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CHAPTER 3 

EXPECTATIONS AND FRUSTRATIONS: THE RECENTRALIZATION 
OF POWER AND THE EXPANSION OF FEDERATIVE CONFLICTS 
AND IMBALANCES

Fernando Rezende1

1 INTRODUCTION

The Brazilian federation is going through its worst moment in history. The crisis 
of the states has conquered space in the media in the wake of problems brought 
about by the economic recession long ignored by the majority of the population, 
albeit known to those devoted to studying the issue. 

Encouraged by federal authorities, the states have recently entered a new expan-
sion cycle of their debts, often in order to finance constructions for major sports events 
with no expectation for future usage or to engender relevant benefits to the population.  

The resort to indebtedness already indicated the exhaustion of investment 
capacity due to the loss of dynamism of the ICMS and the shrinking base of con-
stitutional transfers, but in some cases indebtedness was also used as an opportunity 
to give room to the concession of wage increases and other costing expenses. 

The outbreak of the crisis unveiled the extension of the problem. Conflicts have 
multiplied, and interstate inequalities have taken on different colors, making it harder 
to reach an agreement about how to revert the process of progressive weakening of 
the states’ position within the federation. Due to the impossibility of envisioning 
common interests, the independence of positions has been replaced with submission.

Municipalities were not immune to the problems engendered by the reces-
sion, but the problems they face are more diverse, and it is difficult to envision a 
single variable to identify common interests given the impact of the demographic 
and economic dynamics on the demands of the population and the lack of proper 
resource allocation to their respective responsibilities. With the concentration of the 
population and social problems in microregions and the lack of mechanisms capable 
of promoting intergovernmental cooperation in the provision of public services, the 
conditions for an effective management of said services have been seriously affected, 

1. Economist, professor of the Brazilian School of Public and Business Administration (EBAPE) of the Getulio Vargas 
Foundation (EBAPE/FGV), former president of Ipea, and consultant.
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which is reflected in the growing dissatisfaction of the population over what is received 
as the counterpart of the heavy taxes weighing upon their shoulders. 

The moment no longer calls for topical and emergency measures to deal with 
the crisis in our federation. The moment requires a vital discussion on the need and 
importance of a fiscal federalism reform to contribute to the stability and strengthen-
ing of the federation, giving back to the Brazilian State the capacity to act in favor of 
the resumption of economic growth alongside the continuation of social progress.

This article explores the reasons for this reform and suggests the necessary 
steps to leave the “March of Folly” behind.2  

2 WHAT IS NEW IN BRAZILIAN FEDERALISM?

The major novelty is the unusual degree of centralization of power in a democracy. 
Throughout history, Brazilian federalism has been characterized by alternating 
periods, associating centralization to authoritarian regimes and decentralization 
to the return of democracy (Rezende, 2016). This is the first time this association 
has been disrupted. 

The reasons for this fact are those that have also contributed to the im-
balances in budgetary priorities and the deterioration of the tax regime:3 

 the planting of a seed, in 1998, within the tax arena to shelter holders of social 
security benefits, the provision of health services, and access to welfare programs.  

The planting of this exotic species is the result of an important initiative geared 
at encompassing a substantial portion of the new agenda assigned to the Brazilian 
State by the Constitution and drawn up during the early stages of the country’s 
redemocratization. Termed as an exclusive financing regime for social security, a 
designation that universalized access to the same benefits provided by the former 
INPS and granted at the time only to formally-employed workers, the growth of this 
new tax species collided with the objective of strengthening the federation, advocated 
by the constituent parliamentarians, broadened the sources of conflict between 
federated members, and gave many colors to the map displaying their disparities.

