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I am going to start my presentation by showing you some information regarding 
Federalism in Brazil. This analysis will hopefully provide the necessary base for us to 
understand the necessity of improvements in governance and also of fiscal reforms in a 
broad sense. We must note that there are several definitions of governance: global, 
public, fiscal, financial, organizational, corporate, and so on. In general terms, 
governance can be defined as “social practices for improvements in a (good) process of 
governing”. Good governance must focus on “what makes institutions and rules more 
effective and efficient, in order to achieve equity, transparency, participation, 
responsiveness, accountability, and the rule of law”. This presentation will emphasize 
the relation between efficiency and equity.     

 
Firstly, I would like to present some basic indicators on social and economic areas 

in the Brazilian context. This will show the necessity of improvements in governance and 
of fiscal reforms. Only through improvements in its effectiveness and efficiency will the 
government be able to achieve equity.  

 
The Republic of Brazil is a three-tiered federative (Map 1): with the federal 

government on top, 26 states plus a federal district where the capital, Brasilia, is located 
and 5,565 municipalities located. They are located in five regions: northern (7 states), 
northeastern (9 states), mid-western (4 states including the federal district), 
southeastern (4 states) and southern (3 states). In national financial terms, Brazil has a 
GDP estimated in USD 3 trillion, GDP pc around USD 15,500 and population of 200 
million people. Due to the diversified nature of Brazil’s organization, a good governance 
should consider the specific characteristics of the country as well as those of its regions, 
in order to promote objectives specially those concerning to efficiency and equity.   

 
Map 1: Brazil - basic indicators on social and economic areas   

 



However, as we can see (Map 2), wealthy is not evenly distributed among 
regions. The regional composition of GDP and Population (consequently GDP pc or 
productivity) is highly concentrated at southeastern region, which produces around 55% 
of the national GDP and concentrates 42% of total of population).  

 
Map 2: Wealthy and GDP 

 
 

While in the richest regions the productivity is high, in the poorest regions the 
concentration of population is not equivalent to their participation in the Brazil’s GDP. 
For example, while the Northeastern region population represents around 28% of the 
total population, its GDP represents only 13.5% of total. In terms of states, the five most 
important states, located in the southeastern (3) and southern (2) regions, are 
responsible for around 70% of national GDP. There was a small reduction in their 
participation from 2002 to 2010, but it is not relevant for the overall situation. As of 
today, SP alone concentrates more than 30% of total. It shows an imbalance between 
production (supply) and social necessities (demand) throughout the country. Good 
governance must take this heterogeneous and unequal context into account. 
 

In the municipal level, we can see (Table 1) a high number of small cities: 71%of 
the cities have less than 20 thousand inhabitants and 90% have less than 50 thousand 
inhabitants. This distribution affects the federative relations between the federal 
government, states and municipalities. In municipalities, the effectivity in 
implementation of public policies is affected by these relations that directly impact the 
efficient provision of public goods and services for society. 
 
 
 
 
 



Table 1: Brazilian municipalities 

 
 

Looking at the HDI per region (Map 3), we can see it has improved from 1991 to 
2010. In spite of this improvement, high inequalities can be identified. Basically, data 
shows low index in northern e northeastern and high index in the others regions. This 
situation suggests different social and economic demands for public goods and services. 
At the same time, it shows the challenges and necessities to reduce inequalities and to 
improve investments in poor areas. This is necessarily associated with different 
localities’ fiscal and financial conditions. 
 
Map 3: Human Development Index (HDI) in Brazil  

 
 

In this way, the fiscal aspects are very important for the reform of governance 
suggested in this presentation. These aspects show obstacles to a better financial 
governance in a context of financial and fiscal crisis, public debts, high inflation, low 
growth and limited tax resources. This is a big challenge, of course. 



In terms of tax collection and available revenue (Graph 1), we can see the division 
between government levels showing the high concentration of tax collection by the 
federal government (around 69%) and the low tax collection by municipalities. The 
available revenue by municipalities arise from 6% to 18% after transfers from federal 
government and states. Despite this improvement, the responsibilities of municipalities 
have increased, particularly after Federal Constitution 1988, which sought to promote 
the local provision of public goods and services. As a result, social pressure has arisen 
on municipal governments, which are not necessarily prepared or equipped to be 
effective and efficient. Particularly, the reduction of the available revenue by the 
Brazilian states, from 25% to 24%, also shows limitations in their role to implement 
public policies. 

