensible Bank supervision
missions worked on the preparation of the expeftbalv-on Operation-Il, whose 33 prior
actions were already identified in the PD of thes{f Operation, the operation reviewed
here.

5.5  Overall Bank Performancerated Moderately Satisfactory
BORROWER PERFORMANCE

5.6 Government: rated Satisfactorythe Government, through MOF and MOC initially
demonstrated strong ownership of the Operationir Boenmitment to improving the
Housing Finance System was strengthened as hotegik@ prominent role in Government
development and stimulus programs, particularlyRA€ andMinha Casa, Minha Vida

But, with stronger fiscal revenues than expecteel Government had less need of the loan
funds offered by the Bank and decided not to reinesfollow-on Operation-II that had
been factored into the design of the first opematWith this decision, the Government
continued to pursue its path toward housing seeform, but without the support of a
second Operation. As a result the Government/Bankihg sector dialogue diminished.

5.7 Implementing Agency: rated Satisfactorin several respects MOF and MOC were
implementing agencies for the operation, and, ab,dhey performed proactively, carrying
forward selected prior actions that were deemdzbttaking the operation toward a
successful outcome. As noted earlier in this repbet achievements in the case of MOC
especially should not be underestimated. UndeOjperation, MOC had to undertake many
actions at its own cost for which there was naeatireimbursement through the Operation,
of course.

5.8 Overall Borrower Performancerated Satisfactory

6. Lessons

* When deep sector reform is sought by Governmentamchnted by the challenges
posed by existing constraints, Bank operationapstipshould realistically address
such reform, initially through scenarios that cotrex necessary reform steps and
timelines. At the same time Bank assistance carshadld continue to support
improvement and strengthening of the existing Hogi§iinance System
arrangements as this Operation did. But callindrsnterim support “sector reform”
can mistakenly convey the idea that deep reforafré&ady under way, when much
still needs to be done just to get the processestar
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Strengthening housing finance is an important sattgwal, but it should be pursued
alongside efforts to overcome bottlenecks in reaildng supply and demand that, if
not overcome, may lead to a surge in property priceeating a real estate bubble and
collapse—as experience elsewhere has shown.

M&E should be an integral part of the operatiois itnonitoring. Establishing a new
M&E system or consolidating an existing one shdagda key prior action for a DPL,
and trigger for subsequent operations or tranddessigning M&E to another
operation (such as a parallel TA Project in thse¢aiminishes M&E’s importance,
and increases the risk of a total loss of it if lost operation fails.

Particularly for a sector like housing, that tetmlassume aui generiform in each
country, Bank assistance to try to bring an innieeabutsider’s perspective upon the
country housing sector problems. Bank value-addedd clients comes through
offering different advice from local expert opiniand knowledge that exists in
abundance, especially in a middle-income country.






23

Bibliography

Glaeser, Edward L. 2004 ousing SupplyNational Bureau of Economic Research
(NBER). NBER Reporter: Research Summary Spring 2004
http://www.nber.org/reporter/spring04/glaeser.html

Kim, Kyung-Hwan and Bertrand Renaud. 2009 “ThelaldHouse Price Boom and its
Unwinding: An Analysis and a Commentaryi; Housing Studies 24(1): 7-24

Ministério das Cidades. 2004Béficit Habitacional no Brasil 2004 — Municipios
Selecionados e Microrregides GeograficBelo Horizonte, Funda¢do Jodo Pinheiro 2nd
edition.

Ministério das Cidades. 2004Bolitica Nacional de Habitacadrasilia: Ministério das
Cidades.

Ministério das Cidades. 200B&ficit Habitacional no Brasil 200 Belo Horizonte:
Fundagéo Joao Pinheiro.

Ministério das Cidades. 200Para Avancar na Regularizacdo FundiarBrasilia:
Ministério das Cidades.

Ministry of Cities. 2005Land RegularizationBrasilia: Ministry of Cities.

Renaud, Bertrand and Kyung-Hwan Kim 2007. “Thel@aldHouse Price Boom at its
Aftermath” in: Housing Finance Internationa2 November 2007.

Schnure, Calvin.2008oom-Bust Cycles in Housing: The Changing Rolemdrkcial
Structure , International Monetary Fund Working Paper WP208/, Washington DC

Tsatsaronis, Kostas and Haibin Zhu. 2004. “Wha¢é3rHousing Price Dynamics;
Cross-Country Evidence’in: BIS Quarterly ReviewBank of International Settlements.

World Bank. 2005Program Document for a Proposed Programmatic Laan f
Sustainable and Equitable Growth: Housing SectdoRe. Washington DC: The World
Bank. Report No. 31756-BR

World Bank. 2009Implementation Completion Report for a Programméaten for
Sustainable and Equitable Growth: Housing SectdoRe. Washington DC: The World
Bank Report. No. 49140-BR






25

Annex A. Basic Data Sheet

Brazil: Programmatic Loan for Sustainable and Ealé Growth: Housing

Sector Reform (Loan 7306)

Key Project Data (amounts in US$ million)

APPRAISAL ACTUAL OR ACTUAL AS% OF

ESTIMATE CURRENT ESTIMATE APPRAISAL ESTIMATE
Total project costs 502.5 502.5 100
Loan amount 502.5 502.5 100
Cofinancing - - -
Cancellation - - -
Cumulative Estimated and Actual Disbursements

FYO06
Appraisal estimate (US$M) 502.5
Actual (US$M) 502.5
Actual as % of appraisal 100.0
Date of final disbursement: May 9, 2006
Project Dates
ORIGINAL ACTUAL

Negotiations - 04/13/2005
Board approval 06/14/2005 06/14/2005
Signing 04/11/2006 04/11/2006
Effectiveness 05/09/2006 05/09/2006
Closing date 06/30/2006 06/30/2006
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Staff Inputs (staff weeks)

Staff Weeks USD Thousands
(including travel and
consultant costs)

Lending
FYO03 5 104.73
FY04 - 0.24
FY05 26 252.41
Total 31 357.11
Supervision

FY06 13 143.48
FY07 1 41.44
Total 14 184.92

Mission Data

Name Title Unit

Lending/Supervision/ ICR Maria Emilia Freire Regional Adviser (Task Manager) LCR

Loic Chiquier Lead Financial Officer GCMNB
Dean A. Cira Senior Urban Specialist EASVS
Ivo G.P. Imparato  Senior Urban Specialist LCSuw
Pedro Olinto Senior Economist DECVP

David N. Sislen Sector Leader LCSSD
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Annex C. Borrower Comments

ZE-DR-TON1T4D ; 2 40

. B.L.'a.s[]lx {DF), Fone 28, 2010

FAX MESSAGE

T - Manilka Wuppi
Manager
Sector Evuluntives Division
Indq}a‘nda‘nf Foraluation G'mnp J:“'ﬂ'l'ﬂ. Ban I:}
Fax n. {(+1 202) 522 3123

TROM : Mareas Dexerra Abbott Galviio
Eecretary for Internaticnals Affairs
Binistry of Finanee of Brazil
Fax n. (+55 61} 3412.1722

M. of pages: 21  {including this)
Lo cuse of Lad ransmission, please contack (55 61) 3412-2231 / 3412-2256 or send o message to
{arturdacerda@insenda. gov. br}

¢ attached comments oo the drall Project Perlvrzsamey Asscssmcal Repocd regacrding
the Programmatic Loan for Sustainable and Eguitable Growibh: Howsing Secior Befeom

g
ﬂ( E-._ Ld.ggmhﬂii
ks GE muuurrﬂ"'""'
Winiatre g Fendt
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26-03-10:171:40 H #

MINISTERIC I1A FAZENTA
Seoretaria de Acoanisd Tndernacionais
Fsplanads dos Ministédos, BL P - 2% andar - TO048-800 - Brasilia <DF
Tel: (61 2412-2202 - Fax; {613 312-1722

Oficie of 962010 — SATN/MT
DBrasilia, 28 dc junha d¢ 2010.

A Senhora

Icnika Fuppd, Manager

Sector Evaluation Divisicn
Independent Evaluation Group
1818 H Stroct W

Washingros 13,0, 20433 - TI.5.A.

Aggunte: Empréstimo Programético para o Degenvolvimaenta Hquitalive e Sustentivel — Banco
Wundial - Empréstimes Nos. 7306-BR - Relatirio de Dezempenho do Projeto

Prezada Senhora,

1 De crdem do Secrotiric de Assuntos Inlemacionais, Embaixador Marcos Bezera
Abbont Galvip, dovolve s Voisa Senhora o documento intrulado  “FProjece-Ferformance
Assessment Reporr = Brazif — Programeanc lear for Susteinable ard Eyeitable Growth:
Huteving Sector Reform (Loon-7304)", eliborado pele Independen: Eveluation Group (IEG),
recehide por esta Secrelaria de Assuntos Internacionais por intermédio de sew oficio de {2 do
Junbe de 2010,

z A prophsite, cuppre me informar que o documento fird ahjern de andlisc por diversas
érglos e entidades da Administragie Pdblica Faderal, responsivels polas questfes referentes 4
politica habitacional do Pais,

3 Az andliscs identificeram inceorvegdes, bem como aprescentaram diverpincias de
julgamento em relagho o alguns ospectos do textn. Assim, estamos encaminhande, em anexo, as
ohservagBes ¢ 08 comentdrios dos d1g@oa que participaram do exsme do decumento, com a2
solicltagko do Governo Biasileire de sgjam incorporades ap relatério final de TEG.

4 Aproveily a oportonida

para manifestar meus protestas de estima & consideragio
com que me subsoeve, CQ

Alenciosamente,

b
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ANEXO AOQ OFICIO n® 96/2010 — SATN/F

Comentirios se decuments intitulade “Project-Performanee Assessment Report —
Brazil — Prograwunatic Loean for Susiainable oid Equiteble Growth: Housing Secior
Reform (Doan-7308)™

Ministério das Cidades

L. Scpundo o documentos supracitade, o resultade global do projeto Toi considerada
moderadamente satsfalone. O projete alcangou relevantes objetivos, no oue dig respeitn an
aumecntn do acessn das camadas smais pabres da populacfis b hoabitacio: ae fortalecimentc das
politicas e das instiigles do setor; @ i expensio dos recursos disponiveis para financiamenrn
hahitacinnal.

O relatdnie considera qus, emboma o Programa Minha Cass Minha Vida — PMOMY reprozents
uma evplueds, nioe houve um auments significativo do mercado de fnanciamento habitacional
para as faivas de renda mads baixas, peis o cresciments das operaghies nestes nichos esti limitadn
20 FOTS e BRPE. [(favar var aomsmtirios da CATNA)

Importante rossalter gue o Goveme Federal amplioo muite o stimere de operagBes pera a
populacio de baixa renda, especialmente no dmbito do PMCMMVY: o3 Anenciamentos imabilidrios
neste segmento, scbrotude com recuraps da FGGTS, tem crescide substanciaimente an longo dos
anos.

Cabe destacer, que dos ES 34 bilhSes previstes para o PMCKY, EE 14 billoes (41%) s3o
franzfegides do Crgamanta Garal da Unifn ({H317) para o Fundo de Arrendamento Residencial
(FAR), destinados exclusivamnente para as familias com renda de awe 2 sald—os minimos.

