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One of the principal factors limiting further expansion of agricultural production in Brazil is the lack of adequate transport infrastructure.  Due to the poor state of that infrastructure, transport costs for Brazilian soybeans (for export) are estimated to be double those of US soybeans, and represent up to 40 percent of the FOB price for exported soy.  Nonetheless, government spending on the sector has fallen from 3.7 percent of GDP in the 1970’s to less than 2 percent in the current decade.  The Government of Brazil (GoB) has pinned its hopes for increasing infrastructure investment on the recently created Public-Private Partnership (PPP) system.  It is hoped that this program could lead to yearly investments in infrastructure of $6.5 billion, 60 percent greater than current public investment.

The search for private investment as the cure for Brazil’s infrastructure woes is not new.  In the 1990’s, privatization was seen as the cure for the low mobility of capital, extended execution timeframes and low return on investments that characterized public infrastructure spending.  Despite notable successes such as Autoban, Ecovias dos Imigrantes and the Nova Dutra highways, the private sector shied-away from proposed concessionary projects that failed to promise adequate return on investment.

As a result, the Public-Private Partnership (PPP) model was developed, to attract private capital augmented by public financing to mitigate risk.  Implementation of the PPP system, however, remains mired down in the establishment of regulations and guarantees that will finally permit implementation of the first true PPP undertaking.
 The marriage of private investment and government guarantees has created the need for several independent bodies to evaluate, authorize and guarantee projects.  While the GoB slowly works to set those bodies up, proposed project stay on the drawing board, and private-sector observers expect at least another year to pass before the system begins to function.

I. The Public-Private Partnership, What is it?

In short, this model is an attempt to provide incentives for private firms to enter into infrastructure investment that would not be sufficiently attractive on a concessionary basis.  Whether project execution or repair costs are too high, or projected revenue too low to make the project attractive, the PPP model seeks to sweeten the pot by injecting government cash into a privately administered project.

On December 30th, 2004, Brazilian law number 11.079 took effect, establishing general rules for Public-Private Partnership bidding processes and contracts.  Public-Private Partnerships were established as contractual arrangement between the government (federal, states and municipalities) and a private entity.  The government specifies the service(s) subject to agreement and the private sector partner assumes responsibility for constructing or repairing, managing, and financing (subject to future government contributions) the project as a public service. The private partner then collects tariffs paid by the service user as well as government payments.  This arrangement is more flexible that previous legislation permitting concessionary management of infrastructure projects in that it allows different combinations of public and private funding.  

In addition to the federal government, seven Brazilian states have implemented legislation providing a legal framework for PPP projects.  They are: Bahia (Law nº 9.290, December 27th, 2004), Ceara (Law nº 13.557, December 30th, 2004), Goias  (Law nº 14.910, August 11th, 2004), Minas Gerais (Law nº 14.868, December 16th, 2003, Law nº 14.869, December 16th, 2003, Decree nº 43.702, December 16th, 2003), Rio Grande do Sul (Law nº 12.234, January 13th, 2005), Santa Catarina (Law nº 12.930, February 4th, 2004) and Sao Paulo (Law nº 11.688, May 19th, 2004).
II. Key Aspects of the Public-Private Partnership

· Project timeframe:  5 to 35 years (including contract extension).

· Minimum investment from private partner: R$20 million (approximately US$ 9 million).

· Maximum investment from the public sector: not to exceed 70 percent of total project value or 80 percent in areas where Human Development Index (HDI) is below national average.

· Other limits on public investment: must comply with the Fiscal Responsibility Law, stipulating that annual expenditures on contracts by any government are not to exceed 1 percent of forecast revenue for the 10 subsequentes fiscal years.

· Private sector body: Before the celebration of a PPP contract, a Sociedade de Proposito Especifico (SPE) will be established to manage the partnership.  The SPE will assume the form of a public company.  
· Project eligibility: A “Managing Agency” (Orgao Gestor) for Public-Private Partnerships has been instituted by decree.  This entity will have the ability to prioritize and authorize projects; to regulate procedures for offering PPP contracts; to authorize bidding; to approve bid announcements and to evaluate the awarding of contracts.  The Managing Agency must be composed of representatives of the Ministry of the Planning, Budget and Management, Treasury department and Casa Civil (Executive Office) of the Presidency of the Republic.  For performance of its functions, the agency will be able to create a technical support structure.  The Agency will publicize annual performance reports on PPP contracts. 