In this new agenda, the priority assigned to measures promoting social 
convergence was accompanied by the abandonment of past policies to promote 
regional convergence, thus contributing to consolidate the chasm that chains the 

2. This is the title of an important work by the North-American historian Barbara Tuchman, who used it to comment on 
important wars in the history of mankind that did not always have an original motivation based upon national interest. 
I have used this work in a seminar about ICMS in order to speak of the folly that has been prevailing in the unsuccessful 
attempts at finding solutions to the federative conflict (Rezende, 2015a).
3. The other side of the fiscal imbalances. Is the new fiscal regime capable of increasing its visibility? Will the new 
fiscal regime be able to keep tracking the same thread and contribute to put an end to the tax chaos? Both authored 
by Fernando Rezende.
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pursuit of solutions for federative conflicts to the age-old dispute between the 
states of the North, Northeast, and Midwest regions and the states that form the 
South and Southeast regions. 

Left to their own devices, the Brazilian states got into a dispute for investments, 
which increased conflicts and contributed to the escalation of a fiscal war. The outbreak 
and the broadening of this war were occasioned by mistakes made by the states upon 
the elaboration process of the new constitutional text. Repeating the events of prior 
democratic restorations after the end of authoritarian cycles, the states assembled to 
approve changes targeting the decentralization of tax revenues through an agreement 
settled upon the increase of the main state tax basis – the former ICM – and the 
increase of the revenue quota of the main federal taxes shared with the states, which 
comprised a menu that served the interests of more developed states as well as others.  

What seemed acceptable at the time soon proved a full-scale mistake. The 
increased base incidence of the state tax, along with its incorporation of former 
single taxes on fuels, electricity, and telecommunications, with a high fiscal pro-
ductivity, provided the ammunition needed by non-industrialized states in order 
to grant generous ICMS benefits, thus attracting investments and rallying political 
support from their respective populations without compromising their budgets, 
which were being fueled by the revenues provided by the increase in the tax base.  

The search for measures that would put an end to these conflicts collided with 
other issues neglected by the constituent assembly. Although in clear opposition 
to the applicable law at the time, which defined an unanimous approval of these 
benefits by CONFAZ, the suspension of the effectiveness of the penalties prescribed 
by this law, based upon further decisions incorporated into the constitutional text, 

 has safeguarded the continuity of this practice despite resorting to the judiciary 
and recurring demonstrations of unconstitutionality issued by the Supreme Court.

The broadening of imbalances in the political representation of the states 
within the National Congress, initiated by the end of the 1970s with the slow 
transition to democracy and expanded with the constituent assembly, was also 
fundamental to underpin the federative dispute. After the creation of new states 
in the North and Midwest regions, the number of representatives in less developed 
regions in the Federal Senate gave them a comfortable majority in that House, 
whereas the lower and upper limits for the number of representatives within the 
lower house does not assure quorum for the approval of the laws needed to impose 
a new legal milestone capable of restraining this war. 

Divided, the states abandoned any attempt to discuss an agenda grounded on 
solutions for general problems. Focused on social convergence, the enactment of 
the new Brazilian State agenda was centralized on the federal government, which 
concentrated financial resources for financing social policies and imposed, through 
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regulation, uniform patterns for the provision of education, health, public safety, 
and urban services at the same time it expanded the direct cash transfer programs 
to poor families. 

The concentration of power benefited also from the new political status 
granted to municipalities in the 1988 constitutional reform. Now promoted to 
the condition of members of the federation on equal terms with the states, the 
municipalities were now within the federal government’s direct scope of action. 
With the transformation resulting from the demographic and socioeconomic 
changes of the population in the last decades, the bonds tying municipalities to 
the federal government were strengthened and deeply felt in the political arena. 

As the states got weaker, municipalities sough support from the federal 
government when dealing with their own problems, combining initiatives to com-
pensate the emptying of the constitutional funds baseline by increasing the shared 
percentage and improved access to budgetary transfers. In 2007, the percentage 
of the Income Tax and of the Tax on Manufactured Products incorporated to the 
FPM grew one percentage point, reaching 23.5%. From 2009, the solid growth 
of budgetary transfers to municipalities inverted the preexisting situation in such 
a way that the volume of resources relayed to municipalities was twice as large as 
the volume relayed to the states (figure 1).