0 PMCMWMY implementoun uma reforma significativa no modelo de subsidios so introduzir
subsidics fixes @ oo estabelecer linha de corts por faixa de reada para acesso a financiamento de
lonee prazp, promovende com k80 wm aumento sigmificative nos montentes individuas, bem
enmo no volume total de recursos dirccicnecos @ subsidies. O wolume totsl de recurzos
desticados & subzidios cormetponds £ RS 26 balhdes para constriesia de moradias,

O Programa inova também, ao promover a2 arficulagio eotre os recursos do Oreamento Geral da
Tnife & do Fundo dc Farande do tempo de Servige —~ FGTS. O objetive maior das paliticas
hebiterionais de combater o déficit habitacional levau o um desenho de Progrema que concentoa
0% pEerens no wlendimenlo dag Sniliag eom renda de ate BRE 130900 O programa tamibém
prevé incentivos para familiss com renda até RS 2.790,00.

Uma das grandes conguiztas do PROMWY fol o cresciments das contratacdes pa faixs de renda
zté 6 S, z0b todos oe aspectos gque ee coneiders, fanto em gquanddade de operagoes (valores
abealutes o relativos) quante po valer witbrio dos financiamentas concedidos. Mestno
desconciderando as operagdea de O a 3 Skl com tecursos do OGUFAR 207,684 urnidades, e
levando em conto soments a3 gneraches de finenciamenio com recurscs do FGTE, 150500
unidades, as contratagfos per faina de renda, neste primeive ano de Programe, completados no
final do més de abrnl, mostrwm avangos tnportanies em relagie an ano de 2008, Houve
signifieativa elevagdo, an Ambite pacional, das contretaghca na faixa até § Shd, de 76% para
S5%, sendo que a maior contribuigdo para csta reversdo acontecsy, pare reforgar & conguista, na
sepifc Sudeste, o malor déficit wbane dv pals, que passcu de 67% de contratagfies na fajxa até &
Ehd pars 92% (23pp).
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(Oushrada por faixa de renda, esse aumento das conlralacdes no pais foi de 25% pera 37%
(12pp), na fixa da rends até 3 Sh, e de 51% para S8% (Tpp), pa faixa de renda de 3 a 6 SW,
com redagio do 24%, para 5 % (1%pp), na ferxa acima dz2 & S, A mesma melhorz foi observada
ern todag ag repibes do paig, com reducdes drasticas na participacio dag contratagles na faixa de
renda acima de 6 SM no total das contratagfes = crescimentos importantes das contratagdes na
faiza de renda sté 3 S0, com destaque para 4 regiflo Sul, que tewe crescimento de 17 pontos
percentunis negta faixa pessande de 20% para 37%, o com tessalvas para os estades da regisio
Morte, eomo um fods, onde, embord som aumente progreasivo da ritme ds crescimento, ainda &
pequens ¢ nUmMoro do contratagbes com rocursos do FG TS, especialmente na faixa de meoda de
& 3 M, um poues em congeqiéncia do desempenhe do PAR, nesm mesma faixa. As repides
Wordeste ¢ Centro Oeste exipem uma andlise meis sprofundads, em fungdo da concentrigda
nestas regidcs, no ano de 2008, de oporagdes na faixe de ronda até 1 3, referente as operagdos
caucionades som rocursog do FGTS, gue ndo podem ser compamadas com of findncidmsnlos
GOV EICLOTNELS.

Mog estudos da repido NE, que sunesiiram o8 mnaicres dEficits do pals, se desconsideranmos nas
covtratagdes de 2008 os mimercs das operegfes caucicnadas por seremn gperages a fundo
perdido, yue se asswuellam oais a0 Programa dz 0 a3 Sk, uvamos crescimento nes 0piragivs
na faixa até 3 Shi, semelhantes aes da tegie sul, 17 ponlos perveatusis, sendo hojs o maior
percenmmal de aendimento na faixa até 3 5M, com 473, A regifo Centro Owste fol a manoes
impacada, no que diz respeito 2 mudsnga de perfil was coubistacdes, sinda assim com
crescimento de 84% para 26% (12pp) das contratagdess na faixa atée 6 SM, (odavia com
decréscime na fziza até 3 SM, de 46% para 43% {3pp). Mo entante, & importante gue se regisine
o5 avaneo: obtidos tarmbém nesta regifio, pois eles s3o grandes o fbixe enre 3 & ¢ 30 onde
todos os estadoy crageeram, & DF cresceu de 20% parn 62%, o MT de 18% pora 34% ¢ o M3 de
£8% para 52% ¢ nada desprezivels pa faixa até 2 SM, se iguslmente, desconsiderarmes nas
contratagdes de ZO0% oF mimeros das operagics canclonaras, nos estados de MS = MT, onde
chegou, naquele mo, a 67% das conlratagdes, distorcendo os mimeros do periode. Apartadas
eitas contratigfes o crescimento nesta taixa tol ambém importante sendo que o IF arescew de
4%, para 14% o nestes duis esludos, desconsidaradas a5 mencionadas operagdes, o creschmenta
foi bastante expressivod, "T de 10% para 40% ¢ MBS de 23% para 321%.

%e consideranmos todas as operagfes do PMCMY, incluindo as operagdes do Programs de 0 5 3
%M, a expansio das operagies nas fRixes de rends meis baixa fica sinda mais evidenciada. As
operagdes com Pessoa Fisica na faixa de ronda de 0 a 3 SM reprosentevorn, em 31713/2000,
77,6% das contratacdes; =5 operaces ma fdwa de 3 2 6 SM, 20,2% e na faixa achima de 6 504
2,2%, com uma convergéncia sipmificetiva em rcagdo ao déficit o que rovela o extremo dleance
social do progrema € oF seus efitos nas demais operages do FGTS, O Quadro V', gbaizo, traz
ume siatess da evelusie da distobuisdo relaliva das contratagocs @ do déficit, por famxa darenda,

CIUA'DRG Tr' Con&n@esgﬂrﬁm de Renda (porceniund)l i

| | : is S]ﬁM”MlTna e 6,.-SM. E
i ol L ]

'l-GlS " 2008 wa g ki

novtet 1] ﬁ‘| l| i

FOTS 1000 {56 foves) ]

PRICTHY (=26 FGETS) 'El e b

RRCMY Iz.::{, T [

(FCTSFAR) il i g

P Inoluindo oz oporagies caucionadas.

“10:11:40 ; &
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[DEmclf Trhane |7 [ %95 . . [& - [Z80 p O HITTESDIE ]
Fonte: CAIXASSUHAR = Fundacdo Jodo Pinkeiro

Mo que ge refiore ao sspecto qualitative das intervencies, duas cengideracdes 350 Imporantes, &
primeira delas diz respeits ae valer do finpaciamento unitirio concedido o qual, por conta de
side de medidas introduzidas pelo ZRCMVZ, foi sipnificativamente nsrsmeniado  com
crescimento meédio supericr o 45%, na fzixa subsidiada. Qs crescimentos maie expreseivos
ocorreren na faixa entma 1 @ 3 50, enteriormente praticamente alijades do procssso de oréditc
habiraconal, o qua for com goe a faize de renda entre 2 ¢ 3 EM passasse de winn representagde
de 13% para 30% do total de fAinancimmentos consedidos no pais eem reoursos do FGTE ¢ sende
superivr o 40% wm opolankes woidades da fisdoragip. Tais incrementos, somados aos sabsdios
conesdidos para complementar & capacidade de papamenio, cuntnbucm significativanents para
a melhore o produle acessade ¢ do ateodimgine ds oecessidades dos beneficldmios. A segunda
consideragie 2¢ refore cxatamnentc a0 produte acessado, tambdém neste aspecto foram grandes oz
avangos do Programe wms vez que o finamciamente se destina 4 aguisigio de um imdvel novo,
[Prone ou em construpis, com especificagdes minimas definicdas, enquanta nos anos anteriores
parcela representativa dos financismentos concedidos destinava-se a agquisigio de imdwos
ugidos on e agumacis de matedal de consirupie. Finglments, quanto & diswibuigio des
contratagdes, o Programa prioriza s rogidoy metropobtenes, omle se concentra hoje 35% do
déficit habitacional urbane de pals. ¢ cad com 42% das sues intervenpbes nestas rogifies, secde
20% nas cupitais.

2. O relatério criica & nie dimeminegdo e falta de clareza sobre o PLANHAR. Mas
estabelecs um prazo indicade pelo MCidades para publicagio até junho de 2010,

Embora o relatdtio crifigue uma pequena divoalgagic ¢ disscminagds do Plantlab, & idealivachc
do PlanHab - foi parte de um pracesso de planejamerto que teve Infelo om 2007, se estenden por
todn o exercicio de 28, sendo apresentads 2o Consclhe das Cidades gm dezembro/2008,

A elaboragio de um plano nacional paticipativo num pais com a dimensio € complexidade do
Brasil foi e & wn grande desefio metodeldgico, O Flano Nacional de HMabitacfo enffenton este
questio, buscande garembr gue um instrumento estratégico de plengjamenic nedonel -
wedicionalmente farmulado de maneira tecnoburocrdticn, pam oic dizer wutoritdts - pudesse
incorporar todas as visdes proscntes da socledade brasileira sobrz a questio habitacional: &
diversidade regionsl, 2 visio diferenciada de todos 0a segmertos sociais & o3 variados olhares
TECNiCos QUE O et perrnite.

Ao mesma tempo, reservou papel destacado para as instineias institucionais de controle socizl ¢
participacio: o Conselho des Cidades - Coneidades, o Consclho Curador do FGTS & o Comsetho
Greztor do Fundo de Habitagio de Interese Social - FNHIS,

{1 PlanHah foi concluido @ apresentads em dezembro de 2308, A partir de entéo, fod amplamente
diviigade e disseminado em diversos eventos piblicos, como e 3° Conferéncia das Cidades, nas
oficinas do PLHIS (traradas no iem 14 do pressnte documento), no sitio do Ministério das
Cidades, e diversss apresentagdas roalizadss por téonicos da Secretaria Nacional de Habitacto

* Altm de uosmsnne do valos ool & wnitirio dos nebsidios diretes (complemente do fipanciamentn) & indinelos (a0
tany o jurew) eoncedides, o Progmma implementeu medidee Inportantes pame melborar as condigbes do
firmncismentn & conseqisntemente o sapasidade do pagnmeentn dns familin, @is como a cedugfio dos juros de
finmocinmento, isencie ou ampliagio dos fobxas de sondn aksidindns, redughio dos prémic: menesiz de seguros

devidos.
F]
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am feiras, semindrios, debates, reunifes, com destague para & divulgeeiio no V Férum Urbano
®undial que acontecen em margo, no Bio de Taneiro, @ na 4* Conferéneia das Cidadas.

