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ABSTRACT

Improving a country’s export is widely acknowledgasl a strategic issue. For a developing
country, the benefits are multiple: expand the ratEkor goods and services to a global scale
contributing to job creation, set technological amahagement standards for the sectors of the
economy and reduce the country’s external vulnbtiglsi by generating reserves. Those
benefits justify the adoption of public policiesdopport and foster exports, but it is essential
to ensure that the resources invested in thesegmsgare being effectively used, requiring
the design and implementation of evaluation systds article aims to present and discuss
an evaluation model for PROEX, Brazilian Program &upporting Exports. The model
proposed include definition and calculation of & & indicators that will allow the
monitoring of the extent to which the program isiaging its main objectives. We believe
that the evaluation model proposed will help to iove the efficiency, effectiveness and
governance of the Program.
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1 INTRODUCTION
he performance of a country’s exports is widelyremidedged as a strategic
issue. Improving exports is equivalent to exparel arkets for a country’s
products and services to a global scale and thereytelding important
contributions to economic growth and job creatiolmYI(ER, 1981;
FEINBERG, 1982; KAVOUSI, 1984 NEVEN; SEABRIGHT, 199
HARRIES, 1998; HARRISON; RODRIGUEZ-CLARE, 2009).

Empirical data shows that firms that export haveeogerformance than their
counterparts that only do business domestically (M, 2008). For instance, Taylor (1994)
found that exporting firms grew up twice as fastsales and also had higher returns on
equities and assets. Other studies found that #Hisy pay significantly better wages
(BERNARD; JENSEN, 1995; SCHANK; SCHNABEL; WAGNER,0@7), are more
productive and innovative (CASSIMAN; GOLOVKO; MARNEZ-ROS, 2010), and in
general are more stable than firms that do not @XpPdCHARDSON; RINDAL, 1996).

The increase of exports allow a robust surplushentrtade balance, that tends to reduce
the emerging countries’ external vulnerabilitiesllowing them to face international shocks
with less damage for the economy. This is why dgsedl and emerging countries alike have,
since long designed governmental policies to supia country’s exports (LALL, 1997;
HARRISON; RODRIGUEZ-CLARE, 2009; GILES; WILLIAMS, @0). Those policies
include the creation of institutions or programgptovide funds to finance exports, to finance
the exports directly or to back the risk of the &ty country (BELOC; DI MAIO, 2011).

The Brazilian export financing program - PROEX -dese of such policies. The
program is strategic to the country for many reaséirst, Brazilian exports performance has
an important effect on reducing the country’s exkrulnerability. This was demonstrated
over the last years, while the country dealt wighaus external shocks that had little or no
impact over domestic economy, in comparison withmilar situations in previous years
(especially until 2002). To some extent, the Bramileconomy resilience to external shocks
has been associated to significant trade balanggluses generated since 2003, which
resulted primarily from a robust and consistentease of Brazilian exports in the last years
(from 2002 to 2008 the exports grew from US$ 60drilto US$ 242 billion (BCB, 2013).

' According to IMF (Debt- and Reserve-Related Intics of External Vulnerability, IMF (2005) Importan
indicators of the external vulnerability of thedincial sector are gross external liabilities, oferign currency
positions (if significant), and indicators of theatarity and quality mismatch in the foreign curngmosition
that include off balance sheet items such as déresa
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Second, to compete in foreign markets, companies t@ improve their management
standards and to continuously invest in technoldgionovations, and some of these
improvements will even spill over to sectors anthpanies that are not directly related to the

external sector (BLOMSTROM; KOKKO, 1998).

Third, it is widely recognized that the excelleetformance of Brazilian external sector
worked as a safety net for the economy, avoidingesese in 2002/2003 crisis that followed
the presidential election, as well as played anomamt role when the country resumed
growth, after 2003. Fourth, the reduction of theeexal vulnerabilities and the resume of
economic growth are usually followed by the inchegof foreign direct investment, which
helps the strengthening of balance of paymentsaamll as an additional stimulus to improve
growth.

Although PROEX may be important to the performanteeconomy, it uses public
funds, being mandatory to ensure that the fundssited in the Program are used effectively
and with transparency. This objective is very imt@ot in developing countries, which deals
constantly with a scarcity of resources and hastezl to attend an increasing and complex

array of demands, especially in terms of socialcps.

Thus, to ensure that the public funds investedhm PROEX are used efficiently,
effectively and with transparency is an importamd argent task, due to the increasing social
pressure for accountability of the use of publiads, frequently through the use of e-
government initiatives, especially in developedrdaes (UN, 2012). This is the goal of the

present paper, organized in four sections.

In the following section we will briefly presentdhinternational trade practices and
regulations and a brief review of Brazilian polgi@ this matter. The third section presents a
detailed presentation of the PROEX, its operatiaharacteristics and some information on
the program results, and previous evaluation. Rosettion discuss the analytical framework
for evaluating public programs and present a mtaerovide a systematic evaluation of the
program, and a methodology to enhance the appicati the equalization of interest rates,
improving its transparency and governance. Thé B#ction presents the final remarks and

conclusions.
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2 AN OVERVIEW OF POLICIES AND REGULATIONS FOR INTER NATIONAL
TRADE

2.1 INTERNATIONAL PRACTICES AND REGULATIONS

The expansion of exports is one of the highestripies of governments worldwide, for
both developed and developing countries. Accortiing comprehensive empirical literature,
exports are considered one of the major drivereéonomy growth (Harrison and Rodriguez-
Clare, 2009; Giles and Williams, 2000). Also thevegrnment may intervene with the
objective to choose the sectors in which the cgusktrould specialize (LALL, 1997; AN;
IYIGUN, 2004; HAUSMANN et al., 2007).