FIGURE 1
Voluntary transfers from the union to states and municipalities
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The consolidation of municipal autonomy, with the elevation of municipali-
ties to the condition of members of the federation on equal terms with the states, 
aggregated new elements that helped expand regional inequalities and engender 
new conflicts within the municipal level. 
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The main one was the increased importance of municipal elections within the 
national context, a process that may be qualified as the municipalization of state 
politics. With the swift urbanization of the country and the concentration of the 
population in metropolitan areas and other urban agglomerations gathering an 
expressive portion of the GDP, population, and voters, the state representatives in 
Congress focused their electoral strategy in the microregions that outline the main 
cores of the national urban network, directing their attention in Brasilia toward 
activities leading to the benefit of these regions, in an attempt to consolidate their 
influence and ensure the support of the local population.  

The result of this strategy is revealed in researches that tried to assess the 
perception of the Brazilian population on the importance of national ballots. In 
this research, the weight of centralization is revealed in the importance given to 
national elections and the power of the federal government, which is related to the 
people’s perception that municipal elections are more important than state elections, 
and that the power of their rulers is also greater (Arretche and Schlegel, 2014). 

The strength of the direct relationship of the federal government with the 
municipalities is reflected in the new profile of federative disparities, in which 
intraregional differences are followed by inter-municipal disparities bearing no 
relation to the traditional rivalry dividing states through an imaginary line separat-
ing the north of the country from the south. Curiously enough, the tax benefits 
granted by the states to attract investments through fiscal wars have contributed 
to reinforce this new pattern of spatial concentration, given that the encouraged 
investments are concentrated on the same spaces that reinforce the municipaliza-
tion of state politics.

Even though municipalities distanced themselves from old regional rivalries 
this did not contribute to a new development policy to gain space within the 
national agenda, which could have created a path toward the reduction of federa-
tive conflicts. This is another element that accounts for the estrangement between 
state and municipal interests for a necessary plan of action to reduce conflicts and 
federal disparities. 

As for the states, the image of the past overshadows the vision of the present 
and compromises the future. It is no longer possible to distinguish clearly the dif-
ferences between states based on the old regional schisms, especially when it comes 
to the position of the Midwestern states, which benefited from the expansion of 
agribusiness activities. 

As for the municipalities, the old separation into two groups based on popu-
lation criteria no longer mirrors the diversity of situations, leading to questions as 
to which variable may identify similar situations, allowing to group municipalities 
according to common interests. Population size? The GDP of the municipalities? 
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The inhabitants’ income? Their region? None of them or a combination of some?  
In a situation in which the disparities are multifarious, how to address the repre-
sentation of the municipalities’ collective interests on a national level? And how 
is this difficulty experienced by the two main organizations acting in this area? 

Besides a few episodes of fiscal competition on the municipal level based 
on the granting of benefits on the Tax on Service (ISS in Portuguese), there is no 
clear evidence of generalized inter-municipal conflicts such as the ones on the state 
level. The most striking phenomenon is in the metropolitan context, especially 
due to problems related to the provision of services that go beyond the political 
limits of jurisdictions sharing the management of public policies demanded by 
the population inhabiting the same territory.   

The dim perception of inter-municipal conflicts does not mean that they 
no longer exist, but rather that they are not exposed as clearly and openly as 
what happens in the states. The approximation to the federal government has 
encouraged the pursuit of individual solutions for different problems and the 
resort to collective actions only happens when it comes to negotiating measures 
that benefit everyone collectively, although in very different degrees, such as with 
the demands to increase the base of the Municipality Participation Fund (FPM 
in Portuguese) or legislative changes addressing the list of services taxed by the 
Tax on Service (ISS). 

For different reasons, individualism has also prevailed when it comes to 
the states, where, as previously appointed, the conflicts are more intense and 
antagonisms feed on long-lasting disputes. Differently from what happens with 
municipalities, which may unite forces to address diverging interests in the tax 
arena, such as increases on the Municipality Participation Fund and expansion 
of the base for the Tax on Service, the states express diverging interests when it 
comes to the ICMS, as well as the FPE (criteria for the division), associated, in 
both cases, to the old regional dispute. 

