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World Bank Environmental Development Policy Loan to BNDES: Moving
Money or Mainstreaming Environment 2

By Vincent McElhinny

Since 2004, the World Bank has introduced Devel opme
conditionality to replace the adjustment loans that had became a lightning rod for public criticism. External critiques
of policy-based lending have emphasized the misuse of disbursement conditions as being ineffective, intrusive, and
in some instances haful.? Despite these concerns, Development Policy Operations (DPOs) have represented 35%
of all Bank lending in recent years. In the 29 fiscal year, DPOs shot up to over 50% of all WBG lending.

In a new set of DPLs for Brazil, Peru, and Colomitiee World Bank has begun to focus on various environmental
policy reforms. In this article, we review the background and concerns associated with development policy lending
since 2004, and then offer a detailed analysis of the Brazilian Sustainablerremtal Management (SEM) DPL.

In November of 2008, the WB announced a $US 1.3 billion development policy loan to the Brazilian National Bank
for Economic and Social Development (BNDESJhe DPL, which was approved in March 2009 but awaits Senate
ratification to disburse the first $US 600 million tranche, is the first operation in a series of two loans which span the

! This article benefited from comments and suggestions from Brent Millikan of Amigos da Pemazonia; Pedro Bashieto,
World Wildlife Fund-Brazil; Josh Lichtenstein, BIC.
2 For a summary of the controversy, see Koberle, Stephan (Zl8@)|dPolicy-Based Lending Still Involve Conditionality?

The World Bank Research Observer, Vol. 18, pp-239

% The implementing agencies are the Ministry of Finance, the Ministry of Environment and BNDES.
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period 200220107 According to the loan documents, the SEM DPL aimsupport the Government of Brazil

(GoB) efforts to (i) improve the effectiveness and efficiency of policies and guidelines of the Brazilian
environmental management system; and (ii) further integrate principles of environmentally sustainable development
in the development agenda of key sectors.

What is most striking about the SEM DPL is its connection to nearly every major climate related legislative or
policy initiative in Brazil. The loan lists as prior actions or triggers (Bank labels for conditi@ns}structuring of

the federal environmental agency (IBAMA) to speed up environmental licensing; the approval and implementation
of a National Climate Change Action Plan; an Environmental and Social Institutional Policy for BNDES, including
the formulaion of subsectoral social/environmental guidelines for key investment sectors such as energy, sugar
cane- biofuels, cattle among others; the regulation of the AmazonFeind;jp port for and i mpl em
Public Forest Management Law.

The exyected results of the DPL predict increases in renewable energy production, fewer judicially challenged
environmental licenses, reduced GHG emissions and deforestation, as well as fukrsactamental screening,
approval and monitoring of all new BNI3Eprojects.

Civil society organizations with interest in the SEM DPL have written two letters to World Bank officials raising
questions about the lack of full transparency or a clear consultation plan for a loan of this sigrifitmribe.
contextofte ongoing review of the World Bankds informat.
the many weaknesses i n’ Penhaps Bastnskrirising ¢suhe rfaet that ngp SEM DPL ¢ e
documents have been translated into Portuguese.

What information that has been made public points to a number of additional substantive concerns regarding the
coherence of the Brazilian development policies and the risks associated with the proposed modalities of Bank
support. These risks were underscomedh second April 22 letter to Makhtar Diop, the World Bank Country
Director in Brazil. Among those risks outlined in greater detail below, are the lessons not apparently learned about
uneven performance of past WB policy loans to achieve improved emardgal performance, the backpedaling on
strategic environmental analysis tools for the energy sector, the gaps in arguments favoring expedited environmental
licensing, and the absence of any public consultation plan for the formulation of aesngialmental institutional

policy for BNDES.

Despite the best intentions of the World Bank to have the SEM DPL provide positive incentives for environmentally
sustainable development policy in Brazil, the operation is constrained by the troubled nature afibHChe

World Bank and the mistakes made so far in how the operation has been prepared and implemented. The Braziliar
SEM DPL offers an important test for how the World Bank will be able to deploy new knowledge based instruments
in complicated policycontexts.

Background to the Brazilian DPL:

* See First Programmatic Development Policy LoarSiastainable Environmental Management (P95205), which as of August

20, 2009 has not disbursed.
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,countrycode:BR~menuPK:64820017~pagePK:64414648~piPK:
64414956~subTitle:All%20Loans~theSitePK:40941~pageNo:1~pageSize:Show%20AIl,00.html

® For more on the Amazon Rd, seavww.fondoamzonia.gov.br

®To read correspondence between civil society and the Bank on the DRws®&usa.org..