To attain such objectives, policies and practiceswn as Export Promotion Practices
(EPP) have been conducted by the majority of thent@s to enhance their exports (LALL,
1997; BELOC; DI MAIO, 2011). OECD defines EPPs ks set of ‘specific measures that
generally amount to the government bearing a portibthe private cost of production of
export’ (OECD, 1984).

Beloc and Di Maio (2011) point out that in gendedPs encompass all the measures
and programs to aid current and potential exporierforeign markets penetration, with
instruments such as export subsidies, reducedatas to exporting firms’ earnings, favorable
insurance rates, advantageous financial conditmmgariations in the exchange rates. Export
promotion activity is nowadays widespread and ngasternments intervene in one way or
another, with policies ranging from providing irdteucture support to offering direct export
subsidies (BELOC; DI MAIO, 2011).

Studies from the Organization for Economic Coopenatind Development (OECD,
2005) gather a broad array of evidence that fimapcsubsidies and guarantee mechanisms
directed to international trade are widely adoptedthis study the OECD summarized the
mechanisms and instruments adopted by 34 countAdscountries surveyed had some sort
of system to ensure the political risk of the bgydfost of them also cover the commercial

risk and some of them offer reinsurance to priviagétutions.

Therefore, supporting exports is a very common tprac Even developed countries
have their EPPs, sometimes even subsidizing inteaéss (FEINBERG, 1982; HARRIES,
1998). Nevertheless, usually those countries daahotv a final interest rate lower than the
one established by OECD: CIRR (Commercial Intel@sference Rate). Governments
maintain specific agencies called Export Credit dges (ECA) to supply credit for exports.
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ECAs can be organized in many ways: governmentah@g independent agency, public-

private firm or even a private institution opergtin accordance to the government.

Since the creation of the World Trade Organiza{MTO), there is a tendency towards
more transparency in the mechanisms to supponnetienal trade from all countries, no
matter which structure is adopted. Although gowents have largely used trade policies to
influence export flows, the use of selective exmutbsidies is currently severely limited by
the WTO rules (BELOC; DIMAIO, 2011). Beloc and Dimg2011) also affirm that WTO
rules allow the use of trade policy interventionghe form of selective subsidies to promote
(a) domestic investment in research and developm@jt regional development, (c)

environment friendly activities.

For the countries that are members of the WTO fdilere to comply with the trade
regulations is considered a liability that can léadsuing and, eventually to penalties and
fines. In fact, a few years ago Brazil was involwec commercial dispute at WTO — World
Trade Organization — with Canada that complainenitbubsidized aircraft exports. In 2007,
Brazil signed an agreement with OECD country memlieat establishes the export credit
aspects of this sector. Thus, the governance ofdahatry’s policies should ensure that it will
not create liabilities before international regatat
2.2 THE BRAZILIAN POLICIES AND INSTRUMENTS TO FINAKE AND SUPPORT
EXPORTS: A HISTORICAL OVERVIEW

The public policies created to support Braziliapaxs followed two distinctive stages:
before and after the trade liberalization that wagplemented in the 1990s in the
administration of President Fernando Collor. Veaga Iglesias (2003) characterized the first
stage, from 1964 to 1990, as a centralized mod#i strong use of subsidies and regular
devaluation of the Brazilian currency. In the sataitage, after 1990, a more complex and

integrated public system directed to support Bi@ziexports was created.

It is important to mention that the first stage mfblic policies to support exports
represented a radical change in the country’segfyatoward economic development, which
existed for decades. In fact, the wave of econognawth that Brazil experienced in the
1950s was based upon the “imports substitution” ehodspired by CEPAL (PREBISCH,
1949). According to this model, adopted in manyeothatin American Countries, the
economic development would require the creatioarofntegrated industrial sector, and that

industrialization should be fostered through themdstic production of goods previously
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imported, hence “import substitution” (TAVARES, 196 The international trade policies
then, emphasized the protection of the local ingustctors through trade barriers and tariffs.

Therefore, in the late 1960°s and 1970°s, althotigh restrictions to imports were
persistent, the focus of the trade policies changedupport Brazilian exports with an
emphasis on manufactured goods. The policies weeded to promote growth and
development of the economy. In the period compgidif62 to 1967 the country underwent
an economic stagnation. Although the real GDP dgnowate had reached 10.3 % in 1961 it
had diminished to 2.4% in 1964, and the balangeagfnents was not in a good situation due
to poor export performance and low level of botblmuand private inflows (BAER, 1973).

The policies embraced reductions on tax burden dwports, simplification of
administrative procedures for exporters, a numlbéax incentives to increase imports were
introduced, along with the reduction of tax on imtpd goods used as inputs to exports (a
strategy known as “draw back”) as well as an aggvesuse of tax and credit subsidies
(BAER, 1973). The implementation of these policiess heavily dependent on public funds.
Although not solely affected by export sector perfance, the governmental policies seem to
have been effective, in the the period 1968-72cthentry’s real GDP has grown at average
annual rates of 10 per cent (BAER, 1973). The fldwnternational trade reached another
threshold in this period, breaking the US$ 10 dilliof annual exports in the second half of
1970s.