O PYACHY ee conetituiu em um importante impules 3 implementagio do FlanHab alinhando oz
voneeitos & wglies do plano, ne medids em gue: i} awpenta significolivamente 0f recursos
gonvernamentais destinados 4 Area habitacionsl; i) proriza o atendimento A familias de maiz
baixa ramdp; 1) propde a difarcaciagio de traternanto dor grupos de Tamilia sonforme a renda;
iv)] estabelece uwm moree porm o consolidagic de umo polition de subsidics imtegradas 3
Onansipmcnte; +) instinnd wm mares repulasirio pam a repuolarieacio fundides de dreas ocupades;
vi) redus s taxes de juros pam ficonciemento hobitacional; vi) artficuln investimentos de foave
de recurses © osfoms de governo; ¢ vinl) ena cstimulos & expansdio do mercado privedo para
populagdo d= baixa renda, d

A, Em relagio ao SWHIS-FHHIS. ha afirmagio de que este fid “ofuscado™ pelo Mrograma do
Acelergio do Crsscimuntu - PAC o pule Pregrama hMinha Caze Minha Vida — PRCHY.

O Sistema Maoclonmal de Habitagho de Tnteresre Social (SNHIS) passa por wn processo de
foraleciments com a emplisgio da adesio des entes fedemlivos, gue criaram Congellio, Fonda e
Flana de HabitagSo de Interczse Social pam wer apesso aow Tecursos do Funde Nacioos] de
Huobitugic de Interesse Socdal (FNHIS),

Impertanee destacar que o FIHIS passou a integrar o PAC, s partit de 2007, come eixo
fundamental no financiamente da politica habitacional, tendo garantde recorsos da ordsm de 1
RilhEo de rears por and.

4, O relathrio atirma, ainda, que o FWNHIS & gerenciado pela Ceixa Econdimica Federsl
Entretante, & lei 11.124/2005, que estzbelecc o FNHIS =finma quec & Caixa Hgura como merd
“fAgentz Operador” do sistema.

Hi uma substancial diferengs entre a3 dods papéis.

0 Minierério das Cidades come pestor do FMIIS ¢ responsfvel pela execugio das politicas
habitacionais direcionadas & populagio de menor rends, nclumnds 3 coord:nacie das agdes do
Sisterna Warional de Habitaghio de Interesse Social, hem como a definigin de diretrizes,
priogidades, esmatépias o instnunentos para a implementagio du Politica Nacioonal de Habitagin e
o3 Programes ce Habitagio de Interesse Social,

Enguante agente operador, a CEF & responsdvel pela operacionalizaglio do  sistema,
implementando os procedimentos operasionals necessdrios & splicacdo dos recursos do FMHIS,
com base nas normes & divetrizes elaboradas pele Conselho Gestor @ pelo Ministérie das
Cidades. bem como ger depositirio dos recursos do FWHIS, realizende as devidas prestagdies de
COTItas.

3. Finalments, ha menedn, na pagina 17, de gue o DFL visgva o fortalecimento do FSH, Na
verdade o que estava na mawiz ara um objetivo de hammonizagio geral de subsidios o alocacho
orpamentitia mais consistente para o PSEHL

Isso nootre pargne o PSH arn min dos programas ativos a época. Atalmente, pode-se dizer que o
FICK promove esta harmomizagho de uma certa forma, e recursos orgamentdrios foram
significativaments slocados sim para subsidics 3 habitacio, mas via MOV & nis PSIL

B € TAL fol criticado pela sva enhutilizacdo, alids citando além do MCidadss, também a
Caixa pels falta de aproveitamense da oportunidads desta assisténcia tésnics,
5
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D Projetn de Assistdneia Téonica o Seter Habitecional, denominade TAL HABITACAD, fol
concebido ¢ iniciade om um momente que coadunou com 2 discussdo dos principais diretrizes
que tnvelvian o Flano Macional de Habitagie — PlantHab. O plano tem herzonte tomporal de 135
anoe & determinon uma nova agends de disoussBes e demandes por estudes relactonodos &
temsica habitacional.

A implememtagio de Planal fod complexe o for parte de wm processo de planojamentn que teve
inicioe em 2007, sz sstenden por todo o exercicio de 2008, sendo apresentado ac Conselho das
Cidade: om dezembra/2008. Tesse nove sontextd, alpumas dag conratagdes pravistas i época da
asginalura de Empréstime tornaram-se inadaquadas extemporiness acs objetivos da 31WH,

Por esge modvo, houve a necessidade da adequagio do slanejamento do Projete € alinhar ap
momnento sal do sctor habitacional.

Importante salienfar que a gestac o enecugio do Projoto TAL ¢ do Ministério das Cldades, nio
estando 2 Caxe envelvids &m sua sxeomeao.

7. Mo tem de matms do (3P snde estava previsto um pregrama ample de capacitagao dos
municipios, com ool Kits, programas de treinamento e PLHIS terminados. A critica & o papel
dos cstados ¢ municipios ne fmbite do arcabougo institucional de habitagin & desenvolvimento
urbana permanecs inalterado.

Entretanto, &o longo dos anos de 2008, 2009 e 2010 estio ocomendo diversos qursos & distincia,
com a Tnalidade de capacitar forcioninoes publicos da éree habitaciona] de estades e
Wunicipios, com o intuito de aumentar as capacidades admimistrativas destes entes na drca
Jabitacional,

Em 2008, foi realizado o chemade EAD Urkanizocio de Favelas (capacitazio i distincla pera
realizachio de intervencies integradaz em assentamentos precérios), realizeds pela Alianga de
(Cidades, em nparcerin com o Ministéro des Cidades,. e conteu com mais de 300 alunos
conchrintes, :

Mo ano de 2008, por sus vez, forgm realizsadas duas edigfies de curse 3 distineia pera capacitagio
destes thonicos A elaboragEo de planos de habitagio de mteresse social. Eate curso totalizon, em
duzs edigfes, abrangendo wm piblico alve de mais de 4.000 téenmicos, sende gue guage Z.000
deztes concluirem o surso, com o recebimento de certificados.

0 curse foi devidamente avelisde peles clunos da forma pogitive e o material didities produzids
para o mesmo chcontra-se disponivel no sitio do Ministério das Cidades, com o intwito de figurar
semg puia 4 elaboracdc dos aludides planos.

Finsluente, ew 2010, fi enceuadu om 22062010 une sepunda edigio do curso EAD
rhanizacio de Favelas, com mais de BOO alunos 2 o mwence iodice de evasio <nire as
cupaviloydes niuistradas pelo Miniséiu Jas Cidades, fol conriderade um sucesso pelos
participanics.

Ainda em 2010, @ SMH promoverd um curse & distancia, pas 2 000 tdenicos, com o intin de
capacitd-los pasa realizacio de webalho social em assentimentos precirios. Este eurso iniciard oo
més de julho s esta com inscripges abertas aré 1170772010

Além de todes o5 capacitagSes, & distineia, malizedas com recursos do TAL HAEI'IA*;F.D. o
, DICT - Departamento de Desenvalvimento Institbcional e Cooperagio  Téouica’SMIL,
G
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promovel, 9o loage do ano de 2009, diversas capacitacdes presendiaig, Thestague ie oficimas
esraduais de PLHIS.

Realizadas cm parceria com a CADA © com os governos estaduais, as oficinag presencisiz de
PLHIS atingiram maiz de 700 municipioa ¢ capacitaram um total de 2.18% pessoas.

As oficinas tivaraen come piblico alve os agentes socisis direternente envolvidos no elaboragde,
scompanhaments ou avaliagio doa FLHIS, priorizou-sc a participegio doa:

tfenicus moudcipals redponsdvess pola ciceugdo do contrato junto & CATXA efon de sen
substititn imediamo.

« raprosentantss e téonicos dos governos cstaduais que atnam no seter habiracional efou do
desenvolvimente urhano, responsiveis pele descovolvimento do Flano Estadual de
Habtacdo,

e técnizos da CAIMA (representantes das GIDURs cu REDURS) tesponsévets pele andlise
dos Termos de Referéncia e produtes dos PLIIS. ¢

ApeTites sociads responsdveis pelo contrele spcial dos FLHIS, preferencialments membros dos
Conzclhes Gesrores dos Fundoa de Habitagdr de Interesse Social.
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Mhindstério da Fazenda

Secrutucii do Teyovro Macionel (STN}

Relwdriv: “Ore is thai the rerbank rare cannot fall befow the trerest patd or Srasil's widely
wred savings aocownts, Mistorfeally ser @t & percem: per anpum (plur an adiusiment for infoifon™
(Sumunery, Pégme ix, 4° Paragrafa, 2" Linha},

Comentirio: “A Taxa de ReferSncia (TR) 0o pode ser entendida coma correqdo da iaflagde.”

Relathrip: “Exvessive bureaucracy discouraged large-scale operators, PSR v on-hold af this
wilting, having, among other things, beer wpstaged by Minka Cesw, Minka Vida, Up-fronr
subsidier were provided with FGTF lerding for the fivst time, although this meant borrowers
receiving o dowhie subsidy—the lanp sum and the belovw-mavke! nteres?.” (Sunmary, Pégina =i,
5" Pardprato, 6" Linha).

Comentirio: “Discordamos da afitmacio de que o PEI “ndio decolow” em razio da excessiva
buarocracia. Os recursos destinados ao Poograma foram totalmente vtilizados. Noves operagles
niio foram realizadas, poiz sua sisrematica fol incorporada sp FMCKY."

Relaidrin: “The neeation design itvell eerned mised reviews in Brasil, even though the
Operation did hring together these various parifes, with the Berk peting as honest broker among
them. Ar Dorrower, the Mirirery af Finanee valued the flexihiline and ownrership I conferred, A5
implamenting agencies, the Ministry of Cities and the principal stere hark, the Cgixe Econdmica
Federal (CEF) lamented imeurring cosls lo executa the project while receiving no reimbursoiet
Fom it as the Operetion design intended of course. Neither the Ministry of Cities nor CEF
made much wie af funding available through the parallel Techaicel dssistance Profect,
kewever”. (Summary, Paginag x, 2° Parbgado Ma Inlegra)

=, oeed CEF, fenhuririously pursued Operation-zndorsed actions af their own expense—for whick
they recedved no refmbursemend”, {Summmary, Piging zii, 2" Parigrafo, 16" Linho)

Comentiria: "o temos conhecimento da execugin de Empréstimo Programitico, referide no
texto come Operagiio. Wo entanto, chamou-nos & atengdo o relato de que a Caixa incoren am
custo: que ainda nio foram ressarcidos. Esse comentirio pode trazer pare a Unifio rsco
ingtitucional, em virtude do hipotético nfie cumprimento de contratos.”

Scerctaria de Politien Econdmize (SPE)

A Secretadz de Politics Econdmics, do Ministéric da Fazenda, salicita as sepuintes altaracfes
me icxte da mimatn do relatéelo (cédige do editor de texto: (i) tachade indica exclueSo e (i)
sublinhada, inclusic de exto).

g)  Em: “Summary™
8.1 — pdgina xi
Sugestio de redaglo;
With & solid legal framework in olace, scouritization of housing lewns ok a Hnoer
institational footing in Brazil, with new businesses in S¥o Paulo tundling loens und
trading mongage-backed seoumities called Certificados de Recablvelr Jmaebifidrios in
B
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Brazil, Af this writing, the sale of these Certificades has lapsed in Brazll as has the
trading of gach securities worldwide following the sub-prime landing cisis in the TS

‘The private sectar share of housing fAnance has reneined constart and is undikely to
teke off before intorest rates are normalized in Brazil's fiaancial markets. Privare banks
complein that they esnmes have difficult to access oxisting FGTS funding, as they are
entiled 1o, because of eacessive bursnucrooy et leaves CEF 1o dorinate the nse FGTS
funds, These banks also argoe that the small spreads allowed make FGTS lending
unprofitable for them.