The preponderance of individualism and the pursuit of aid from the federal 
government to alleviate the precarious financial situation of the federation mem-
bers reinforce centralization, stimulated by the federal government. Granting new 
loans to the states, thus infringing fiscal prudence rules, is a clear example of this. 
The same applies to the expansion of the so-called national public policies system, 
which transfers resources to states and municipalities for specific applications 
defined in agreements that last up to 5 years.4 

4. For further details about the topics highlighted in this section, see Rezende (2016).
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In line with the terminology adopted by Konrad Hesse for the German 
federation situation, the Brazilian federation would also be defined as a Unitar-
ian Federal State.5 

3 THE NEW STATE CRISIS – WHAT EXPLAINS IT?

The crisis faced by the Brazilian states in 2016 should not have come as a surprise. 
The economic recession merely unveiled a problem concealed behind emergency 
measures that had no way of changing the fragile framework already visible a few 
years ago. The problems are structural, and will not be solved without a debate 
aimed at rebuilding of a new model of fiscal federalism.

A central problem is the lack of perspective for the ICMS. The issue was the 
object of an important seminar promoted by the Association of Tax Auditors of the 
State of São Paulo (AFRESP), in the city of Guarujá, in September 2015. The semi-
nar’s theme, “ICMS and the Future of the States”, settled the tone for the debates, 
which gathered representatives from the state tax authorities as well as specialists.

In this event, which took place right after intense negotiations hoped for 
an agreement on longstanding recommendations to end the fiscal war – a transi-
tion to charging taxes upon the destination of sales and validation of previously 
granted benefits –, new frustrations reinforced the argument that resuming this 
route would not lead to a safe harbor. 

For about two decades, Brazilian states have insisted on resuming the March 
of Folly. In spite of repeated failures, every time the topic of a tax reform is men-
tioned and the federal government announces its intention to support changes 
to the ICMS, the states become involved in endless debates to reach an agree-
ment contingent on the federal government’s real intention to pay the bill for the 
compensations required, and the states try to find means to avoid social problems 
stemming from the impossibility of fulfilling the benefits it has granted.6 

Upon every frustration grows the feeling that an understanding is impossible 
to reach, which creates an environment favorable to the escalation of folly. The 
states’ schism grows stronger and each one pursues isolated and specific solutions 
for their problems, maintaining the states in continuous dependence of extraor-
dinary revenues, access to credit, and the Union’s financial aid. 

A new strategy is urgent. The crisis of the states cannot be reduced to 
the loss of dynamism of the ICMS, which faces a decreased participation of 
the industry in the GDP, the erosion of the bases sustaining the three pillars 

5. El Estado Federal Unitário, 1962, translated from German to Spanish by Miguel Azpitarte.
6. The agreement does not depend only on financial refunds, but rather also on conditions to avoid that companies 
settled in other states on account of the advantages they could obtain should close doors and go back to where they 
were, or else to another country.  
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of tax revenue – telecommunications, energy, and fuels – caused by the new 
technologies and the outflow of these inputs to other countries due to their 
high cost, as well as a reduction in the value added by important sectors of the 
productive activity resulting from the loss of competitiveness. Not to mention 
the non-application of this tax to the provision of services. 

The crisis is broader and is the result of the impact of the duality of tax regimes 
adopted in 1998, which created an exclusive financing regime for the universaliza-
tion of access to benefits provided by the former INPS – social security, health, 
and assistance – until then restricted to formally-employed workers.

The effects of this tax regime to the states are known, especially to states more 
dependent on resources originating from the constitutional funds – FPE – because 
of resorting to social contributions to sustain fiscal adjustment and the subsequent 
emptying of the fund base. 