"See Feb. 27, 2009 letter to WB Vice Presidearnela Cox signed by ten Brazilian and international organizations. The
approach paper for the proposed revision to the World Bank information disclosure policy suggests that future draft Program
Documents, such as the PGD for the SEM DPL, would be patolée prior to Board approval. However, there is no

commitment to publish related technical documents, aide memoires, or monitoring reports.


http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,countrycode:BR~menuPK:64820017~pagePK:64414648~piPK:64414956~subTitle:All%20Loans~theSitePK:40941~pageNo:1~pageSize:Show%20All,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,countrycode:BR~menuPK:64820017~pagePK:64414648~piPK:64414956~subTitle:All%20Loans~theSitePK:40941~pageNo:1~pageSize:Show%20All,00.html
http://www.fondoamzonia.gov.br/
http://www.bicusa.org/

It is important to understand the context from which the SEM DPL emerged, which reflects a fundamental shift in
power relations between the Brazilian government and the interests that have historicallyedahedll/orld Bank.

In the current Country Partnership Strategy, the Bank was obliged to confess that it would no longer act like a
Ashadow governmento to its Brazilian partners. Th
performance ofhe past Country Strategy, where only 53% of the projects defined (18 of 34) in first 2 years ever
materialized, and a remarkable 15% of projects defined (4 of 26) ever materialized in the finaf 2ryshist, the

World Bank had seen lending dropBaoazil and the past business model would no longer work to restore the share
of multilateral credit the Bank once controlled.

In this context of a shifting balance of power between the Bank and Brazil, the World Bank stated thgearfour

plan made lité sense. Instead the CPS would focus on defining new rules of engagement between the Bank and the
Government. The immediate emphasis would be on greater lending to State governmesuiis aationalor

private sector actors. Of the $US 5 billion envelope of expected lending for2P098 only 15% was scheduled to

go to the Federal government.

While few new Federal loans were planned before 2010, the financial crisis reversed these planSEdDRE

emerged on a fast track. The SEM DPL series follows prior World Bank analytical and financial support for GoB
efforts to promote the sustainable management of Amazon agricultural lands, forests, and water resources; reductior
of deforestation inhte Amazon; reduction of the environmental degradation of land, water, and other resources
which are key determinants of the wb#ing of the poor; and promotion of renewable enérgy.

Many of the conditions included in the SEM DPL were first includedhiealier DPL. The WB prepared and then
approved a first Environmental PRL DPL in 2004 for $500 millforThat earlier loan was designed as a three
phase policy |l oan to be disbursed over 2 yeated and
Environmental Technical Assistance Loan (ENV TAL) was approved on Sep. 15, 2005.

The Brazilian Government decided to end all SAL (adjustment loans) in 2006 and redirected WB lending to the state
level. Various WB loans were placed in the freezahist time, including the planned second two phases of the
PRL loan.

The current SEM DPL is officially new loan, not a continuation of the prior DPL despite the resemblance. The time
expired to complete the prior DPL and over 40% of the ENV SAL was teti@dso. In 2008, Brazil decided to
unfreeze the DPL, preserving many of the same objectives and triggers of the prior loan. No evaluation of the first
ENV PRL was conducted in time, so there is relative lack of clarity or accountability regardpmehtal lessons

of that earlier DPL.

Civil society organizations in Brazil and elsewhere have questioned the lack of transparency in the preparation of the
SEM DPL to BNDES as well as many of the substantive goals of the loan in a context of twagilitgting from
conventional Afdevel opmentalisto interests that pred
more stringent Amazon sustainability criteria.

The SEM DPL represents an important test case for the World Bank, not otilg feffectiveness of this new breed
of DPOs that support environment al policy reforms,
in general.

BNDES and the World Bank

8 World Bank (2008) Brazil Country Partnership Strategy (2081), pg. |, pg.13. The CPS also noted the lmgage lag

between concept approval and loan signing of 30 months (Fig. 10, pg 22)., whitbdrésdelayed disbursements.