Comprehensive reform of housing finance in Brazil remains hostege w0 the country’s
high interest rate regime, something likely to change oalv over the longer-tenn. Intcrest
rates did fall over the Z004-Z009 period, bul sull remain estreesdinardy high by
internaticnal standarcs, This makes free-market-driven housing finance a far reality
wantferdable, loaving the ficld to the SBPE-FGTE windows.

A" tha anrme nonunt nf -he salos Tea 1.a.d in il ever the w:z.r of

20046,

8.2 —pigina xii

Supgesi¥o de Radagio:

The Overall Guicome ol the project s rated modoraiely sodisfuctory. TL achisved its
relevant objectives, helping g increase scosss by the poor o howsing, siceupthening
polizy @nd ingtmurtions and expanding housing finances. albeit with moderats
shortcornings. These included scant evidenes of 2 down-marke; shift of houging fnance,
little lasting impact on subsidics, and no evidemes of reduced costs of urban land
provision. Lhe Risk to Development Cutcome is rated moderode. Govérmunent
commatment to the Operation-supported wnprovemsnts 15 unlilesly to waver, Buot
posyible impocls  reul estate bubbles, for instance—nf rapid expansion of housing
iinance vpon the meal supply and demand Sor housing were Jefi-ousof-the—seepe—of
Opeases minimized inte the scope of the Operation. Bank Performuanes is matad
meoderarely smigfoctory. The project was prepared with care except for MS&E that was
given eursory treatment ardd JAiled. Except for actons to lower the costs of whan land
delivery, the project was well designed to achieve tha relevant oljectives. Boarrower
Performance is rated sedsfactsry. The Govemment was commutted to improving the
Heusing Fhanee System, while placing housing ceoter stege of ils two fupship
programs, the FAC and the Minhe Case, Mirha Pida, Thase agencies responsible for
implementation, the Ministry of Cities and CEF, industiously pursued Operation-
endorsad actions at their own expense—for which they received no reimbursement.

B} Em;*l. The Meed for Housing Feform in Brazl.”

] —piging 2
Sapestio de Ralsgio:
1.3 Mobilizing funding for the construction and purchase of the quantity and quality of
housing wnits aeeded {s among the challengss facing the further reduction wnd eventual
elimination of this deficit Tn Brazdl, raising the necessary fonds directly in unfettercd
lecal financial markets would only lead to unaffordehlz lending. Interest raes in Brazil
arc the highest reparted in the world, multples of those in eompareble states (Table
1.1} If one would exist camying Bromil's 44.7 percent per ammvam imterest rate, for
instance, 2 hypethetical |3 year mortgage loan of LVS5150,000 would requize a monthiy
repayment of U5$5,500" —affordable cnly by houselwolds in the tap fow pereemtilss of
the income distibuticn—clearly not a feasible solution. Large spreads between deposit
and leading rates add o the high intorest rates on loans. Benril's spresds wera-—the

£
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Banco Central do Brasil

{3 Baneo Cantral do Brasil solicita a2 sepuintes alteragdes no tectto de minuta do ralatdrio:

.

I

Na Lista de Abreviagdes e Acrduimes, pagina I, incluir “BACEN — Baneo Central do
Brasil (Central Bank of Brazil)™

Mo pardgrafo 4.7, substituis “...to RS 71,766 in 2008 por “...to RE 71,786 in 20057

Mo pardgrafo 4.7, substibmr " inereased frormn 18,5 percent of 257 peccent. .. pog
*"...increased from 18.5 percent to 25.7 percent..

o pardgrafe 4.7, substindr “These nearly quintupled berween 2004 and 2008 por
“These nealy gquadroplhd between 2004 and 20097

o pardgrafo 4 9, subsdir “Outstanding mortgage debt increassd by 46 percent aver
the 20042008 period.,.™ por “Oustanding mortgage dshl incressed by 46 percent, In
real terms, over 2004-200% period. ..

Mo pardprafo 4,10, substituir “nearly 50 percent myore savings in resl torms duting
Z004=-Z0UE™ por “nearly 50 poroent more gavings 1o rewl leros donng 2008-20057

L]
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22-06-120 71040 i # 137

Caixa Feondmica Federal

Amanta Opsrador do FLCTS

'« 1 mercado de financiaments imobilidno = o 8FH

Afirmaghio do relatédo: O mercedo de [noeciamente imobiliirie bragileiro & excesaivaments
dependente do SFEL que é ume aclugle que existe hi mais de 57 anos. Comnoe nas owres edigios
deste relatdrio, & dita que o financipmente imebilifto deve ser deixado 2 cargo do livre mercade.
Forém, isto somentc seord possivel quende as taxes do jurgs no Brasmil baixarem @ niveds tdoa
pumno goeildviis, pois ainda 3o nouito altes se comparadas ds taxas de oulres palscs.

Cuntu-Fonte: O SFH wm v ubjelivo justamouts de viebilizar aos mutuitios empréstimos com
taxas de juros diferenciadas como fomma, inclusive, de tazer para baxe s teXos de juros
praticadas pele mercado, © SFH fhi eriado come wn mecanisma de vidhilizeclo de mordia
digna ae tabalhador e, come o proprio relatirio cila, sua tendéncia & de, ao longo do tempo,
propiciar haixa sustentivel da taxa de jurcs do crédito lmobilidto, o que, indlusive, tan side
wert Doado pos Allinos anos,

2- O mercado de tinanciamento para tamiliss de baixa-renda

Afirmacio do relatdrio: Nao ha cvidéneias de que o5 fAnanciamentos imobilidrios direcionadas a
familias de baita renca ieaham awmentado significativaments nos dlimes anos, mesma o8
concedidos emm recursos do SPBE e do FGTS. O relatério afivnou que soliciton infonmaghes a
esse respeite, mas que hio as conscEwil,

Contra-Ponte: Os fnanciamentos imobiliitos feftes pars famflias de baixa renda. sobretndo com
tecursos do FOTS, tern crescide schstincialments ao longo dos anos, A varagio do wvaler de
financiament amwal concedido com recurses da FGTS eo petiods de 2004 & 2009, por exemplo,
i de mais de 553%. O aumento de velume desconto amal concedido, no mesme perdado, foi do
mais de 700% & o valor médio dos fnanciamentos sregcen em mais do 409%. comoe demonstrado
& RS

? Evolugiio nos valores contratadaes

Por ane de contraingsin
Valores con RS 10D

Ano | Deconts S ¥F U Vnlor Médin

2004 364.617.657,26 246412678078 11.553 328

2005 1.006.901.373,86  176,15%| 4.175.226.925,71 | £2.60% | 1402717

2006|1817 R4T.ATS35 . 43,520 | 5.404.835.360,38 | I8.533¢ | 1407837

2007

)

1.yv1.7345317.43 | -1,12%| 555161876443 272%|20.288,52

2008 11.346.597.621,11 | -2400% | 2.670.167.827.22 | 56,173 |37.541,32

2009 | 2.920.202.476,50 | 116,86% | 15.625.540.862.97  5720% 472721
200402009 700,89% | 553123 [ 409,16%

12
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3- O Diupla subsidie g Frmilize da baiea renda

Alonacie co relaldo: O SFE concede duple subsidio aos mutuinos, mne vez gue a5 faxas de
juroe eetfo ebaixe do mercado e ainda hd oz subsidios diretos que =30 concedidos.

Contra Ponta: 08 subsidios diretos sfc coneedidos apenas ase mutugros que spresentam
caracter{sticnsz cspecificas, relativamente & rendos fomilior & copocidode de pogomecnto. Sic
trahalbadores que, mesno eom a5 axas do jure: abaixe do nivel de mereade, nie conscguiriam
obter o financimmenta se nds tivessem teedso oo subsidio.

& O awnsnlo do subsllio dicete e o mercado de financismento para o baixa renda

Alpnaeie de releldne: O suscot vailvado wa concessfo do subsidios dirctos nio pode ser
tomedo coma evidéncia de que o mercado de finsncismento imebilifino passoe a colTir com
mais abrangéncia a populacio de baixa rands.

Conra-Fonts: © aumencs da concess¥o de subsidies dirctos & prowve imeguivoss de gue &
gquentidede de [nancimmentos imebiliados para a populagio deo bajxe rende cresceu
subsancielmenta, Tspoe sa deu porque, com o subsidio, meis familias de balxs rends passaram &
ter acesgo ao financiamento imobiligro.

5=} 5FH ¢ a eformae do setor hebiacional do Brasil

Afitmacio do telatorie; U emprestono fxto pelo Banco hMundial tivhe objotives maiz modestos
do que fnmelar uma refbrma no setor hebitacional ne Brasil, embora o diule do empreéstdme
levasse a essa conclusio, Uma profunds & abrangente reforma de setor habitacions] no Bragil &
extremnante necessina ne médis e loapge prazo, ¢ o SFH terd wm importante papel nessa tarefa,
sobretudo nos préximeor anes, embora o mercado imabillrio deva ser deixado ao capital privedo
¢om, mais intensidade futuramente. ’

Coptra-Popio: Concordamos que o3 recursos de FGTE ¢ do SRPE tém um importante papel ne
sefor habitacional, porém a5 polificas governamentais parn indugio do wrddio & populagio de
baixa renda 380 também fundamentais ao seror,

f- A CALXA coma Agente Cperador do FGTS € o “ndo acesso™ dos bancos privadoa aos
recursos do FOTE

Afrmazio do relatdrio: A CATHA, ne condigio de Agente Opecador do FGTS, nfo tem interesse
em Tacilitar © acessa de putros egontes Ansnoeiros sos recursos do FGTS, 18 que ela também ¢
urm agente fnancelts & 05 tisoos de mma cventus) inadimpléneia de cubrog apentes fnanceiros,
perante ¢ FGTS, & da CAINA. Alfm disso, o processemento das informagbes junte an FGTS,
provenicobes de um financiamento feito em owtro agente financeiro, & buroomitico o 1noreso,

Comentirio: A CATHA, coma Apente Operador do FOTS, ndo tem interesse om dificultar o
acesgn ans recursns do FGTS destinados ao financiameato imobilidde. Ac contrério, & conforme
tem gido redleradyments mfarmadn aa Banen hMondial, 8 CATA tem tomade diversas medidas
para cxccutsr om sua integralidade & com efiziéncia o orgamento do FOU3, ndo obstanie o

| copstagte surmento dos recurses verficado ao longs dos anes. Algwmas daz medidas faram:
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- Armalmente, os agentes financeiros sio formalmente. consultades, pely CADLA | por meio da
publicagdn de Cireular, sobre a infongds de utlizar recursos do FGTS pame financismento
imobilidsio ¢ o montARTe que ferd requerido pars ¢ ANO SeTline. Apenss apds casas
mamifisstagtios o pops oreameontérie do FGTS & claborzda e submetide a0 Congelho Curador do
TGTE;