Running against the deceleration of revenue growth, expenditures have increased 
at a stronger pace, rebounding the cascading effect of readjustments granted to federal 
civil servants across all powers, including inactive ones, the increased responsibilities 
in the field of social policies, the commitment to the debt burden, and the adherence 
to constitutional bounds. The combined results of these effects manifest themselves 
in the states’ incapacity to address societal pressures for better living conditions in 
the cities, aggravated by the problems of urbanization and population concentration 
in metropolitan areas and other urban agglomerations. The public security crisis and 
the deterioration of health services (the sector resources also suffer from the loss of 
revenue dynamism) face the same aforementioned problems and occupy the leading 
positions on the list of problems that most afflict the population.

Greater responsibilities with fewer resources worried governors and stiffened 
the dependence from the federal government. The drop in constitutional transfers 
gave way to the expansion of budget transfers processed through agreements to 
mitigate problems, which gained momentum while the economy still gave some 
relief to the federal budget, but began to show signs of collapse from 2012.

While the issue of renegotiating the parameters applied to the renegotiation of 
debts with the federal government, which took place in the mid-1990s, has been the 
center of conversations for some time as well as the subject of a proposal prepared by 
a commission instituted by the then President of the Federal Senate, José Sarney,7 the 
matter did not advance at that moment. This may have been because of the difficulty 
in finding a solution that would satisfy everyone due to the vast differences between 
large and small debtors, which now repeats itself as the subject returns to the table.

7. The report with the proposals prepared by the Commission, established by Act No. 11 of 2012, by the President of 
the Federal Senate, was sent on October 1, 2012.
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In the meantime, several expedients have been used to postpone dealing with 
the root of the problem, among them the sale of assets, the renegotiation of tax 
debts, and the securitization of receivables in a move that reveals an unfounded 
belief that the crisis of the states may be resolved if the economy returns to grow 
at reasonable rates.

The drama of the new crisis may raise awareness as to the huge reiterating 
mistake. As the situation now reaches a point where it becomes impossible to pay 
wages on time, and even the retention of bank transfers from consigned credit 
installments discounted from employees becomes part of the measures to address 
the problem, a different approach becomes mandatory.

The recent approval of an agreement by the National Council of State Finance 
Ministers (CONFAZ) to authorize a 10% reduction in the amount of tax and 
financial benefits granted by the states, yet another recent attempt to aid the states 
with the crisis, seems like a roadmap for a surrealistic film. The granted benefits are 
the object of several unconstitutionality complaints and dependent upon the STF 
issuing a binding docket that leaves all its beneficiaries in abeyance. The agreement 
is currently under fire for being an unconstitutional measure, an unusual situation 
in which one evokes the unconstitutionality of a measure that attempts to change 
the subject of an unconstitutionality complaint.8

The elaboration of a new strategy for the federative crisis must take into ac-
count the new scenario fashioned over the years, which now presents very different 
traits from those that inspired the changes introduced in 1988 and the subsequent 
minor modifications. 

Conflicts and disparities gained new colors, merging the effects of the popu-
lation’s demographic and socioeconomic dynamics with changes in the economy 
and the political structure, thus demanding that we broaden our understanding 
of the problem to define the direction of the reforms. The longstanding conflict 
that divided the Brazilian states into two groups by an imaginary line separating 
north from south no longer explains modern disparities, although the focus of 
the debates on particular changes in the ICMS further promotes this distinction 
and conceals the multifaceted nature of regional disparities, which has since been 
publicized by scholars on the subject.9 

Within this new scenario, economic and political changes contribute along-
side to strengthen the municipal power. On the one hand we have the economic 
and population concentration in regional poles, which benefited from the fiscal 

8. Agreement 42 of the CONFAZ authorizes the creation of a tax balance fund with the values derived from the 
reduction of benefits.
9. The theme was the subject of a seminar organized by the Ministry of National Integration in March 2013, in Brasilia, 
in partnership with international and national organizations.  
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war itself as well as from the investment policy of constitutional funds to allocate 
investment resources in the North, Northeast, and Midwest; and, on the other 
hand, we have electoral concentration reinforcing the ties of state representatives 
in Congress to their municipal bases, contributing to reduce the influence of the 
states in national politics (Rezende, 2016, chapter 4).