° See National Environmental Project (NEP 1) 19998; NEP Il Phase | APL$30 million; Pilot Program to Conserve the

Rainforest (PPG 7) 199%resent); Amazon Regional Protection Project (ARPA) $30 million in 2002; First Programatic

Reform Loan for Envonmental Sustainability DPL (2004$600 mn; ENV TAL | (2005} $8 mn; Para Integrated Rural

Development Project (200660 mn; Amazon Region Cartography Project (2007) $5 mn; Alto Solimoes Basic Services and
Sustainability (2008)$24 mn; Acre Sustaile Development Loan PROACRE (206%US 120 mn; Land Administration

ESW (2007, 2009); NEP Il Phase lI;

“Worl d Bank, AFirst Programmatic Loan for Environment al S



BNDES has experienced phenomenal growth in overall disbursementsttevepast five years. Annual
disbursements have doubled since 2001 to over $US40 hillawer ten times the combined lending to Brazil by

the World Bank, IDB and CAF. BNDES finances one third of all infrastructure in Brazil, only 12% of which is
thromh publ i c institutions. BNDES is the <central fi
Accelerated Growth Program (PAC) that focuses primarily on infrastructure.

With that growth in public investment (in addition to increased foreign investment) Brazil has been able to reduce
borrowing from the IFls. The growing profile of BNDES has also inspired the confidence of Northern donor
support for the Amazon Fund, a seeign Brazilian trust fund managed by BNDES to support climate friendly
activities in the legal Amazon.

In the context of the current financial crisis that has cut foreign direct investment flows by half in 2009, Brazil is
depending heavily on increastzhding for infrastructure and trade finance by BNDES to compensate for frozen
credit markets. Facing certain |imitations in the :
(FAT), it will increasingly have to rely on international rkets to sustain the annual increases in lending of the past
years:' BNDES is also increasingly exposed to the same public attention regarding transparency, accountability
and participation that was often reserved for the IFls.

The rapid growth of BNDESyhi ch i s a reflection of the strength of
rapid recovery from the ill effects of the financial crisis. BNDES also allows Brazil to assert greater sovereignty in
the evolving debate over the reform of glofiaance. Over the past year, governance reforms at the IFls have been
deeply influenced by the emerging leadership of BRIC countries for voice and representation reforms. Threats to
withhold demand for new lending and support for core initiatives, ssccha he Wor | d Bankds | ar
have been issued by BRIC countries to ensure commitments in2ler€solutions favoring reforms of the global
finance system.

The extent to which all of this indicates a break with past dependence on the BINES and Brazil remains an

open question. One emblematic example of this new autonomy is BNDES recent experience with support to the
cattle sector after reports linking the sector with illegal deforestation in the region. In an unusual step, ibieelFC b
with its Brazilian client, Bertin, when it became clear that cattle processing operations supported by the loan were
clearly identified as a driver of Amazon deforestation. The worldwide negative attention that has led to demands of
certification byinternational buyers such as Nike and Welrt were initially ignored by BNDEG even though it is

the foremost financial supporter of the cattle industry in Brazil and owned equity in Bertin.

The shock came when BNDES was denied the terms of cratlit thas seeking on the international market largely

due to concerns associated with the perceptions of its role in supporting the maladies of Amazon livestock. Taken
aback, BNDES has been forced to reconsider the implications of not upholding inthrstigrds associated with a
financial institution of its stature, such as social and environmental safeguards (.e.g the Equator Principles, of which
BNDES is not a signatory). Over the past several years, particularly under the leadership of Luciamm,Coutin
BNDES has contemplated several profound institutional reforms. However, the increased pressure to expedite
funding for infrastructure and trade has neutralized these intentions by placing a higher premium on investment
timetables and volume over consas and results.

" Fabio Giambiagi, Fernando Rieche, Manoel Amorim@ 2009) fAAs Financas do BNDES: Ev
Revista do BNDES16:31, pg. 340. The FAT contribution to BNDES assets reached a maximum of 59.7% in 2006 and has
declined to 46.3% in 2008 as BNDES turns to other financing sources. atéwliliBank share of BNDES assets has also

declined steadily from 18.4% in 2001 to only 7% in 2008.