- O Apente Operader tom com freqiéneia feite reunifes téonices com oz agentss financeiroe para
dirimir dividas e bussar ajustes que sonfibuam para a etimizagio dn otilizacio dos recursos
FGTE por todes. Ma dltima deles, dentre o8 assuntoa discutidos e ajustadoa, destacam-sa:

- 3 repagacs de amorbragies cxtraordindanes, que erd axecutedo am atd 10 dias apds a
amortizagio, passou & scr feito apenas mensalments, por solicitecic dos opentes
Moanueiros, o yue apecfeipoou o provesse operecional;

- O guestionamentoy acerca da e de riseo de crédito, cobrmda dos agentes (nenceioos,
foram esclarecides no sentido de que essa taxa, aprovada pelo Conselhe Curador do
FGTS ¢ aplicada com base cm rating amibuide a cada agente, o constiny mecanismo de
aferigdo, cobranga ¢ provisio do risco de op&dito, B importante salizntar que ssta mxa &
cobrada da prédprie CALKA, quande atua ne papel de agente Airanceiro, & que o tating da
maiorta dos bancos & o minimo previsto na regulamentagio de Conselho Caradar do
FGTS, ou seja, 0,2% ao anc. Por essa razio, 2 referida taxa nfo constitul obsticulo para a
realizacio das operaghas;

- ( limite do spread nas opersgdes com recurzos do FOTS, de RE 10.034,00, existe para
atender 20 objetive do FGTS de focar sua amazSe oa habitagdo de interesse social para
familias de baixa rende. Mesme agsim, 6 tmportante salientar que tal [imite soments &
aplicads 23 operacles eom mutuddos de baixa renda, que tém direito ao desconto do
FGTE. Cuando o mutadrio ndo tom direite ao desconto, tal limite nfo existe.

Cormna tarnbém tem sido informado a0 Banco Mundial, os apantes financeitos tendem & chamar
de “burocracia” a politca de direcionamerta dos recursas do FOTS is camadas de baixa renda.
o efeitn, o Consalhe Curasder do FOTS ¢ o Minisléro das Cidades definem as camadas de
atendiments & 02 objetivos gue devem ser focados pelo FGTS, reladvamente 85 regides onde of
recursos devem ser aplicados, os montantes destinadas a descontor & as quantidades de recursos
correspondentes. Brsas definicBss fazem parte das diretrizes seforiaiz, alinhadas 3 politiza de
Estade paras z habitagie, ¢ tém per objetive garande 2 aplicag@c dos recuwrsos de FOTS
prionlsriomente na camads da populagzdo gee maiz necesgita desses rocursos.

7- Aumento dos financiamentea tmobiliinos ¢ a oferta de unidodes ne mercods
Afirmacio do relatdrio: 4 potcnecinlizagio dos finonoiomentas hakdtosions aos mutudrios & wma
mets @ Ser permanentements pursegaida, pordm deve asompanhar caforgon para superer alguns
gurgalos que ocolcen na ofeta de indveis, o seja, na inddstria da constragio sivil.

Contmu-Ponly: O Progrona Minhe Cusa Minha Vida woaxe incentive & produgio imebiliina pars
2 baixa renda. tante sobre a dtica do empresario de setor como do mutodrie fnal,

o
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28-95-10: 11146

FROMOSTAR TR AT TERACOES NOTEXTO

A) Wa pagina xi do Prefisin, excluir a passagem “Evidence of the down-market maove of housing

finanee intended by the Operation is elusive”, tende em vista as informacBes do item 2 deste
dosusnento & 4 SEpENINTE pazsagem, congtante da pdgina wiid do proprio relativin “Tha Cuerall
Duicone af the prefact (v vetad moderaiely sovisfactory. It achieved its relevanr objectives,
helping to increass access by the poor to housing™ [fmifo nosse);

B} Meosia meemsa pipins, apde s passapem CUnder present macro-sconomic oifcummitanoes,
housing ffrance in Brazil can only grow within the Housing Finence System perameters and the
Sfumding constraines of {5 twe main insirements ", incluin “MNio obatante, o Agente Operocor
CEF nfip fom ¢rpeciativas de que o FGTE venha a tar restrigho de recursos nos Drosimes ks
para aplicar em financiamente imobiliire.™;

C)} Wessa mosma pigng, apds a passagem “Thexe benby olve argue ol e smoll spreads
affowed make FGTY lending unprofiteble for fiem’. nclulr: “Contudo, ¢ Agents Financeima
CEF. rcsponsdvel pela quase tomlidade dos financiamentos imobiliddos concedides cumn
recurses go FOTS, também estd obrigado &2 mesmas regras e limitagBo de spread dos domails
apentes financeirns. Assim, o “dominio” da CLEF no mercado ndc decorre de nenhume posigio
privilegiada em relacie aos demais agentes, mas da sue aglo estratigea de exceuters da polideas
habitacionais do governo federal.™;

1) Ma pégina xiii, exchor 8 expresedo “These inclpded scant evidence gf v down-marker shift of

housing finanee™;

E) Ma paging 10, exeluir a expressio “Or tho other hand, evidence that the poor directly
henefited from the expaniion of mortgage leading during thiz period iz wealk, af iz @ corvineing
demonsiration that housing finance moved owa-markel”, tendo em vista ¢ disposto oo item 2 do
presentes documento;

FiNa pagina 13, exchuir wndo o item 4.13 ¢ anata de redapé 20, em razdo do deseriio no item 2
deste documento.

Apgnte Finangeivo - VIGOY

T P ANNEX 2: MATRIX OF OBRIECTIVES, KEY ACTIONS AND
OUTCOMES - Pdgina 29

1.1 L Improve vegulatory and legal environment for housing Goanes.

Weste item basicamente foram inseridos comentirios sobre of gvancos ohildes em
lermos de mareo regulatdrio, tende side destacacas as Leis 9.514/97 ¢ 10.931/2004 que,
enbre outras inovacdics, introduziram & alienapde fiduciara & regnlamentaram as regras do
incontroverso.

Mo curso des discussdes a respeito do projeto, feod clamunente evidenciado que,
om tormos de marce reguattnio, o meior osco juridico que precisava sor mitipado sotava
relacionade i pulémica eovolvendo a questfo da capitalizagio de jures, em decorréneia
do Diecreto 22 626/33, Bsta questio, inclusive, estd regisirada na pagina 29 - Preparation

13
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IE-CE-TD A : i

of Diraft Project of Law 1o salve legal ambiguity about capitalization of intereets applied
to existing portfolios (ntzrpretation of 1933 law).

Como o Relawtio ndo apressola nenhum comenlaio a respeito da evoluglo deste
Temla, merm 1o ancxo NCm TEmpoucs 0o corpe do documents, passa a impressdo ds gue
niEg¢ ¢ obteve avancoes. No entante, a Lei 1 1877, de U7/07/2010, apresenton impeciantes
EVANGos que, certaments contribuirdo para ¢ miligacie deste que € o maier risco juridico
do crédito imobiliine brazileiro.

Considerando o imporlincie degic toma julgames cportune inserir, em algur
parts do corpo do Relatdrio ou, no proprie anexo, o3 seguintes itens:

“Em termos de melhoria do maveo regulatdvio e mitdgacdo de risco, fbi ediiada
em 07072009, a Lei (0977, gue apresentou imporianres avancos em relocdo go
principal risco furldico associedo go crédito imobifidrio, no case, as controvérsias
relativas d capitalizagdo de juros. Neste contexto, referide lef autorizapdo expressaments
a gapitalizacie mensal dos juras. bem coma regulamentow ay rogros melemdticas o
repemn observadas rnos slstemas de amorfizacSo wiilizador nas operagier de crédito
imabilidrio, Nesta mesae direpao, tambom dutorizow, de forma explicita, a wiilizagio da
Siztema de Prestagbes Constantes, conltecido noe Orasil como Tabela Price gue, no caso
brusileire © no confexiy do copiclizucde de juwror, ere aho de rocorventes aedes
Judiciais e 3¢ constitula em grove Wsco furidics, ™

Com o mesmo foen recomendsdo no perégrafn apteror em relagio 3 Lai
119772009, no cue concorne & capitalizaclo de juros e, considerando que nos debates
do projetn tamhém estave presents 5 preccupagio quantn As repras de ransparéncia am
defesa dos interssses dos mutudrios, & imporlante também se ingerir no documento,
mengdo aos avangos Desle quesite o, para tante, sUgerimos a inclusio, mmbém no corpo
do documento 00 0o anexo:

“Em termos de prelecan dos mileresses dos mutudrios e, também, para dar maior
transparéncia nar relagdes emire credoves ¢ devedores e ainda, para fomeniar o
concorrEncia enire arx msiticdes finarceiras, foram introduzidos dois importantes
mecanismos a seguir destacadog:

I - fErigatoriedade fde os contrator de empréstimos e finonciamentor informaram o
Cwste Efzrive Total - CET, conforme Resolugdo CMN/BACEN 3517, de 06122007, a
Fim de perniily goy furenderes de firenclomente mulve focilidade pora Wentfflear as
melfiores proposiey exsienter o mercnde, bem como torem maior cloFema quario oo
erwlo real do copital tomedo por empristima,

- Liberdade de ercolha da Sepuradara, por parte dog tomadores de crédito imobilidvio,
nn cava do confratacio de reguro habitaeiona, rerdn que a Fed [T 9772008, chrigou as
institulgdes financeivar o ofereceremns, no minimo, 7 apdlives, seade pelo menos wee de
seguradora nin pertenconie o6 Se¥ grpo econGmico, alédm de permilly a0 mutudric
apfer por guelguer oufra repuradora gue ostofg logalmente habilitada @ oporar neste
mercado. Esta medida vesofve wma aniga discussio com o Ministivio Piblice ¢ com o
FPoder Sudicidrio, bem como promove concorvéncia entre as seguradoras e, inclusive, ji

¢ resulton em velevanies redupfes do custo dos seguros habitacioneis,
i
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26-05-10; 1115

n Comentéirios sobre questfes constantes do corpo do Relatdrio

2.1 Subitem 4.19 - pagina 17 - Originally established in 2001 as a pilot program, P3H
wae retained as a permanent mStrument for providing up-front housing subsidies,
managed by CEF, for the construction of social housing through Laws 10,008/04 and
10.998/04. (os prifos o nossos)

A porte grifada do lexto sc constiul e errg téemice e, embora possa parecer
irelevante, induz 2 interpretagfes noeivas & imagem de CATHA rmazfc porgue
requeremos scja referida parte excluida doe texto, ad mesang puryue, além de
necessiria, 2 exclusio nfie raz qualquer prejuizo ao que ali se pretende explicitar.

& raxio do pedido de exclusdo decorre do fate de a CAIXA, quer na condiciio de
Azente Financeiro guer na condicio de Agente Dperader, oo case da PSIH, em nephim
mbmente cxercen as atrbuigdes de administrador ou operador do referido programa,
atribudg@es estas que sempre tveram a cargo do Ministédo da Fazenda e do Ministéro
dazs cidrdes.