The March of Folly thrusts the states downhill and leaves scars that show 
the decrease of the states’ participation in the national tax burden; the loss of 
decision-making power regarding their budgets; the blockage of the legislative 
power by the multiplication of federal norms that regulate the exercise of concurring 
responsibilities; and the intensification of conflicts that obscure the perception of 
the states’ collective interests and hinder the construction of a federative agenda.

We must stop the March of Folly and introduce rationality in the federative 
debate to recover the importance of states in the federation. To this end, we must:

• concentrate the initial efforts in understanding principles, concepts, and 
practices, to design alternative paths to retake the March;

• defend the importance of reopening negotiations on the necessary changes 
to correct the federative disparities, preceded by an agreement on a new 
proposal for a National Regional Development Policy; and

• explore the lessons learned by the modernization of tax administration 
to improve the quality of taxation and the federative balance, taking 
into account the challenges brought by the new digital economy when 
redesigning the tax system.

Contrary to what it might seem, the promotion of the municipalities to the 
status of a federated entity did not contribute to the expansion of municipal power, 
but rather the role they played in the recentralization of power, with the expan-
sion of their direct relationship with the federal government and its subsequent 
repercussion in national politics, the subject of our next section.

4  THE MUNICIPAL QUESTION? WHAT CHANGED WITH THE NEW STATUS  
OF MUNICIPALITIES WITHIN BRAZILIAN FEDERALISM?

Even though the new status of federate entities acquired by the municipalities in 
1988 was criticized for being a unique case in the realm of federations, we should 
bear in mind that the issue of municipal autonomy has deep historical roots, dating 
back to colonial times and to the model adopted in Portugal with a centralized 
regime and strong local support.

This particularity was addressed by Krell (1995) when he investigated the 
origins of Brazilian Municipalism underlining its differences from the German case. 
Based on previous analyses by Brazilian scholars, he argues that, unlike Europe, the 
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basis for Brazilian municipalities was not the city, but rural property. The vastness 
of the territory and the communication difficulties contributed to provide them 
with real political power, which drove Emperor Pedro I to demand that munici-
pal councils should solemnly approve the 1824 Constitution to grant it further 
legitimacy. The acknowledgement of its importance contributed to preserve the 
municipal organization formed during the colonial period in the new Constitution.

The situation changed with the proclamation of the Republic and the adop-
tion of the federative regime, but municipal autonomy was not ignored. The 1891 
Constitution, in article 68, thus addressed the matter: “the states shall organize 
themselves in such a way as to ensure the autonomy of the municipalities in all 
their peculiar interests”. 

With the exception of some minor changes, this legal resolution was not 
substantially altered in the subsequent constitutions, despite the difficulty in find-
ing a practical meaning to this expression, including the enormous heterogeneity 
of Brazilian municipalities.

Notwithstanding the difficulty to translate the meaning behind the expression 
“peculiar interests”, the reiteration of municipal autonomy reinforced the demand by 
Brazilian municipalities for financial autonomy and stirred the Municipalists movement.

The starting point of the strengthening of financial autonomy may be traced 
back to the 1934 Constitution, which, together with the universalization of direct 
elections for mayors, expanded the municipal tax jurisdictions and gave them 
autonomy to dispose freely of their revenues. In 1946, financial autonomy was 
reinforced by the expansion of its taxing power and the institution of its participa-
tion in federal and state revenues.10

It is no coincidence that the year 1946 also witnesses the creation of the Brazil-
ian Association of Municipalities – ABM, which according to an important study 
on the history of Brazilian Municipalism (Municipality, the stage of life, CNM, 
2012) mentions the association as a crucial milestone in the efforts to organize 
politically the representation of municipal interests in line with the spirit of the 
new Constitution promulgated that same year.

From the outset, however, the ABM struggled to reconcile the interests of 
those who wished to maintain its technical nature, steered by political neutral-
ity, and those who advocated the opposite as they believed that the Municipalist 
campaign demanded political force to be effective (Fontes, 2003).