In the 1980s years Brazil and other developing tees) faced two simultaneous
threats: a fiscal crisis in the public sector tldibwed an imbalance between declining fiscal
revenues and growing public expenditures, and ttiermal debt crisis that followed the
Mexico default in 1982, which interrupted the fl@vinternational funds to the country. The
priority to fiscal adjustment, at the time, mad#idult to implement any kind of policy to
support exports that demanded fiscal subsidiesth&le factors resulted on the discontinuity
of the prevailing exports promotion model. To comgee the interruption of foreign
investments and loans and to restore the equilibiiuthe country’s Balance of Payment, the
policies turned, once again, to a strict controingborts to allow the generation of significant
trade surpluses. In fact, the volume of importsffem US$ 23 billion in 1980 to an average
of US$ 14.4 billion between 1983 and 1988. The ayertrade surplus in this period was US$
11.8 billion (BCB, 2012), which allowed the countxy face and overcome the shortage of

international funds that followed the default irB39
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As the flow of international capitals to emergirguotries normalized in the beginning
of 1990s, the governmental policies to support Beaz exports were resumed, but within a
different framework, defined before as the secotadjes Under this new framework, the
policies would emphasize the use of “non-budgetgmyblic funds to finance exports, and
even so, only as a complement of private fundghis period, the exports approached the
level of US$ 50 billion (BCB, 2013).

The budgetary resources were to be used primarilgotnpensate the higher cost of
funds to Brazilian companies, influenced by thehhigountry risk” spread, a mechanism
known as “equalization of the interest rate”. Ictfan 1990 the BNDES (Brazil National
Social and Development Bank) EXIM (Export-Import)rils was created, and in 1991 the

PROEX program was establishédcompact timeline of the events is presentedveelo

> EXIM Fund Created
1/1/90

Creation of PROEX
Program
1/1/91

1962 19638 1974 1980 1986 1992 1998 2004 2010

1982 1990
Mexico Default Economic
Liberalization - Cellor

1962 - 1967
Stagnation of Economy/Exports

1968-1972

High Growth of Economy
1980- 1990

Fiscal and External Debt Crisis

Figure 1 - Timeline of events.
3 PROEX: CHARACTERISTICS, ANTECEDENTS AND PRESENT SITUATION
The PROEX is one of the main official mechanismsupport Brazilian exports. The
program has two different instruments: export ftiag and equalization of interest rate. The
funds for both mechanisms are defined every yeahénGovernmental Budget under the

account Official Credit Operations.

In the financing mode, the Treasury Departmenersfffunds to finance loans to
Brazilian firms’ exports.Banco do Brasilis the program manager and the agent of its

operations in the financing mode. In the equalatmode, the Treasury Department
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compensates foreign operations costs by grantindpecdfinancing agent (usually a private
bank) a subsidy to reduce the final loan rate,rdtento make it comparable to international
rates. The equalization is granted through bongdngs(NTN-I: Treasury Department Bond, |
Series) and represents a credit subsidy. The gmogegulation allows financial and credit

institutions in Brazil and abroad, other than tHec@l banks, to operate this instrument.

The rationale of the PROEX instruments answers ifi@rdnt objectives. Thus, the
export financing mechanism intents to complemeatsilipply of private funds, offering more
competitive conditions in terms of interest ratespecially to industry sectors considered
strategically priorities. As for the equalizatiohiaterest rate mechanism, the goal is to bring
the final cost of funds used by Brazilian exportiogmpanies to levels comparable to
international standards. This is a crucial probfemBrazilian companies, since the final cost
of the loans are increased by the Brazilian “coungk”. Since the Brazilian country risk, as
in many other developing countries, is usually vieigh, volatile, and eventually distorted,
the lack of an equalization mechanism would compsenthe competitiveness of Brazilian

exports in the global markets.

3.1 LEGAL AND OPERATIONAL ASPECTS

The following criteria are considered to set PRO&j(alization operations: 1) up to
85% of the exports proceeds are entitled to ecui#dia. 2) the maximum loan period to
benefit from the equalization is defined by prodiygte; and 3) the maximum equalization
spread allowed is 2.5% p.a. (250 basis point pewa), depending on the period of
financing. Besides these conditions, for the aftcisector, the minimum rate after
equalization should be equal to OECD rate (CIRR).

In the last 11 years the Brazilian country risk exgnced a significant improvement,
falling from 700 basis points (which mean 7% pemwan over the US Treasuries) in 2001 to
approximately 180 points in April of 2012 (BCB, Z)1Country risk is a concept that aims to
express, in an objective manner, the risk of créduht foreign investors are exposed when
they invest in a given country (BCB, 2012). Thaluetion followed a general improvement
of the Brazilian macroeconomic conditions in theigéd especially related the external
vulnerabilities. In this period the Brazilian exgogrew from US$ 50 billion to US$ 256
billion in 2011, the governmental external debt wagl off and the country’s reserves in hard
currencies reached more than US$ 370 billion by \N2&@y2 (BCB, 2012).

As a consequence of country risk reduction, thé cbsunds for Brazilian companies

also experienced a significant reduction. Desgi itnprovement in the country risk, the
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maximum equalization spreads allowed by PROEX g are the same since 1999 (250
basis points). Therefore, market conditions, regmeed by the external financing cost, and the
granted subsidy are not aligned. For instanceealgears ago, the funds for Brazilian firms
could cost 10% per annum, in dollars term. This thasresult of the international rate (Libor)
plus the Brazilian Country Risk (700 basis pointte time). So, an equalization subsidy of
2.5% would reduce the final cost to 7.5% per annim¢ch would still be a cost significantly
high. Currently, Brazilian firms could raise mongy the international market at 5% per
annum (corresponding to the currently Libor ratesph country risk of approximately 200
basis point). In this scenario, a subsidy of 2.2%0(basis points) would lower the final cost
to 2.5% per annum, which is lower than the marl@tddions, even for companies from

developed countries.