X



57

[Unofficial translation by Roy Gilbert]

Ministry of Finance
Secretariat of International Affairs
Esplanada dos Ministerios, Bl. P 2 andar — 70048-00- Brasilia — DF
Tel: (61)-3412-2202 - Fax: (61)-3412-1722

Ref: no. 96/2010 — SAIN/MF
Brasilia, June 28, 2010

To:

Ms Monika Huppi,

Manager,

Sector Evaluation Division
Independent Evaluation Group
1818 H Street NW

Washington DC 20433 — U.S.A.

Subject: Programmatic Loan for Sustainable andtihld Growth — World Bank —
Loan 7306-BR — Project Performance Assessment Repor

Dear Madam.

1 By order of the Secretary of International Af§aiAmbassador Marcos Bezerra Abbott
Galvao, | return to you the document entitled ReoRerformance Assessment Report —
Brazil - Programmatic Loan for Sustainable anditaiple Growth: Housing Sector Reform
(Loan 7306), prepared by the Independent Evalu&iaup (IEG), and received by this
Secretariat under cover of your letter dated Jyr®20.

2 With respect to this, | can inform you that tleedment was subject to analysis by diverse
agencies and entities of the Federal Governmepbnsible for questions related to housing
policy in the country.

3 The analyses identified errors, as well as legatbjudgments that diverged from some
aspects of the text. Thus, we are sending yow;tath the observations and comments of the
agencies that participated in the review of theudoent, together with the Brazilian
Government’s request that they be addressed inslE@l report.

4. | take this opportunity to express my esteenwgtsiclerations as | sign sincerely,
(signed)

Roberto Carlos
Chief of Staff
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ANNEX TO OFFICIAL LETTER NO. 96/2010 — SAIN/MF

Comments on the document entitled “Project Performance Assessment Report — Brazil -
Programmatic Loan for Sustainable and Equitable Gmth: Housing Sector Reform (Loan
7306)"

Ministry of Cities

1. According to the above referenced documentotieeall result of the project was
considered to be moderately satisfactory. The pt@ehieved its relevant objectives with
respect to increasing the access of poorer peopieusing; strengthening policies and
institutions in the sector; and the growth of reses available for housing finance.

The report considers that, while thitnha Casa, Minha Vidarogram itself represents an
advance, there was not a significant advance imidudet for housing finance for the lowest
income households, since the growth of lendindn@sé cohorts is limited to the FGTS and
SBPE (please see comments by CEF).

It is important to emphasize that the Federal Gawent increased the number of lending
operations for the low income population a lot,exsally throughMinha Casa, Minha Vida
Mortgage lending in this segment, especially throBEGTS resources, increased
substantially over the years.

It is appropriate to highlight that, of the R$38ibh committed toMinha Casa, Minha Vida
R$14 billion (41 percent) was transferred from @eneral Federal Budget (OGU) to the
residential rental fund (FAR) aimed exclusivelyanilies with incomes up to 3 minimum
salaries.

Minha Casa, Minha Vidamplemented a significant reform in Brazil's subsidodel by
introducing fixed direct subsidies and by estaliigta cut off income for access to long-
term financing, thereby promoting a significantreese in the individual amounts and also in
the total volume of resources aimed at subsidiks.tdtal volume of resources for subsidies
was R$26 billion for house building.

The Program also innovated by promoting the blemdiiresources between the General
Federal Budget (OGU) and the workers’ severanced fuURGTS. The greater objective of
policies to tackle the housing deficit resulteciprogram design that saw resources focus
upon families with incomes up to R$1,395.00. Thegpam also foresaw incentives for
families with incomes up to R$2,790.00.

One of the great achievementdwihha Casa, Minha Vidavas the growth of loan contracts
in the income range up to 6 minimum salaries, ithltloe quantity of operations (absolute
and relative values) and in the unit value of loawsrded. Even discounting operations from
0-3 minimum salaries with OCU/FAR resources, 204 ,68its, and taking into account only
the operations financed through FGTS, 150,500 4#dan contracts by income group in the
first year of the program up to April 2009—thereswaportant progress compared to 2008.
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There was a significant increase at the nationall J®f loan contracts in the range of up to 6
minimum salaries as a share of the total, fromé&t@gnt to 95 percent. Most of the change
occurred in the South-East region, where the cgisniousing deficit is greatest, from 67
percent to 92 percent.

Broken down by income group at the country levak increase in loan contracts was from
25 percent to 37 percent for the 0 — 3 minimumrgatange; an increase from 51 percent to
58 percent for the 3 — 6 minimum salary range; afall from 24 percent to 5 percent for
the range above 6 minimum salaries. The same ireprext was observed in all regions of
the country, with drastic reductions for the ab6vainimum salaries range, and significant
growth for the 0 -3 range. The South region standsn this regard. It had a 17 percentage
point increase in this range, from 20 percent tp&ent. With caveats for the results in the
states of the North-East region where, in spiteaainomic growth, there is still a small
number of loan contracts financed by FGTS, esdgdial the 0- 3 range, partly because of
the performance of PAR in this income range. TheNBast and Central-West regions
deserve closer study because of the concentratithese regions of operations for the 0 — 1
minimum salary range, through operations guararivgdelGTS resources that cannot be
compared with conventional financing.

In the states of the North-East region that comaémthe largest deficits in the country, if we
overlook loan contracts made in 2008, the numbeipefations guaranteed, being grant
funded, are similar to (conventional) programsde+ 3 minimum salaries. From this
perspective, growth in 0 — 3 minimum salary operatiwas similar to that of the South
region, namely 17 percentage points, making itydHe largest share serving the 0- 3 range
of 47 percent. The Center-West region was the bféstted with respect to the changing
profile of loan contracts, still seeing growth fr@# percent to 96 percent in contracts up to 6
minimum salaries, albeit with a decline for the 8 range from 46 percent to 43 percent.
Nevertheless, it is important to recognize prognedhkis region, since it is significant for the
3 — 6 minimum salary range in which all states gaswth. DF (the Federal District) grew
from 20 percent to 62 percent, MT (Mato Grossoifrt8 percent to 54 percent; and MS
(Mato Grosso do Sul) from 48 percent to 62 pera8ntwth was not negligible for the 0- 3
range if we take into account the guaranteed opasitontracted in 2008 in the states of
MT and MS, where they accounted for 67 percentha year, distorting the overall number
for that period. Leaving aside these contractsgtbeith in this range was still important in
the DF from 4 percent to 14 percent, in MT frompgEdcent to 40 percent and in MS from 23
percent to 32 percent.

If we consider alMinha Casa, Minha Vidaperations, including those in the 0-3 minimum
salary range, the expansion of operations in the$b income ranges is even more evident.
Operations with individuals in the 0 — 3 range esgnt, in December 31, 2009, 77.6 percent
of contracts; operations in the 3 — 6 range 20r2qre and in the range above 6 minimum
salaries, 2.2 percent. There is also a significantergence in relation to the deficit which
demonstrated the extreme social reach of the progral its effects on the rest of FGTS
operations. Table V provides a synthesis of thatired distribution of the contracts and of
the deficit by income range.
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Table V — Loan contracts by income ranges (percent)

Upto3minsal% | 3 -6 minsal % | Above 6 min sal % | Total %
FGTS 2008 (only 25 51 24 100
new)
FGTS 2009 (only 28 62 10 100
new)
Minha Casa, Minha 32 61 7 100
Vida (only FGTS)
Minha Casa, Minha 78 20 2 100
Vida (FGTS/FAR)
Urban deficit 89.5 8 2.5 100
Source: CEF/SUHAB — Fundacéo Joéo Pinheiro

As far as more detailed aspects of the intervestayg concerned, two considerations are
important. The first is regarding the value of théividual loan awarded that, under new
measures introduced jinha Casa, Minha Vida — 2was significantly increased to an
average of 45 percent in the subsidized rangen&®si growth occurred in the 0 — 3 range,
in practice previously excluded from housing fin@n€his resulted in the 2 -3 minimum
salary income range increasing from 13 percen@¥ & funding at the national level to 30
percent. It some important states it was highan #apercent. Such increases, added to
subsidies awarded to increase affordability, cobnted significantly to the improvement of
the product on offer and to the response to thesiekthe beneficiaries. The second
concerns precisely this product. In this aspectttoere was major progress in financing
aimed at purchasing a new property or under coctsbry with agreed minimum
specifications, while in previous years financigpgitally aimed instead at the acquisition of
older homes and for construction materials tooaliyinwith regard to the distribution of loan
contracts, the program gives priority to metro@olitegions where, today, 35 percent of the
country’s housing deficit is found. 42 percentlod interventions are in these regions, of
which 20 percent are in the state capitals.

2. The report criticizes the lack of disseminatamd clarity of the PlanHab housing plan.
But establishes that the date indicated by the d¢tyiof Cities for publication in by June
2010.

Although the report criticizes the limited disseation of PlanHab, the conception of
PlanHab was part of a planning process that bagafA@7, went through all of 2008, being
presented to the Council of Cities in Decembehat year.

The elaboration of national participative plan iocaintry the size and complexity of Brazil
was a great methodological challenge. PlanHab oot#d this challenge, seeking to become
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a strategic instrument of national planning—trauttlly formulated in a techno-
bureaucratic, if not authoritarian manner—that dantorporate all views in Brazilian
society about housing questions. These includegdmabdiversity, the differentiated vision
of all segments of society and various technicadwaoints.

At the same time it kept a special role for institns of social control and participation:
Concidadesthe council of cities; the FGTS governing counailid managing council of
FNHIS, the social housing fund.

PlanHab was concluded and presented in Decemb@& Z6@m then on it was widely
disseminated through diverse public events, suehths &' conference of cities, in the
offices of PLHIS (details in item 14 of this documbe on the site of the Ministry of Cities
(MOC), in various presentations made by staff efiational housing secretariat in fairs,
seminars, debates, meetings, with special menfitdmed=ifth World Urban Forum held in
March in Rio de Janeiro, and at tH&ebnference of cities.

Minha Casa, Minha Vidaonstituted an important stimulus to implementitenPlab by
aligning the concepts and the actions of the plais was through: (i) a significant increase
in government resources allocated for housingp(iDritizing serving low-income families;
(iif) proposing a differentiated treatment of fayngroups in accordance with their incomes;
(iv) establishing a framework for consolidatingd@ipy of subsidies integrated with finance;
(v) instituting a regulatory framework for regulang titling of occupied areas; (vi) reducing
interest rates for housing finance; (vii) relatingestments by sources of financings and
government responsibilities; (viii) stimulating tegpansion of the private market for low-
income housing.

3. With respect to SNHIS-FNHIS, the report affirthat it was “upstaged” by the growth
acceleratiorlPACprogram and blinha Casa, Minha Vida.

The national system of social housing (SNHIS) uneat a process of strengthening through
broader participation of federal agencies thattexethe council, fund and plan of social
housing. This was in order to access the resowfcd® fund, FNHIS.

It is important to stress that FNHIS became paRAEC from 2007. It was a fundamental
axis of finance for housing policy, with guaranteedources of the order of one billion reals
per annum.

4. The report also states that FNHIS is managedBly. However, the Law 11,124/2005
that established FNHIS affirms that CEF is onlyadhente operadoof the systemnote on
translation: the word “manage” in the English langge would cover such a role.]