· Payment: Private sector participants will receive payment only after work is completed. Government obligations under PPP contracts will take precedence over other investments and expenditures. Contracts may include agreements for cash payment, granting of credits or claims against the government or a public sector entity or other means of payment. 

· Financing: Will be obtained through the Brazilian National Development Bank (BNDES), multilateral financing institutions and capital markets.

· Guarantees: The PPP law provides for creation of a Trust Fund (Fundo Garantidor), a specific private-run fund with public assets to protect the private partner from default by the public partner.  This Fund will be created, managed and represented by a financial institution, directly or indirectly controlled by the federal government. The Fund will be private in nature and have full control over its assets.  The Federal Government, its dependencies and public foundations are eligible to participate in the Fund, though to a limit of 6 billion Reais. 

· Additional guarantees: The law established arbitration and intervention procedures.

· Bidding: Will be public, though when the price difference between the low bidder and the runner-up is less than 20 percent, additional bidding may ensue (the runner-up starts the bidding). 

III. Upcoming Projects

Projects under feasibility studies/licensing:

Of twenty-three PPP projects initially evaluated by the Brazilian government, six were identified for priority treatment, in order to direct investments toward their implementation.  The government expects that these projects will diminish export bottlenecks.  One of the major criteria for the selection of PPP projects is the integration to a logistical corridor that will positively impact multiple regions of the country.

	Projects
	Location
	Investment in million R$ (estimates)
	Goal

	Widening and repair of Feira de Santana-Salvador road

(BR324 Bahia and BR116 Minas Gerais, Aratua and Salvador)
	Bahia 

(Northeast)
	2,095 
	506 km

	Construction of BR493, Highway around the periphery of Rio de Janeiro 
	Rio de Janeiro (Southeast)
	250 
	77 km

	Construction of Sao Paulo Metropolitan Beltway
	Sao Paulo

(Southeast)
	369 
	23 km

	Construction of Railroad Ring

SP-Ferroanel (Sepetiba-Santos)
	Sao Paulo and Rio de Janeiro

(Southeast) 
	200 
	66 km

	Maintenance and expansion of MG 050
	Minas Gerais-Sao Paulo

(Southeast)
	648 
	372 km

	Construction of railway spur Ipiranga-Guarapuava (Paranagua)
	Parana

(South)
	220 
	110 km


Future projects:

	Projects under analysis
	Location
	Investment in R$ million (estimates)
	Goal

	Irrigation of Salitre
	Bahia

(Northeast)
	362
	31,300ha

	Irrigation of Baixo do Irece
	Bahia

(Northeast)
	750
	59,630ha

	Irrigation of Pontal
	Pernambuco

(Northeast)
	256
	7,897ha

	Irrigation of Jaiba
	 Minas Gerais 

(Southeast)
	1,324
	66,000ha


While still too early to evaluate the impact of PPP projects on agriculture, any new investment that reduces costs of transport will directly impact commodities costs.  Soybean production would benefit significantly from PPP investments and fresh fruit exports are also expected to increase as a consequence of expanded irrigation systems.  Private sector executives forecast positive spillover effects in the economy, such as the increase of direct investment in areas where productivity grows.  

IV. Hurdles to be overcome/challenges that are slowing down implementation of PPPs

· After two years of the implementation, the federal government has not yet established the organizational structure for the Trust Fund.  According to analysts, the Trust Fund is critical for attracting investments, however, with Presidential elections to occur by the end of 2006, any progress in developing PPP projects is unlikely. Further action is only expected following elections.

· Government accountability is a major issue for PPP projects.  Political uneasiness caused by each election and the perception of uncontrolled debt scare away investment by the private sector.  Private entities will demand government transparency and guarantees to honor long-term contracts.

· The Multi-Annual Plan (PPA) assigns a central role to investments in infrastructure, however the government does not have enough money, technical capacity or human resources to manage complex contracts or projects. The private sector partner will therefore be the key to consolidating any joint venture.  

· The cost of capital for private partners to invest in Brazil is extremely high, with real interest rates above ten percent.  As a result, potential returns on any PPP project will have to be very attractive.
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� Even though Sao Paulo metropolitan subway Line 4 was hailed as the first, that project does not qualify as a true PPP. Not only was the Line 4 project under development even before the PPP system was developed, but government investment exceeds 70 percent of the total. In addition, the private partner does not share total risks, which are limited by contract guarantees.
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