That subsidy puts Brazilian companies in a convenendition to compete in the
international market, but might raise problemscdnh lead to legal liabilities to Brazil with
organizations, such as the WTO. In addition, itespnts a fiscal burden that is shared by the

society as a whole, while resources could be aghjpiéssues that may be more urgent.

Consequently, an alternative for a new equalizat@thodology for export operations
would be simply reviewing the maximum spreads afldwA technical analysis of the country
risk reduction impact on the exports financing sdst Brazilian firms over the last 7 years
would determine the level of spread reduction rebemded. However, this is not purely a
technical matter. Then, in the following sectiomsemualization methodology that considers

other relevant aspects regarding export financiiigo& suggested.

3.2 SOME STYLIZED FACTS ON PROEX RECENT PERFORMANCE

PROEX is a program created to support the exportstfategic sectors of the economy
using either financing or equalization mechanisrrs. 2011, most exports that used
equalization mechanism were composed of machindseguipment (72%), followed by
transports (20%) and services (8%).

The funds of equalization mechanism were virtuakglusive to large companies, 96%
of funds, and 99% of operations in 2011 were agsign large companies, although the small
and medium firms comprise 26% of the companied fitede(n=7). Most exporters were
based in Sao Paulo State (60%), Minas Gerais anth &atarina were tied in the second
position (12% each) (MDIC,2011).
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In comparison, the financing mechanism in the sge@ was used mostly to support
agribusiness (58%), and textiles and leather prtsd(#1%) exports. The funds were more
evenly distributed between companies of differames than in equalization mechanism.
Large companies received 47% of the funds; mediumsf(300 to 60 employees) had 35%
of the resources, while small received 8% of thalttunds. Sao Paulo state again was the
more represented, with 44% of the exporters, amdd@iGrande do Sul exports accounted for
an additional 29% (MDIC, 2011).

Table 1 summarizes the main figures of the progoatween 2001 and 2011, allowing
us to identify some of its virtues and problemsr Fstance, we can see the reach of the
program is still very limited. Considering the fim@ng instrument, the number of companies
that benefited from the program has ranged betw888rand 450 approximately, in the period
considered. As for the equalization instrument,rtbhenber is still lower, only benefiting less

than 40 companies per year:

Table 1 - PROEX Summarized results 2001/2011

Statistics Instrument 2001 2002 2003 2004 2005 20062007 2008 2009 2010 2011
Number Proex Fin. 294 308 341 409 452 337 358 359 400 37812
firms Proex Equal. 216 152 53 44 32 32 35 37 35 31 34
Expenditures Proex Fin. 411 388 269 286 429 383 332 297 279 43352
M US$ Proex Equal. 477 115 303 153 232 192 184 180 158 8 11185

Financed Proex Fin. 464 438 308 326 492 437 375 335 305 508635

exports US$ Proex Equal. 8193 2024 4064 2871 3041 3570 4039 3468000 3539 3499
Number Proex Fin. 958 1075 928 1142 1746 1391 1660 136609151478 1354
Operations  Proex Equal. 4930 911 900 1217 1710 1716 2125 29@613 2657 2531

Source: Bank of Brazil — Boletim PROEX 2001 to 2011

In the period, the volume of money spent decredsmd a maximum of US$ 888
million in 2001 to US$ 737 million in 2011, with pgximately 74% allocated in the
financing mechanism and the other 26% spent witrakzption. The sharp decrease of the
program’s investment in the period can be explaingd combination of a decrease in the
supply of funds, due to governmental budgetary ttamds and an increasing participation of
private funds, especially in the financing mechiamis

The number of deals that benefited from the eqa@étim mechanism, which grew
steadily since 2002, reaching almost 3.000 deald08. This result can be related to the
significant volume of exports that were benefitethwhe equalization mechanism, reaching
US$ 4.6 billion in 2008, and diminishing in 2010120with approximately US$ 3.5 billion.
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These results reflect one important characterddtithe equalization mechanism, which is its
leverage capacity. Since this mechanism would eqtire governmental funds for financing
the principal of the exported volume, but only aafipart of the operation represented by the
rebate of interest rate, a relatively small volushéunds may benefit a significant volume of

exports, as shown in table 1.

3.3 PROEX PREVIOUS EVALUATIONS

Previous attempts to evaluate the PROEX focusedhenestimation of the overall
program’s impact on exports growth and diversifmat Thus, using an econometric model,
Moreira and Santos (2001) analyzed PROEX contabuto the growth of manufactured
goods exports from 1991 to 2000. The results altbtvee conclusion that PROEX, had a

positive impact on the growth manufactured goodoetsp

Moreira et al (2006) extend the original model a@edeloped an econometric model to
measure PROEX impact from 1991 to 2005. They atsand evidence that PROEX
positively influenced the growth and diversificatiof Brazilian exports in the period
considered. A few studies tried to identify the lgemns faced by firms as far as public and
private financing are concerned (CNI, 2002; BLUMENEEIN; LEON, 2002; VEIGA;
IGLESIAS, 2000). The main difficulties found wernenlted funds, excessive bureaucracy,

information access, requirement of guaranteeshaidcosts.

As mentioned before, the market mechanisms werefibed by the reduction of
funding costs. The progressive reduction of thentqurisk was responsible for a better
quality credit to Brazilian companies. Measured thg Emerging Markets Bonds Index
(EMBI) the Brazilian Country Risk decreased appnoxiely 75% in the last 7 years.
Regarding OECD criteria, Brazilian country risklfesbm 6 to 3 in a 0 to 7 scale (OECD,
2007).