There is a substantial difference between the tlesr
The Ministry of Cities as the manager of FNHISdsponsible for the implementation of

housing policies aimed at the lower income popargtas well as the coordination of actions
of the National Social Housing System (SFHIS)s laiso responsible for the definition of
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instructions, priorities, strategies and instruradaot the implementation of the National
Housing Policy (PlanHab) and social housing program

As agente operado€EF is responsible for the system’s operationsiipfementing the
operational procedures necessary for using FNedBSBurces. This is based upon the norms
and instructions established the governing cowaral the Ministry of Cities. CEF is also the
depository of FNHIS resources and carries outélgeired accounting of them.

5. Finally, the report mentions on page 17 thatDRé foresaw the strengthening of PSH. In
fact, what was at the heart of the project objectiias the general harmonization of subsidies
and a more consistent budget allocation for PSH.

This happened because PSH was one of the actigegpns at the time. Currently, it can be
said thatMinha Casa, Minha Vidaromoted this harmonization up to a point, andifigant
budget resources were allocated to housing sulssidig througiMinha Casa, Minha Vida
not PSH.

6. The HTAL was criticized for being underutilizett only by MOC but also by CEF
through the lack of use of the opportunity of asaes this technical assistance.

The technical assistance project for the housiotpsecalledTAL HABITACAQwas
conceived and started at a time when discussismving the main directions of PlanHab
were being incorporated. PlanHab has a 15 yearhornieon and led to a new agenda of
discussions and demands for studies on housing.

Implementing PlanHab was complex, being part daamng process that began in 2007,
went right through 2008, and was presented to then€il of Cities in December 2008. In
this new context, some of the (technical assisjarmatracts foreseen at the time of signing
the Loan Agreement became inadequate and extengmrsias far as SFH objectives were
concerned.

For this reason, it became necessary to realigplémning of the Project to the current
situation of the housing sector.

It is important to highlight that the managemerd anplementation of the HTAL project
was the responsibility of MOC. CEF was not involnedts execution.

7. On the item where the DPL focused upon a breagram of municipal capacity building,
with tool kits, training programs and completeldHIS it is critical to note that the roles of
states and municipalities within the institutiofraimework of housing and urban
development remains unchanged.

Meanwhile, during 2008-2010, various distance Ilegyicourses were held with the aim of
preparing public officials working in the area ausing in states and municipalities, to
increase local capacity in this area.



63

In 2008, a distance learning event on slum upgafimaking integrated interventions in
informal settlements) was carried out by the Ciidmnce in partnership with MOC. More
than 300 participants completed the course.

In 2009, two versions of a distance learning cotodeain professionals in planning for
social housing. Taken both occasions into accdhatcourse reached out to 4,000
professionals, 2,000 of which completed the coargkreceived certificates.

The course had a positive evaluation by the pa#itis and didactic material produced for it
is available on the MOC site, with the idea of goidthe elaboration of the plans referred to
above.

Finally, in 2010, the second course on slum upgiadias closed on June 22, 2010, with
more than 800 participants and the lowest dropatetaf any MOC organized training. It
was considered a success by the participants.

Also in 2010, theSNHwill organize a distance learning course for 2,p@ffessionals aimed
at preparing them to undertake social work in infakr settlements. This course will begin in
the month of July and is open for registration luiuly 11, 2010.

Apart from distance learning courses carried otih wesources of HTAL, the department of
institutional development and technical cooperaf@ICT) of SNH launched during 2009
various notable events, with particular attentioreg to the PLHIS workshops in the states.

Undertaking in partnership with CEF and with sgagernments, these workshops reached
out to more than 700 municipalities and trainedtal tof 2,188 people.

The workshops were targeted upon social workeestiyrinvolved in the elaboration,
follow up, or evaluation of PLHIS, giving priority the participation of:

o0 Municipal officials responsible for the executidntlee contract with CEF and/or
its immediate substitute.

0 Representatives and professionals of state governsmdio are active in the
housing sector and/or urban development, and wioesponsible for the
development of the respective State Housing Plan.

o Professionals of CEF (representatives of GIDURRIBDURS) responsible for
analyzing PLHIS terms of reference and products.

o Social workers responsible for the social contfdPbHIS, preferably members
of governing councils of social housing funds.
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Ministry of Finance

Secretariat of the National Treasury (STN)

Report “One is that the interbank rate cannot fall belowetinterest paid on Brazil's widely
used savings accounts, historically set at 6 pdrpenannum (plus an adjustment for
inflation).” (Summary, page ix,"paragraph, 3 line)

Comment TheTaxa de Referencia (TRannot be understood as an inflation correction.”

Report “Excessive bureaucracy discouraged large-scale afmes. PSH is on hold at this
writing, having, among other things, been upstagg#linha Casa, Minha Vida. Up-front
subsidies were provided with FGTS lending for tret fime, although this meant borrowers
receiving a double subsidy—the lump sum and theabelarket interest{Summary, page
xi, 5" paragraph, Bline)

Comment “We disagree with the affirmation that the PSHd“dot take off” because of
excessive bureaucracy. The resources committdwetBriogram were fully used. New
operations were not undertaken, since PSH waspocated intdinha Casa, Minha Vida

Report “The Operation design itself earned mixed reviewBiazil, even though the
Operation did bring together these various partgh the Bank acting as honest broker
among them. As Borrower, the Ministry of Financkigd the flexibility and ownership it
conferred. As implementing agencies, the Ministrites and the principal state bank, the
Caixa Econbmica Federal (CEF) lamented incurringtsao execute the project while
receiving no reimbursement from it—as the Operatiesign intended, of course. Neither the
Ministry of Cities nor CEF made much use of fundingilable through the parallel
Technical Assistance Project, howeve(Summary, page X, 2nd paragraph--complete)
“...and CEF, industriously pursued Operation endoraetions at their own expense—for
which they received no reimbursemerf8ummary, page xii,"? paragraph, 18line)
Comment “We are not aware of the execution of the DPEemed to in this text as the
Operation. Meanwhile, our attention is called te teport of CEF incurring costs that are
still not reimbursed. This comment can bring almutnstitutional risk for the Federal
Government, through a hypothetical non-fulfillmeftontracts.

Secretariat of the Economic Policy (SPE)

The Secretary of Economic Policy of the MinistryFafiance (MOF) requests the following
alterations to the text of the draft report (edjtoonventions: (i)—strikethreughdicates
deletion, and (ii) underlinedndicates insertion into the text).

a) In Summary
a.l — page xi. Suggested text:

With a solid legal framework in place, securitiaatof housing loans took a firmer
institutional footing in Brazil, with new businessie S&o Paulo bundling loans and trading
mortgage-backed securities callédrtificados de Recebiveis ImobiliariosBrazil. At this
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writing, the sale of thes@ertificadoshas lapsed in Brazil as has the trading of such
securities worldwide following the sub-prime lenglicrisis in the US.

The private sector share of housing finance hasired constant and is unlikely to take off
before interest rates are normalized in Brazibsificial markets. Private banks complain that
they-eannohave difficulty toaccess existing FGTS funding, as they are entitledecause

of excessive bureaucracy that leaves CEF to domthatuse FGTS funds. These banks also
argue that the small spreads allowed make FGTSrgnohprofitable for them.

Comprehensive reform of housing finance in Braamhains hostage to the country’s high
interest rate regime, something likely to chang owmer the longer-term. Interest rates did
fall over the 2004-2009 period, but still remairirarrdinarily high by international stan-
dards. This makes free-market-driven housing fieam@ar realityunatferdableleaving the
field to the SBPE-FGTS windows.

a.2 page xii Suggested text:

TheOverall Outcome of the project is ratethoderately satisfactorylt achieved its

relevant objectives, helping to increase accedbd®yoor to housing, strengthening policy
and institutions and expanding housing financémitlvith moderate shortcomings. These
included scant evidence of a down-market shiftafding finance, little lasting impact on
subsidies, and no evidence of reduced costs ofiddpal provision. Th&isk to

Development Outcomas ratedmoderate Government commitment to the Operation-
supported improvements is unlikely to waver. Busgble impacts—real estate bubbles, for
instance—of rapid expansion of housing finance uperreal supply and demand for
housing wereleft-eut-of the-scope-of the-Operatiimmized into the scope of the
Operation Bank Performanceis ratedmoderately satisfactorylhe project was prepared
with care except for M&E that was given cursoryatreent and failed. Except for actions to
lower the costs of urban land delivery, the projeas well designed to achieve the relevant
objectivesBorrower Performance is ratedsatisfactory.The Government was committed to
improving the Housing Finance System, while pladiogsing center stage of its two
flagship programs, theAC and theMlinha Casa, Minha VidaThose agencies responsible
for implementation, the Ministry of Cities and CEfdustriously pursued Operation-
endorsed actions at their own expense—for which teeeived no reimbursement.

b) in “1. The Need for Housing Reform in Brazil”
b.1 page 2 Suggested text:

6.1 Mobilizing funding for the construction and purchas the quantity and quality of
housing units needed is among the challenges falesenturther reduction and eventual
elimination of this deficit. In Brazil, raising theecessary funds directly in unfettered local
financial markets would only lead to unaffordatdading. Interest rates in Brazil are the
highest reported in the world, multiples of thaseomparable states (Table 1.1). If one
would exist carrying Brazil's 44.7 percent per amniaterest rate, for instance, a
hypothetical 15 year mortgage loan of US$150,000levcequire a monthly repayment of
US$5,500—affordable only by households in the &y percentiles of the income
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distribution—clearly not a feasible solution. Lag@reads between deposit and lending rates

add to the high interest rates on loans—Braziieads-wee-the-largestamong-the 121
ountrie porting-this¢ or-tP AMorld Develo ndicators
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Central Bank of Brazil- BACEN
The Central Bank of Brazil requests the followirigations in the text of the draft report:

a. In the list of Abbreviations and Acronyms, pégeo include “BACEN — Central Bank of
Brazil.

b. In paragraph 4.7, to substitute “...to R$71,488008” by “...R$71,786 2009

c. In paragraph 4.7, to substitute “increased i@ percent of 25.7 percent...” by
“...Increased from 18.5 percettt 25.7 percent...”

d. In paragraph 4.7, to substitute “These nearlgtgpled between 2004 and 2008” by
“These nearly quadrupled between 2004 20@Q9

e. In paragraph 4.7, to substitute “Outstandingtgage debt increased by 46 percent over
the 2004-2009 period...” by “Outstanding mortgagetdetreased by 46 perceim,real
terms, over the 2004-2009 period...”

f. In paragraph 4.10, to substitute “nearly 50 patanore savings in real terms during 2004-
2009” by “nearly 50 percent more savings in reahteduring 20042009
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Caixa Economica Federal — CEF

Operations Agent of FGTS

1. The market for housing finance and the SFH

Statement of the reporfhe Brazilian housing finance market is excedgidependent upon
the SFH, a solution that has been around for ni@re 50 years. As in other editions of this
report, it is said that housing financing shoulddjfeto the free market. However, this will
only be possible when interest rates in Brazilratkiced to acceptable levels, since they are
still very high when compared with other countries.