10. The tax on industries and professions became the responsibility of the municipalities, which also acquired jurisdiction 
to institute a stamp tax. Municipalities also began to receive 10% of the Income Tax and 12% of single taxes on fuels, 
minerals, and electric energy charged by the federal government. The states had to deliver 30% of the excess to the 
municipalities, over the municipal collection, the state collection, excluding the levy coming from the taxation of exports 
in the respective territories. For further details, see Brasileiro, 1973 and Varsano, 1997.
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The need to reconcile these two positions eventually led to the creation of 
IBAM, in 1952, during the II Congress of Municipalities, organized by ABM in 
the city of São Vicente, in the State of São Paulo. The creation of IBAM hoped to 
improve the municipal administration by providing technical assistance to local 
governments and organizing training programs for the technical and adminis-
trative staff of the municipal executive and legislative branches. Thus, its goal 
was to promote studies and research on themes related to the responsibilities of 
municipalities as well as to establish partnerships with international institutions 
devoted to the same purpose.

Since the beginning of its activities, IBAM established solid ties with the 
Getúlio Vargas Foundation. In 1954, Luiz Simões Lopes, then president of FGV, 
was elected to the board of directors of the institute as well as its presidency. At 
the other end was the Brazilian School of Public Administration (EBAP), which 
became involved in IBAM’s activities by providing technical support and partici-
pation in training programs for municipal employees.

In the activities report for the biennium 1958-1959, the IBAM Executive 
Director, Cleantho de Paiva Leite, emphasized the institute’s status as a technical 
organization at the service of the municipal administration, establishing contacts 
with international organizations for partnerships, agreements with the federal 
government, and considerably increasing relations with municipalities as well as 
the publication of the magazine Municipal News.

One interesting fact mentioned by the director was the production of a 
film by the United States Embassy’s film service, titled New Mentality, which 
underlines IBAM’s contribution to the improvement of the cities’ administrative 
practices and the formation of a new mentality in municipal administrations.11 
The evolution of the Institute’s activities reflects the expansion of its budget. Ac-
cording to IBAM’s 1960 and 1965 reports, in 1958, from a total of 5.6 million 
cruzeiros, the federal government subsidy represented circa 50%. Six years later, 
the budget was at 112 billion cruzeiros, whereas the whole amount came from 
activities performed by the institute.

The Municipalist movement showed its power in the debates and in the subse-
quent processing of the tax reform proposal drafted by the Reform Commission of 
the Ministry of Finance set up at FGV in 1963. The commission’s original proposal 
predicted the replacement of the old municipal tax on industry and professions for 
the tax on services of any nature – the current ISS – in addition to providing the 
municipalities with 15% of the revenue from the new state tax – the ICM. In the 

11. The film was an initiative by Ponto IV and the production was assigned to Jean Manzon Filmes S / A, and screened 
with significant success in cinemas across the country. The São Paulo Cinemateca shows record of this film in its collection.
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final version, the municipalities gained jurisdiction to apply a rate not exceeding 
20% over the state tax base in operations within the municipal territory, replacing 
their grossing of 15% of the ICM’s revenue. They also guaranteed the sharing of 
the fund, distributing 20% of federal tax revenue to states and municipalities into 
two, withholding half that percentage (Rezende, 2012).

The reform implemented in 1965 took a step forward in the financial au-
tonomy of municipalities, with the expansion of tax and transfer jurisdictions, 
through the adoption of the ISS, the creation of the FPM, and the 20% allotment 
to municipalities of the new state tax – the ICM. The combination of sharing the 
ICM tax revenues and the creation of the FPM sought to balance the interests of 
larger municipalities, which concentrated the incidence base of the state tax, and 
the smaller municipalities, which benefited from the allocation criterion of the 
FPM, a measure resembling a tax equalization regime.12 

The expansion and consolidation of the IBAM occupied a technical space, 
which became an important incentive for the creation of the Brazilian Association 
of Municipalities, but the representation of municipal interests in the political arena 
endured the limitations faced by the ABM to act politically due of its dependence on 
the federal government, further intensified during the military regime (CNM, 2012).