Nevertheless, Brazilian firms still are not able dcompete in the same levels of
developed countries firms, as far as funds avdifglaind costs are concerned. The existence
of market mechanisms does not imply that an offisigoport program is not necessary. Yet,
the recognition of important changes in the ecormoeniironment makes it necessary to think

of improving and adapting the mechanisms and aitstopted in the official programs.

To our knowledge, there is a lack of empirical s#addedicated to evaluate the
effectiveness of the program (PROEX) in terms atheng its specific objectives, as well as

the governance and operational aspects of the aamggalthough international initiatives are
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abundant. Nevertheless, Wilkinson and Brouther0@p0state that the majority of the
evaluations use qualitative perceptions of the iguand effectiveness of the export
promotion programs instead of evaluations basedexport data. Although the use of
perceptions of the users of the programs is impartahas several limitations concerning the

evaluation of the real impact of export promotisagrams.

4 AN EVALUATION MODEL

Public managers face a continuous challenge: hode#d with an increasing demand
for public policies and services that require gmgvpublic expenditure in an environment of
limited capacity to increase governmental reveniBSRZELAY, 2001). Frequently the
solution suggested for this dilemma is the impletagon of comprehensive “Administrative
Reforms” to redefine the role and size of the pubBkctor, or a “Tax Reform” to improve
financial strength of public finances. The problemh this “Big Reforms” approach is that
they are technically controversial, politically cplex and time consuming. Although the
concern and commitment with “structural changesbudth not be abandoned, public
managers need to seek solutions to improve theiesifty, quality and governance of the
public sector in the short term, which can be a#diwith a better performance management

and evaluation.

Wholey (2012) states that Performance Managemah®Paogram Evaluation Systems
have a synergic effect, because when performantze atad indicators are collected in a
regular basis a Program Evaluation becomes momsgbfealess costly and more useful. In
addition, the demand for such Evaluation Systemd te be greater after agencies measure
their programs, with the inputs, process, outpots@tcomes.

Therefore, the implementation of Evaluation Systemsthe public programs and
policies could allow for incremental changes in tipeality of the public management
(COSTA; CASTANHAR, 2003). In the specific case ofakiation of Export Promotion
Program, the evaluation is essential for two mamsons. First, a well-designed evaluation
program is likely to provide useful information émhance the export promotion strategies
and the knowledge about the benefits the policiag be able to increase firms’ awareness

and willingness to apply for the programs (BELOGMBIO, 2011).

The evaluation system proposed comprises two diftercomponents. The first
component is a panel of indicators that could lusy the program’s managers to check to

which extent the program’s goals are being achigmeatder to make recommendations for
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adjustments and improvements in the program. Thensecomponent is a methodology for
setting the equalization rate for the loans beeeéfity the program.

This second component is the most important patti@®valuation system, since it can
impact the governance of the program on severacaspsuch as: defining the volume of the
subsidies and costs of the program, improving tfeceveness, improving the transparency
in the program management, while helping the cguntr comply with international

regulations.

4.1 THE PROGRAM LOGICAL FRAMEWORK AND INDICATORS

Although the primarily focus of this study was testgn a more effective methodology
for the equalization subsidy, a few evaluation ¢attors were calculated for the program as a
whole. The objective here is to provide informatfonthe program managers, especially for
the fiscal authorities in Brazil about the effiotgn effectiveness and impact of the program.
The objectives of the Program were identified aedcdbed, using the Logical Framework
instrument (Pffeifer, 2000; Mokate, 2002).  Theglaal Framework developed for the
USAID as a tool to help conceptualize a project analyze the assumptions used (Rosenberg
& Posner, 1979). The Logical Framework has prowebe a valuable tool for project design,
implementation, monitoring, and evaluation. Progeabogical Framework is in Table 2:

Table 2: PROEX Logical Framework

Objectives Indicators Sources
Increase exports Growth of exports Bank of Brazil
(1) funded by the program
Improve funding Exported value for each |Bank of Brazil
efectiveness dollar expended
(2) Share of exports Bank of Brazil and Ministry of
benefited by the Development, Industry and
program on total International trade (MDIC)
exports
Increase the number of |Growth of the number of|Bank of Brazil
exporting firms benefited firms
(3) Average period of Treasury Department/Ministry
FPROEX utilization of Finance

Improve access of small |Exported value foreach | Treasury Department/Ministry
firms to export funding  |dollar expended by firm |of Finance

(4) size
Export structure by firm |Bank of Brazil and MDIC
size (PROEX x Total)
Export diversification  |Export structure by Bank of Brazil, MDIC and

(5) industry sector (PROEX|Central Bank

* Total)
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According to the Logical framework developed foe gorogram, objectives 1 and 5 are
composed by only one indicator, while objectiveS2nd 4 have two indicators each. It's
important to mention that the indicators were deldhrough an interactive process with
program managers. We sought to compile a relevamipgof indicators for continuous
monitoring that also could be used as a managetoeht Their definitions are presented

below:

A) Growth of exports funded by the program - This indicator expresses the

annual percentage increase or decrease of exmmédited by the program:

e — [( Exports Funded by PROEX int

. )— 1]:{' 100 . t = vear considered
Exports funded by PROEX int—1

If the indicator is positive it reflects a growtm d®’ROEX financed exports, while

negative results indicate a decreasing.