Counterpoint The SFH precisely has the objective of makingéoaith different interest
rates feasible for borrowers, as a way of bringlogsn market interest rates. The SFH was
created as a mechanism to make decent housing|eofsi the worker, and as the report
itself notes, the tendency is to encourage a swiha reduction in interest rates for housing
loans, something that has occurred in recent years.

2. The market for loans for low-income families

Statement of the reporfhere is no evidence that housing finance aintéolbaincome
families has increased significantly in recent geawen through that part financed through
the SPBE and FGTS. The report states that [IEGjsiodata on this, but was unable to
achieve this.

CounterpointHousing loans awarded to low-income families eesqly through the FGTS,
have increased substantially over the years. Thee\a financing awarded through the
FGTS increased by more than 553 percent betweeh &@d) 2009, for example. The
increase of the volume of annual discount offered wmore than 700 percent, and the
average loan value grew by more than 409 percsrsh@awvn below:

Evolution of amounts lent by year of loan agreemdint R$)

Year Discount % Amount lent % Average value
2004| 364,617,657.26 2,464,126,769.79 11,553.32
2005| 1,006,901,373.86 176.15% 4,179,226,925.71 69.90% 14,227.1]
2006| 1,847,847,275.3b 83.52%, 5,404,835,360.38 29.33% 14,978.27
2007|1,771,734,317.43 -4.12%| 5,551,618,764.43 2.72% 20,289.52
2008| 1,346,597,621.11 -24.00%| 8,670,167,827.2P 56.17% 37,541.32
2009| 2,920,202,476.50 116.86% 13,629,540,862.917 57.20% 47,272.11

2004/2009 700.89% 553.12% 409.16%
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3. The double subsidy to low-income families

Statement of the reporfhe SFH awarded double subsidies to borrowevengihat the
interest rates are below-market and direct sulsalie also provided.

Counterpoint The direct subsidies are awarded only to borrewdro have specific
characteristics related to family income and afétitity. They are workers who, even with
below-market interest rates, would not succeedtaining financing unless they had access
to the (direct) subsidy.

4. The increase of direct subsidies and the lowsme (housing) finance market

Statement of the reporfhe confirmed increase in the award of directsglibs cannot be
taken as evidence that the housing finance maslgting a broader coverage to the low-
income population.

Counterpoint The increase in the award of direct subsidiesequivocal proof that the
guantity of housing finance for the low-income plapion increased substantially. This
happened because, with the subsidy, more low-indaméies gained access to housing
finance.

5. The SFH and housing sector reform in Brazil

Statement of the reporfhe World Bank loan had more modest objectives tfeforming
Brazil's housing sector would call for, as theetitlf the loan would lead one to conclude. A
deep and broad reform of the housing sector iniBisagxtremely necessary in the medium
to long term, and the SFH will have an importaté iia this task. This is especially so in the
next few years, although the housing market shbalteft to private capital more intensively
in the future

CounterpointWe agree that FGTS and SBPE resources have amtanprole in the

housing sector, although government policies towgtte credit for the low-income
population are also fundamental for the sector.

6. CEF as the operations agent of the FGTS ankdthkeof access to private banks to FGTS
resources

Statement of the repoi€EF, as operations agent of the FGTS has naesittar facilitating

the access of other financial agencies to the resswf FGTS, given that the CEF itself is a
financial agency. Also, the risks of a possibleadéifby other financial agencies toward
FGTS would fall upon CEF. Besides this, the proogssf applications (made by other
financial agencies) for FGTS funding is slow anddawicratic.
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Counterpoint CEF, as operations agent, has no interest inmggkithers’) access to FGTS
resources for housing loans difficult. On the canty and as has been reiterated to the World
Bank, CEF has taken several steps to fully andiefftly execute the FGTS budget,
notwithstanding the constant increase in resoweesthe years. Some of the measures
were:

- Yearly formal consultation by CEF of financialeagies through a published
Circular about their intention to use FGTS resources foshmgufinance and the
amount that will be needed for the following yeanly after these demonstrations of
interest is the budget request made and presemtbd FGTS governing council.

- The operations agent has often held technicating=ewith financial agencies to
remove doubts and seek adjustments that contriltaté optimization of the use of
FGTS resources by all.

- Transfers of extraordinary amortizations, thadig be executed within 10 days
after the amortization, are now made on a monthgid) as the financial agencies
requested. This has improved the operational psoces

- Questions raised about the rate of credit riskifgncial agencies were clarified in
the sense that this rate, approved by the FGTSrgimgecouncil, is applied on the
basis of a rate for each agency, and constitutescanism of calibration, collection
and provision for credit risk. It is important tmphasize that this rate is collected
from CEF, when it acts in the role of financial agg and that the rating of most of
the banks is the minimum foreseen by the regulatajrthe governing council, at 0.2
percent per annum. For this reason, this rate doesonstitute an obstacle to the
undertaken the operations.

- The limit to the spread of operations financed=®TS resources, of R$10,034.00,
exists to help achieve the FGTS objective of famgsittention upon social housing
for low-income families. Even so, it is importantémphasize that such a limit is
only applied to low-income borrowers, those whoéhavight to FGTS discount.
When a borrower does not have that right, then®ibmit to the spread.

As the World Bank had been informed, financial agesitend to call the policy of allocating
FGTS resources to low levels of income as beingébucratic”. Thus, the governing council
of FGTS and the MOC define the target levels obme and the objectives that FGTS
should try to achieve, in relation to the regiortgeve the resources should be applied, the
amounts committed to discounts, and the quantigoafesponding resources. These
definitions are part of the sectoral directived tir@ aligned with the housing policy of the
State that aims to guarantee the priority appbeatif FGTS resources to the strata of
population most in need of these resources.

7. Increase of housing finance and the market gugfdtousing units
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Statement of the repofihcreasing the potential of housing finance tatwers is an aim
that should be permanently pursued, although it mesompany efforts to overcome
bottlenecks in the supply of houses, in other wardthe construction industry.
Counterpoint TheMinha Casa, Minha Vidarogram introduced incentives for low-income
housing production, from the point of view of th@repreneur as well as the final borrower.

PROPOSALS FOR ALTERATIONS TO THE TEXT

A) On page xi of the Preface (viz Summary), excltidepassagéevidence of the down-
market move of housing finance intended by the &joeris elusive”taking into account
the information of item 2 of this document and tbidbowing passage, found in page xiii of
the report itselfThe Overall Outcomeof the project is ratechoderately satisfactoryt
achieved its relevant objectives, helping to inseeaccess by the poor to housirayr
highlighting).

B) On the same page, after the passbgeler the present macro-economic circumstances,
housing finance in Brazil can only grow within tHeusing Finance System parameters and
the funding constraints of its two main instruménte include: “Nevertheless, the
Operations Agent CEF does not expect that FGTiRalylIto face restrictions of resources
for housing finance in the coming years.”

C) On the same page, after the pass@dpese banks also argue that the small spreads
allowed make FGTS lending unprofitable for thetw’jnclude: “However, the Financial
Agency CEF, responsible for nearly all housing kananced through FGTS, is also bound
by the same rules and spread limits as other finhagenciesThus CEF’'s domination of
the market does not result from a privileged positn relation to other agencies, but to its
strategic action as executor of the Federal Govemsihousing policy.”

D) On page xiii, exclude the expressidmese included scant evidence of a down-market
shift of housing finance.”

E) On page 10, exclude the expression the other hand, evidence that the poor directly
benefited from the expansion of mortgage lendinghduhis period is weak, as is a
convincing demonstration that housing finance mal@dn-market’ taking into account the
point made in item 2 of this document.

Financial Agency — VIGOV

l. PD ANNEX 2: MATRIX OF OBJECTIVES, KEY ACTIONS A ND
OUTCOMES - Page 29

1.1 1. Improve regulatory and legal environment for howing finance

Basically, comments on the regulatory advancesoedpethrough Laws 9,514/97
and 10,931/2004 were added. Among other thingy,ittteoducedalienacéo fiduciaria
[translator’s note: similar to “trust deed”]Jand regulated the rules ioicontroverso
[translator’s note: similar to “surety” or “escrow].
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In discussions about the project, it became ¢ley in terms of the regulatory
framework, the greatest legal risk that requiretigation came from the polemical question
of capitalization of interest that follows Decre®@6/33. This question is noted on page 29,
namely the preparation of a draft project law ttyasthe legal ambiguity about capitalization
of interest, as applied to existing portfolios éinretation of 1933 law).

As the report does not present any comment opubkition of this matter either in
the annex or in the body of the body of the docusrielfeaves the impression that there was
no progress. Meanwhile, Law 11,977 of July 7, 2@&8 a major step forward that certainly
contributed to the mitigation of what is the greategal risk posed to Brazilian housing
finance.

Considering the importance of this theme, we jutigeportune to insert in some
part of the body of report, or in the annex itsélg following items:

“In terms of improving the regulatory framework amtigating risks, Law 11,977
was drafted in July 7, 2009 he Law incorporated important advances with respethe
principal legal risk associated with housing finenaamely controversies arising from the
capitalization of interest. In this context, theALaxpressly authorized the monthly
capitalization of interest, as well as regulatitgtmathematical rules to follow in
amortization systems used in housing loan operatibnthe same way, the Law also
explicitly authorized the use of the accountingesysknown in Brazil as the “Tabela Price”,
that in the context of capitalization of interesisathe target of recurrent legal actions
against it in Brazil, putting the system at risk.”

With the same approach recommended in the preyiategraph about the Law
19,777/2009, it is important to insert in the doeminsome mention of the advances made in
greater transparency for borrowers. Thus we sudgestclusion in the body of the
document or in the annex the following:

“In terms of protecting the interest of borrowensdaalso to bring greater
transparency to the relations between lenders asrdowers, as well as stimulating
competition between financial institutions, two artant mechanisms were introduced:

| — Obliging loan agreements to inform the TotdkEfive Cost (CET) of the operation, as
per Resolution CMN/BACEN 3,517 of December 6, 2003rder to make it easier for
borrowers to identify the best proposals in the kearas well as to clarify the real costs of
the loan.

Il — Freedom for borrowers to choose their insuf@r housing loans. Law 11,977/2009
obliged financial institutions to offer a minimurhteo (insurance) policy options, at least
one of which should not belong to the lender’s ecaic group. Apart from this, the Law
allowed the borrower to opt for any other legalgcognized insurer in the market. This
measure resolved an old discussion with state ra¢tys and legal authorities, as well as
stimulating competition between insurers that adleaesulted in cost reductions in this type
of insurance.
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I Comments arising from questions noted in the boy of the Report

2.1 Paragraph 4.19 — page 17 — Originally esthéd in 2001 as a pilot program, PSH
was retained as a permanent instrument for progidpifront housing subsidiesianaged

by CEF, for the construction of social housing throughwkal0,008/04 and 10, 998/04 (our
emphasis)

The part underlined in the above text constitatéschnical error and, although it
may appear to be irrelevant, it can lead to intggidions that can be harmful to the image of
CEF. For this reason, we ask that the underlinetdhe excluded from the report. Apart from
being unnecessary, the exclusion does not underméngoint being made there.

The reason for requesting this exclusion derivesifthe fact that CEF, either as
financial agency or as operations agent, at no éxegcised the role of administrator or
operator of PSH. This responsibility was always NM&xdhd MO