2See Greenpeace (June 20 h@p)wwigBenpeacediglinernaiiomaipress/ieperts/Aangateting n , O

amazonAmigosde Tera Amazoni a (Jan. 2008) #ATime to Pay the Bill,o
http://www.amazonia.org.br/english/guia/detalhes.cfm?id=313449&tipo=6&cat_id=85&subcat_id=413 See al s o, Al FC wi
from Brazilian c a htp/iwew.bicusacong/ENVAaide.l1058ax Ber t i n, 0O

13 RHETT BUTLER (Auc.10,2009)iCoNnt rol | i ng the Ranching Boom That Threatens

http://e360.yale.edu/content/feature.msp?id=2176


http://www.greenpeace.org/international/press/reports/slaughtering-the-amazon
http://www.greenpeace.org/international/press/reports/slaughtering-the-amazon
http://www.amazonia.org.br/english/guia/detalhes.cfm?id=313449&tipo=6&cat_id=85&subcat_id=413
http://www.bicusa.org/EN/Article.11258.aspx
http://e360.yale.edu/content/feature.msp?id=2176

In recent months, BNDES has attempted to diffuse criticism of its perceived lack of rigorous sustainability criteria
by announcing support for climate friendly mitigation schemes that are clearly not available feermear
implementatbn. At a climate and cattle conference, a BNDES representative touted a newly formulated cattle
certification scheme in order to buy time to think through the complexities of such a system. Earlier in June, the
Bank announced investment in a carbon aa@pgequestration system for the recently funded Pecem coal fired
energy plant, again promising to deliver a technology that is not close to commercial opération.

Perhaps in light of these types of public pressures, BNDES has apparently sought thepeddledlyadvice of the
World Bank to respond to calls to reform its lending practices by adopting social and environmental screening and
design criteria that are closer to development bank industry staridlards.

DPL Analysis:

In this uncertain context, th&orld Bank and GoB have designed the SEM DPL to support nine ambitious policy
objectives (outlined in the Development Policy Matrix in annex 1). The proposed policy actions touch nearly every
aspect of the climate debate in Brazil and in the Amazon respecifically. Several of the proposed policy actions
include:

o the formulation and approval of a new Environmental and Social Institutional Policy for BNDES that
incorporates the National Climate Change Action Plan, the Green Protocol, and applicétiennefv
policy to BNDES full portfolio*®

e the drafting of investment guidelines for BNDES to manage social and environmental risk forsg@taub
of the economy (including energy, agriculture and transport)

e the filling of 600 vacancies at IBAMA, MMAra ICMBIo, to support the Ecological Economic Zoning
plans outlined in the National Sustainable Amazon Program (PAS),

e informing the regulatory design for the new Amazon Fund, and to implement the Water Resources National
Plan.

The outcomes for the SEM DRiclude the following objectives:

e Improving the environmental licensing process by decreasing the number of licenses challenged in the
courts by the Public Pr osecu-R007/périedaiage., ce by 20 %

¢ Increase planned green house gasssion reductions to 20 million tons of CO2 equivalent/year through the
CDM, BNDES and National Climate Action projects

e To have 100% of projects submitted directly to BNDES screened, approved and monitored according to the
new Environmental and Sociabkcy

e Increase the Sustainable Natural Forest Management of private and public areas from 27,000 km2 to 50,000
km2.

e Reduction in average annual rate of deforestation in the Amazon for22008to 20% below the annual
average rate for 2008007 (14,800 kmR

e An area of 500,000 ha. Receiving Amazon Fund support for promoting sustainable land use activities.

“See Alana GandfaMay 21, 2009) #Al DB -Eluencdterdi cBrPalzainlti atno TuhseeBragadr b o n
Forum http://www.brazzilmag.com/content/view/10775/1/

15 As with many IFI policy basedperations, it is not clear whether the World Bank, BNDES or other agencies of the Brazilian
government acted as the impetus for including BNDES reforms in the SEM DPL.

' See Appendix for summary of key Brazil programs

" SEM DPL PGH, p.145


http://www.brazzilmag.com/content/view/10775/1/

e Water quality monitoring results released to the public for 90,000 km of main rivers.

e Reduction of 110,000 tons of pollution loans discharged intosidee to approved BNDES sanitation
projects

e The production of 60,000 tera joule per year of renewable energy or saved by energy efficiency projects
supported by BNDES.