B) Exported value for each dollar expended This indicator is the annual value
of funded exports divided by the money expendethe program. It represents the value
being exported for each dollar lent and is caladats follows:

_ Exports funded by PROEX (3)
"~ PROEX Expenditures ()

C) Share of exports benefited by the program on totagxports - This indicator
expresses the representativeness of exports héijt the PROEX over the total value of
Brazilian exports. It is calculated as follows:

Exports Funded by PROEX(%)
Total Exports ($)

The closer to 100%, the greater is the program atng@an the contrary, percentages

close to 0% indicate a low impact.

D) Growth of the number of benefited firms -This is an indicator that represents the

annually percentage change, positive or negativieemefited firms by the program:

b ( Number of Benefited firmsin t
t =

- 1) x 100. t is year considered
Number of Benefited firmsint —1 -

Therefore, positive results indicate an increaskeofefited firms when compared to the

previous year. A negative percentage expressedéecase of benefited firms.
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E) Average period of PROEX utilization - This indicator expresses how many years,
in average, firms used PROEX during a specificquenf time. For the calculation of this
indicator, all firms that used PROEX during theidedl period are listed. For each year, a
value is attributed to the firm: 1 if it used PROEXds or O if it didn’t use PROEX funds.
Hence, the sum for each firm will be equal to thenber of years that it had PROEX
financing. The final indicator is the average résilall firms. The indicator was calculated
for a time span of four years.

4

E = Average Z Nt

t=1
Where t= year and N =1 if the company applied for PROEX,0 if not

This indicator is a proxy of the ‘turnover” of fisnn the program. A high value will
indicate that, once the firm has access to therprogit will benefit from it continuously and

a lower value will reflect a greater turnover ohbéciaries in the program.

F) Exported value for each dollar expended by firm sig - This indicator
compares the exports by firm size with the volurhenoney spent by the program in that
particular firm size segment. This goal of thiglicator is to evaluate whether funds

efficiency might be related to firm size. It is calated as follows:

PROEX Exports by firms of 5izei
"~ Expenditures of the Program in firms of Sizei’

Where i = firm size — small medium or large

G) Export structure by firm size (PROEX x Total) - This indicator compares a
particular firm size segment share on the totabetspbenefited by PROEX, to this firm size

segment share on total Brazilian exports. It isuaked as follows:

Gi =

(PRDEX Exports by firm size L') (Tﬂtrxl Exports by firm size i)

PROEX Total Exports Total Exports
Where i = firm size — micro,small, medium or large

A positive sign means that firms of a specific Siee greater representativeness on
PROEX benefited exports compared with total expofte program, while a negative sign

means higher participation on total exports congbargh total PROEX benefited exports.
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For instance, even though large firms have greptesentativeness on PROEX-
equalization, they have an even greater sharetalf égports. For smaller firms the sign is

positive for both financing modes, proving that gregram stimulates their access to exports.
H) Export structure by sector (PROEX x Total)

This indicator compares the share of the main sedopported by PROEX to their
performance regarding total Brazilian exports. Tingt part of the formula indicates each
sector share on the program benefited exportsewh@ second part represents each sector

share on total Brazilian exports value.

Hj = Share of Proex Exports Sector j (%) — Share Total Export Sector j (%)

Therefore, a positive sign means that a specifitosdnas greater representativeness on
PROEX exports than on Brazilian total exports, whd negative sign means greater

representativeness on total exports.

Table 3 summarizes the values of the indicatorgdeéffor the 2003-2011 period, only
for equalization of interest rate mechanism. Altjlowe have calculated the indicators for
both the direct funding and the equalization meidms, we opted for presenting and
discussing only the performance of the equalizatibmterest rate mechanism, as the main
objective of the research was to establish an @trate of subsidy for equalization program.
We also took this decision based on the higher gutagn of financed exports through

equalization subsidy (85%), and the limited spacerésent findings for both subsidies.
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Table 3 - PROEX Indicators 2003/2011

2003| 2004| 2005/ 2006/ 2007| 2008] 2009| 2010] 2011
A. Change of exports
generated through the - - -
program 101,2%| 29,3%| 5,9%| 17,4%| 13,2%| 13,9%| 13,1%| 11,5%| -1,1%
B. Exported value for each
dollar expended 13,42| 18,79 13,14 18,61 21,98 2551 2533 29,91 18,88
C. Share of exports generated
through the program on total
exports 5,56%| 2,98%)| 2,57%| 2,60%| 2,51%| 2,33%| 2,6%| 1,8%| 1,4%
D. Change in the number of - - -
benefited firms -65,1%| 17,0%| 27,3%| 0,0%| 9,4%| 5,7%| 13,5%)| 26,2%| 9,7%
E. Average period of PROEX
utilization - - - 224 25| 227 - - -
F. Exported value for each dollar expended (accordg to firm size)
Large 16,17 20,72| 14,84| 23,14| 25,79| 25,63| 25,24 30,04 18,12
Small and Mediun 1,70 6,93] 5,38| 8,04| 11,14| 24,59 26,03| 29,54/ 17,69
G. Share by firm size (PROEX x Total)
Large 8,199 5,8%| 1,6%| -4,4%| -5,1%| -4,8%| -8,4%| -3,6%| 1,3%
Small and Mediun -8,0% -5,6%| -1,4%| 4,5%| 5,3%| 4,9%| 8,4%| 3,6%| -1,3%
H. Share by firm sector (PROEX x Total)
Transports 70,3% 47,3%| 58,8%| 59,0%| 58,1%| 56,2%| 28,4%| 35,2%| 12,2%
Machines and Equipments 4,8944,0%| 12,2%| 16,4%| 17,2%| 18,9%)| 25,7%| 29,6%| 64,0%
Services -10,5% -6,5%| -5,9%| -9,8%| -9,0%| -7,3%| 10,8%| 3,0%| -6,3%