 
Graph 1: Tax collection and available revenue by levels of government (%) 2013 

 
 

The trend of revenue per capita (Graph 2) is higher in rich regions and states (in 
blue). Despite the financial resources gains in states of poor regions, in general those 
states have lower revenue and expenditures per capita than richer states (in red). The 
highest index of revenue and expenditures per capita, after transfers, in the northern 
states is not necessarily related with a broader provision of public goods and services, 
because of deficiencies in infrastructure and human resources in those places.  
 
Graph 2: States revenues and expenditures 

 



This situation, in municipal terms, can be viewed in the map 4 showing lower 
available revenue per capita in the municipalities in the poorer regions. It shows an 
imbalance between fiscal resources and social and economic situation, resulting in fiscal 
instability, inequalities and low growth. We will see that this discrepancy between fiscal 
and social and economic situations generates an imbalance between 
resources/expenditures and social and economic demand. 
 

Map 4: Available revenue per capita 2010 

 
 

The composition of municipalities’ revenue (Graph 3) shows a high dependence 
on transfers: 68% of their total revenue. This is directly related with to the low capacity 
to improve the own tax collection.  
 

Graph 3: Municipal Revenues 

 



The main sources of municipal revenue are two tax: ISS and IPTU. The ISS (tax on 
services) is regressive, which means taxation is not related to any person’s income, that 
is, people with different income pay the same tax. IPTU’s (tax on real estate property) 
collection is limited, specially in small and poor cities, which don’t have a high number 
of real estate property to tax. At the same time, these restrictions and obstacles produce 
imbalances in municipal accounts. Imbalances to the municipalities’ accounts limit the 
access to financial instruments (Fiscal Responsibility Law), which controls the fiscal 
balance throughout federative levels. The improvement of tax collection in poor places 
must be related with  improvements in production and income.  

 
Looking at the main instrument for municipal transfers (FPM – Municipal 

Participation Fund), we can see the distribution is higher in red regions, not only 
favorable to poor places (Map 5). Once again, the distribution or allocation of public 
resources seems not so equitable in regional, social and economic terms. For this reason, 
reforms are necessary to improve fiscal instruments, transfers and grants mechanisms 
to improve efficiency and equity. 
 

Map 5: FPM – Municipal Participation Fund 

 
 
 

Finally, the distribution of expenditures per capita between 2000 and 2010 
shows two main specific aspects (Map 6): 1) in the map, higher index in richest regions 
(in red); and 2) graphically, higher index in small and big cities.  

 
 



 
 

Map 6: Expenditures per capita 

 
 

These results are related with unequal allocation of public resources and the 
presence or absence of economies of scale and agglomeration. In small cities, we have 
high cost to implement public actions to provide public goods and services, because of 
deficiencies in infrastructure. In this case, it is necessary to create economies of scale to 
reduce the cost of the public provision. On the other hand, in big cities we have high 
cost associated with diversity and complexity provision of public goods and services for 
high social demand. In this case, we have diseconomies of scale and over agglomeration, 
which increase the cost of the public provision. Medium cities (around 100 thousand 
inhabitants) could be the focal point for public policies. They represent an alternative, a 
way to reduce diseconomies in big cities and increase economies of scale in small cities. 

 
Consequently, the reduction in cost of public provision and the improvement in 

allocation and distribution of public resources can reduce inequalities and promote 
efficiency. These results show the necessity to create federative arrangements to 
improve good governance conciliating efficiency and equity. At the same time, those 
arrangements can improve fiscal balance, reducing costs, improving production, 
increasing tax collection and allowing for a more effective public provision. 
 
Conclusions: in the current context of financial crisis in different levels (international, 
national and local), the Brazilian federalism shows high fragility, not only because the 
current political and economic crisis. The high social and economic inequalities, 
distortions in revenue and expenditures allocation, gaps between production and social 
demand clearly indicate the necessity of reforms in governance and fiscal areas.  

 



Recommendations: the balance between tax collection and expenditures is related with 
the balance between supply and demand. So, in a fiscal reform is necessary considering 
an equilibrium between production and consumption and revenue and expenditures. 
On the other hand, these balances are related with federal arrangements, stimulating 
cooperation and coordination, to improve the efficiency in public policies to reduce cost 
of public provision and the inequalities in social and economic terms. The access of 
financial instruments should be more flexible specially for poor regions. All of those 
recommendations put an important role for medium cities as a place to improve 
economies of scale, reducing cost of public provision and increasing efficiency. So, the 
development will can conciliate growth and equity.   

 