As warranted as the WB SEM DPL and other DPLs may seem, the lack of transpareridyoabthe loan was
prepared is directly related to more substantive underlying concerns associated with the policy preferences inherent
in these loans. Are the development policy triggers the most appropriate options? Are they ambitious enough?
Was thee adequate public consultation in design of the loan, or in the validation of whether the prior conditions
were met? Was the loan amount justified in relation to the cost of carrying out the reforms? Does the loan contribute
at all to addressing chronic dgetary constraints of environmental agencies? Should the DPL trigger the World
Bankdés soci al and environment al safeguard policies
. , and grievance recourse mechanisms? Is the system for
M&E rigorous enough? These questions and others were
conveyed in two letters to the World Bank as well as a
follow up meeting with the DPL loan task managers on
Aug. 23, 2009 and have yet to receive adequate answers.

In a letter dated March 5th 2009arious civil society
organizations from Brazil, together with the Bank
Information Center, stated reasons for opposing immediate
approval of the Brazil SEM DPL by the World Bank
Executive Directors. The Bes
response, subsequent to Boaapproval of the loan,
essentially restated information from the program
document, failing to address key substantive and process
problemsidentified in the initial letter of civil society organizationSuch anevasive response, in and of itself,
raisesoncerns about t he imBravingdialeguecandnarisganeyeregarding ibs operations in
developing countries.

One of the primary civil societgoncernss the lack of transparency and accountabiliggarding the performance

and shortcomingf past World Bank energy sector and environment loans in Brazil, within a context in which
loans were never subjected to public scrutiny or serious evaluation. The SEM DPL refers to the achievements and
learning of a past Pilot Program to Conserve thmferest (PPG7) Amazon grant program as a strategic input into

the SEM DPL design. However, the relative success of the PPG7 is contested by some and several component:
were cancelled by the Government. The World Bank has not produced the projedtiansbidhe entire program
(beyond the Pilot program) to explain how the performance of the PPG7 loan would inform the design of the SEM
DPL. Nor has the Bank adequately addressed a recent IEG Evaluation of World Bank environmental programs that
suggesteashortcomings in moving from projects to mainstreamed environmental incentives, weak M&E systems,
lack of coherence between IBRD and IFC operations, and most relevant to the SENI piblems in
strengthening institutional capacity.

The Bank conductednty a Simplified Implementation Completion Report for the First Environmental PRL in 2005
that provides only projected results for 200 Given the significance of this loan as one of the first Environmental

DPLs in World Bank history and for Brazil, analysis of the results is warranted. However the SEM DPL seems
to have been designed without full access to this evaluation.

Partly due to Government decisions to cancel or delay significant parts of prior World Bank loans or ignore
commitments establisben these projects, sustainability planning for key sectors such as hydroelectricity have been

8 World Bank IEG (2008) Evaluation of WBG Support for the Environment.
“World Bank (June 29, 2005) AICR for First-BRRL for Enviro



weakened. For example, the impacts of a unilateral decision by the Ministry of Mining and Energy's (MME) to
abandon a cooperative effort with the Ministry o tEnvironment (MMA) in carrying out Strategic Environmental
Assessments (SEA) for hydpojects at the river basin level, as called for in the policy matrix of the First
Programmatic Reform Loan for Environmental Sustainability (Loan No.-BE6was neer subjected to serious
analysis and public debate.

Another fundamental problem concerns the generalized lack of prior, broad and informed consultation with
Brazilian society organizations during the preparatory process of the SEM DPL. The loan doeteretd broad
consultation upon which the National Climate Change Action Plan (NCCAP) and the Sustainable Amazon Plan
(PAS) were based. However, there is no commitment to hold open public consultations on the proposed BNDES
Social and Environmental Poji, a loan that would have tremendous impact on the NCCAP implementation (see
annex 1 for more on NCCAP). For the developmentsgdior investment guidelines, including the most dynamic

and challenging sectors f or ondiiry dévelopreentramdeonsedation sntthet e d
Amazon, there is no public review scheduled.

The BNDES Social and Environmental Policy and relatedssaboral guidelines are the centerpiece of the SEM
DPL. Numerous aspects fofrmulating such a policy are controversial and require open public debate, but are being
discussed selectively with consultants and Raiokled private sector experts. To avoid the perception of bias and to
field the best advice, the draft policy shodidve at least a 90 day public comment period and related public
hearings.

Another issue relates to the fact that BNDES provides 70% of its finance to private sector intermediaries, which
represents a challenge for enforcing policy commitments. Sinailathier IFIs that lend to private sector clients,

2 see World Bank, Simplified ICR (June 29, 2005) First Programatic Reform Loan for Emeintai Sustainability, Report
32299BR.