Sources: Bank of Brazil, MDIC, Treasury Departm&gntral Bank. Data not available: -

We can see that despite a negative growth in 20@4yolume of exports using the
equalization mechanism grew at a significant ratehie period considered, reflecting the
effectiveness of the instrument, as measured hgatat A, while in 2011 it reflected a small
decrease. In addition, the productivity of the pamg experienced a continuous growth in the
period, as shown by indicator B. The volume of eigpgenerated by each dollar invested in
the program almost doubled in the period, grownognf 13.42 (2003) to 29.91 in 2010, with a
decrease of the performance in 2011 with indicBteeaching 18.88. This result reflects the
fact that in the last five years the volume of stfpsequired had significantly decreased, also
confirmed by indicator C that shows a decreasingeddency of the exports to the

equalization rate benefit (ranging from 5.56 in 200 1.4 in 2011).

One of the most disappointing results is the deseaf the number of benefited
companies between 2003 and 2006. Although we fdabat this number resumed growth
after 2006, it is still very low. The total numbef benefited firms is only 346 in 2011,
compared with 510 in 2001. As for the producti{ity elasticity) of the resources invested in
the program to generate exports, the indicatordwslthat the difference between large and
small and medium companies is being narrowed irpdreod considered, almost converging

to a similar value in 2008 and the subsequent years
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Indicator G reflects one interesting result. We saa in table 3 that from 2003 to 2008
the representativeness of the large and small aedium companies in the PROEX as
compared to the total exports experienced a radibahge. Thus, up to 2005 the large
companies were more represented in the PROEX thahei total export and that profile
changed after that year. Conversely, the smallna@dium companies were under-represented
in the PROEX program up to 2005 and became oveesepted after 2005. This result may
indicate that the program is benefiting an incnegsproportion of small and medium

companies, which is one of the program’s goals.

As for the industry sector representation, the Hicator shows a significant and
increasing concentration in the Transports and Mashand Equipment industries. When
considering the average period of PROEX utilizatithe indicator E shows that there is an
apparent stability, with the an average periodtization ranging from 2,24 to 2,5 years for

the years with available data.

The panel of indicators shows that, for the perodsidered, the program achieved
some very positive results, like the increasingdputivity and the increasing access for small
and medium companies, but also showed disappoingisigts, like the decreasing number of
companies and a further sector concentration. Hihd of results reinforces the necessity of
extending the evaluation methodology, discussimggbvernance of the program, what will
be developed in the following section.

4.2 EQUALIZATION SETTING METHODOLOGY

The second part of the evaluation model consista afethodology for setting the
equalization subsidy in the interest rate for eipaperations, alternatively to the current
practice of granting the maximum subsidy alloweddwy. The model would seek, hence, to
ensure an efficient and effective use of publicoueses, as well as the strategic aspects
related to the use of the program to foster Braizikexports and benefit a broader array of
companies and sectors, especially small and mediompanies. In addition, the model
proposed was concerned with the legal aspects eofstiiosidies, in order to avoid future

liabilities for Brazil.

The proposed model defines a set of measurabkriarfior the PROEX operations, in
order to calculate a more consistent equalizatpyaasl within the limits established by law.
Nowadays, the spread is defined based on what Wélegal criteria”. Current legislation

establishes the products that may be benefitedz{BMDIC, 2002) as well as the maximum
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financing period allowed for each product. It alsstablishes maximum equalization

percentages according to the financing period (@eBank, 1999).

The model proposes to classify operations accorthntgommercial” and “strategic”
criteria. Commercial criteria are related to thesgbility of obtaining other than public
financing sources. Strategic criteria are relatedtite objective of diversifying PROEX

exports by offering Brazilian firms financing cotidhs comparable to international market.

For each criterion a classification scheme wastedeaEach financing operation is
classified according to suggested criteria. Thegtedd sum of commercial criteria results in
a factor to be deducted from the maximum equabmapercentage. The sum of strategic
criteria results in a factor of increasing the geansubsidy (reduction of the interest rate). The

recommended equalization spread is calculatedllasvi
Recomended spread = max spread allowed — commercial factor + strategic factor
The maximum spread allowed is represented by legadria as defined by current

legislatiorf. The commercial factor corresponds to commercitdria and the strategic factor

is equivalent to strategic criteria as defineddi®is:

Table 4 - Commercial and strategic criteria

Commercial criteria Assumptions
1. Firm rating The greater the rating, the better fthancing rates available to
the firm
2. Export value The larger the export value, the belte financing rates available
to the firm
3. Guarantees The better the guarantees offered, dtier lihe financing rates
available to the firm
4. Importer country risk The better the country riske better the financing conditions
available
Strategic criteria Assumptions
5. Funds distribution by Goal: do not concentrate more than 50% of fund®rne sole
sector sector

6. Funds distribution by firm  Goal: do not concentratere than 40% of funds in one sole firm

Regarding firm rating, the initial idea was to usesystem from an internationally
known rating firm. However, since many firms thaetPROEX have foreign capital, it would
not be possible to find a comparable scale amoegtiherefore, an alternative rating was
suggested based on available information regartiiegsubject: firm size, capital source

(national/foreign) and rank at Brazilian exports.