The dissatisfaction of the municipal association leaderships in the states with 
this circumstance motivated the creation of the National Confederation of Munici-
palities (CNM), in 1980, which played an important role during the Constituent 
Assembly for advocating the ideals of municipal autonomy.

However, in spite of the changes in the municipal geography, which in the 
late 1980s already seemed very different from the 1970s, the changes adopted 
in the 1988 Constitution did not take into account the need to review the FPM 
allocation into two funds – one reserved to capital municipalities and one ac-
credited to others, named hinterland municipalities.13 At the same time, in an 
attempt to address the concentration of the ICMS base in cities concentrating 
industrial activity, the 1988 Constitution accredited to a state law the jurisdiction 
to define the criteria for allocating one fourth of the 25% tax revenue shared 
with the municipalities in each state. These changes gave rise to an expansion of 
inter-municipal disparities, which gradually expanded as urbanization concen-
trated the population in metropolitan regions and major urban agglomerations, 
leading to the formation of a new political grouping under the name National 
Mayors Front (FNP).

12. At least until the abandonment of the principles that steered to the reform implemented in 1965 and the impact 
of the swift and profound changes in the Brazilian demography over the course of the second half of the XX century. 
13. The 1991 census already showed that 35% of the Brazilian population was concentrated in municipalities with over 
250,000 inhabitants. In the 1970 census this percentage was 21%.
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The year of 1999 marked the birth of the FNP, which consolidated a group that 
had been meeting informally to defend common interests. Circa 240 municipalities are 
part of this Front, including all 26 capitals and over 100 medium and small-sized cities. 
The emphasis on the financial dimension explains the diversity of the group and the 
main criterion that binds its members together: the composition of their revenues. Small 
municipalities with a strong economic base, generally located in the main metropolitan 
regions, are not largely dependent on the FPM, which differentiates them from other 
municipalities with the same population size when it comes to municipal budgets.

The main reason for the increase of inter-municipal disparities regarding 
budget size was the disparity revealed when comparing the political autonomy 
attained by the municipalities in 1988 with the decision to distribute the FPM in 
two stages: the first distributes the national total per state and the second distributes 
the state quota of this fund based on the criteria of the current legislation. Added 
to this was the state law now accredited for defining the criteria applied when al-
locating the fourth part of the ICMS to the municipalities.

Politically speaking, the municipalities left the states’ orbit, but financially they 
continued to revolve around it. Regardless of the motivations for adopting these rules, 
the consequence was the proliferation of several situations due to changes in the de-
mography and the economy, in a period in which the rules remained unchanged and 
the overlapping effects of the adopted criteria engendered preposterous situations. With 
the enormous changes in population distribution among states, the concentration of 
economic activity and population in some microregions, and further leeway for the 
creation of new municipalities, the increase of municipal diversity comes as no surprise.

The focus on revenue has left aside the issue of responsibilities. The creation 
of the G-100 serves as an example of the problems arising from the disconnec-
tion of factors contributing to revenue distribution, from factor that explain the 
amount of responsibilities that befall on certain groupings of municipalities. The 
G-100 brings together one hundred municipalities with large populations located 
in metropolitan areas away from major centers, or in pole cities in depressed regions, 
which stand out in the FNP group as they show low per capita budget revenue 
and contain populations with high socioeconomic vulnerability.

While certainly not an isolated case, it is for now the only known experience. 
The group is defined by the contrast between the size of their responsibilities and 
their budgets, but the explanation for the lack of adherence to resource responsi-
bilities results from the sum of factors explaining their revenues. What unites this 
group results from two contradictory situations: similar responsibilities, under a 
national scope, with similar resources under a state scope. This difference cannot be 
solved by never-ending patches in the existing rules. What we need is to promote 
a sweeping review of Brazilian fiscal federalism (Rezende, 2015b).
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