> Two conditions are checked before the final spré&mt the recommended spread cannot be greater
than the maximum allowed; if that happens, the maxn spread allowed is considered, second, thetirggul
interest rate cannot be greater than CIRR; if tiegtpens, the recommended spread will be the differe
between interest conceded by the funder and CIRR.
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As far as guarantees are concerned, the propodal meviously classify possible
guarantees that a firm may offer in this kind oérgiion according to a rating scale. Country
risk is the one defined by OECD — Country Risk Sifasation — that defines 8 risk levels for
countries. A spreadsheet that calculates the re@mded spread based on data informed

about the operation, that is, legal, commercial strategic criteria was then elaborated.

4.2.1 Testing the methodology for setting operatian

Using information provided by the program managsimulations for specific
operations and for one whole month (FEBRUARY, 200&re made until the actual
proposed model was achieved. For instance, onat@ersubmitted to the model passed the
first verification but had its final rate lower thaCIRR, forcing a reduction on the

recommended spread.

An aggregated simulation was also made, considalhgperations from February,
2006. Information about financing period, exportiuea and importer country of each
operation were identified. Information about firating and funds concentration on sector and
firm were approximated. Facing the lack of informatabout guarantees, they were defined

according to firm size.

A sample operation with the following charactedastwas used for simulation of the

methodology to calculate the recommended spreads:

Table 5: Sample Characteristics of Operation Paranters

Characteristics of the operation

Firm Name XYz

Exports value USD 4.108.747,83
Number of payments 10

Importer Country Mexico

Size of the Company Big

Position on Exports Ranking 111

Warranty Classification A

Considering the characteristics presented on tablthe maximum spread is 1.5%
(L=1.5). The next step is the calculation of thenarercial reductor, based on three factors:
company rating, warranty classification and riskimporter country. The third step is the
calculation of the strategic factor, accordinghte toncentration of resources for the company
and the sector where it operates. After all paramsedre calculated, the data is inputted in a

custom made spreadsheet where the new recommen@ed $s calculated automatically.

The last step involves the validation of the spre@dulated. For the validation process,

the interest available from the financer must bermed. If the spread recommended is
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superior to the maximum allowed equalization pet@g®, the legal maximum equalization is

used, if lower the recommended spread is consideziedhted.

For use of the model, the CIRR must be updated mhgntonsidered a second
validation. If the rate for the exporter is lowbah CIRR, then the CIRR is used (spread is
difference between interest rate from the finaraeet the CIRR). If the resulting rate is higher

than the CIRR, then the calculated rate is vallated the recommended spread is validated.

Data from 142 exporting companies were processedigin the mentioned spreadsheet.
Of those, 134 were considered big companies, ameg@um sized. The foreign firms were
most frequent (104), with 38 companies with nati@apital. The number of payments varied
from 2 to 20 (avg=9.47). The average interest eatailable from financing was 6.97 %
(min=6.84, max=7.34). Country risk ranged from 07tOECD Risk Classification), while

the most frequent value (mode) was 0.

Warranties for the companies were mostly gradea+89), followed by BBB (n=28),
AAA (n=14), AA(n=6), CC(n=6), BB(n=1) and B(n=1).

Total equalization cost was calculated multiplythg spread by the financed value. The
previous value was 10.168.674 US$. Using the newhodelogy the resulting cost was
almost 30% lower than the cost calculated with reateads (new calculation totaled
7.199.247 US$). The new recommended spreads avke@a8@ (min=0.25, max=1.74).

5 CONCLUSIONS AND RECOMMENDATIONS
The implementation of suggested indicators as aslheir continuous monitoring will

make it possible to verify public policy reach, betng an important management tool. As
expected, the simulations realized to test the estgd equalization model produced
satisfying results. Nevertheless, the establishréiéria@ were based only on research and
historical data of operations. Besides, the catfeeterelations among variables were based
on theoretical suppositions, and not on manipulatedables. To establish causality, an
experimental design must be used, since the dathwas cross-sectional, the results must be

interpreted with care.

Therefore, further testing the relations as wellvakdating the defined criteria with
program managers and with other agents involvel aadanks and firms will produce more
accurate results. Also, the impact analysis ofagbmeduction over Brazilian firms financing
rates may statistically indicate a need to redunee équalization spread. Therefore, a few

recommendations are listed to improving the model:
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1) Econometric model to provide empirical validatiom the equalization setting
methodology. It is necessary to test the relatlmetaeen the criteria used and their
impact on financing costs. Besides, once the melatare tested, the weight of each

criterion should be calculated in the system ashalev

2) Impact evaluation of country risk reduction ovemBhan firms™ financing rates
for exports (since 1999) in order to update theimar spreads defined by law.

3) Interviews among firms that use or have used PR@g&¥ell as among those that
have exports as an important activity but nevedusdt is necessary to identify

the reasons of a possible lack of demand.

Despite eventual limitations, the study sheds lightother important issues. For
instance, some proposals related to the progranbeirg discussed, such as: creation of a
scroll account fund to reduce the dependence ointtentives on the Governmental budget,
and incentives for stimulating firm interest foretiprogram and financial intermediaries’

willingness to offer the program as a financingdua.

It is worth to mention the importance of transpasenf information to avoid future
discussions and litigations at WTO. Further, toidwdisputes it is not only the minimum
financing rate that matters, but also the wholedficial package” offered with public support

including guarantees, maturity, etc.

The importance of a continuous evaluation of thegpam goals accomplishment is
more than relevant. The results of the evaluatimmdccalso help the Government to ensure
consistency between the goals of the program witieroaspects of the institutional
environment as well as other public policies anagpams. This could lead to improvements
in the effectiveness of the program and in the ipubbnagement in general.
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