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Abstract

Within a framework of tight fiscal controls and fiscal discipline, could Brazil’s municipalities
generate fiscal space for investment and provision of social needs by increased use of land-based
financing? To address this question, we ask: How many Brazilian municipalities would be
judged creditworthy by national and international creditworthiness indicators? What is the
performance of municipalities ranking in the top quartile by their creditworthiness indicators?
How much do municipalities in this top quartile invest? What is their fiscal effort on real estate
taxes and fees? Have they passed the legislation necessary to more fully utilize the land-based
instruments that help to create and capture real estate value? In summary, how much room is
there for municipalities to increase their revenues from their real estate taxes and fees and other
land-based instruments to create fiscal space to finance infrastructure, housing subsidies and other
needs? Could a national program help to provide incentives for creating fiscal space at the
municipal level?

To address these questions, we develop a database with financial and socio-economic variables
for municipalities with 50,000+ inhabitants in 2008. We first rank municipal performance with a
composite Creditworthiness Indicator, as it shows potential for creating fiscal space. Then, we
focus on the municipalities ranking in the top quartile on creditworthiness, so that we can analyze
the implications of a national program seeking to increase fiscal space at the municipal level. By
using creditworthiness as a key eligibility criterion, such a program would be rewarding effective
municipal financial performance, as well as providing a first step for developing modern credit
market for municipal financing.

The results show that municipalities ranking in this top quartile often: Invest at low levels,
show low fiscal effort with real estate taxes and fees, and have not passed the legislation
necessary to use the land-based instruments. Simulations show that relatively small
improvements in real estate taxes and fees could generate significant fiscal space.

Based on this, we argue that a national program allocating at least part of the annual allotment
of municipal credit could provide incentives for increased generation of municipal fiscal space.
For example, such a national or state program could finance the capital budgets of creditworthy
municipalities that generate fiscal space by such measures as improved performance on real
estate taxes and fees, effective use of the land-based instruments for value capture, or other
measures. The credit could be disbursed as the municipalities effectively implement their
capital budgets. As about 22 percent of the total population with incomes below the poverty
line live in municipalities in this top quartile based on creditworthiness, this program would not
be as regressive as it might appear.

Such a program could help municipalities to play a more entrepreneurial role in their
development by helping to create real estate value through effective planning and capturing it
with the land-base instruments now available. Development and timely publication of a
database of the type employed here could stimulate informed debate on the above issues.

Key Words: fiscal space; municipalities; Brazil; public sector investment; creditworthiness;
financial performance; land-based instruments; land use ; legislation; urban regulation; real
estate; property tax; betterment levies; project finance; composite indicators; value capture;
urban development; Statute of the City; capital budget.
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Could land-based financing help create fiscal space for investment by Brazil’s
municipalities?

1. Introduction

According to a World Bank report (2006), Brazil’s municipalities face an “urgent need to
invest in productive infrastructure and the lack of fiscal space to do so due to the fiscal
constraints in place by the country’s macroeconomic program. Backlog in municipal
infrastructure is estimated at about $40 billion over the next 10 years.”

Brazil’s Low Public Investment

Brazil’s chronically low level of public sector investment has resulted in serious
infrastructure deficits that are often cited as an impediment to its economic
development. Chart 1.1 shows the average Gross Formation of Public Capital (GKP) as
a percentage of GDP for a selection of emerging market countries for 2006/07 (Afonso
and Junqueira 2009b). With a GKP of only 1.8% for this period, Brazil ranks second
from the bottom for all of the countries and last among the BRICs with 1.8%, versus
20.8% for Chine, 7.3% for India, and 4.5% for Russia.

Chart 1.1: Selected Emerging Market Countries: Gross Capital Formation by the
Public Sector as a Percent of GDP: Average 2006/07
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Source: Generated with data from Afonso and Junqueira (2009b).

The Need to Create Fiscal Space for Investment and Poverty Reduction

Heller (2005) defines fiscal space as: “room in a government’s budget that allows it to
provide resources for a desired purpose without jeopardizing the sustainability of its



financial position or the stability of the economy.” Despite Brazil’s very low public
investment level, “the idea of creating adequate fiscal space to allow for increased
investment has been largely ignored at national level, both by specialists, academics and
government technicians, as well as by the authorities and Congress” (Afonso, Aratjo and
Biassoto 2005).

Control of the consolidated national and subnational (i.e., state and municipal) deficits
and borrowing have been key elements in Brazil’s macroeconomic policy since the
beginning of the successful stabilization program in 1994." To assure price stability and
attain an investment grade sovereign rating, Brazil has controlled the consolidated public
sector debt by states and municipalities through a complex web of restrictions on _
borrowing by them or lending to them (including the Fiscal Responsibility Law -- LRF).'

Creating Fiscal Space at the Municipal Level

In spite of all of these restrictions, investments by municipalities are already quite
important, constituting 40.3% of total public sector investment in 2008 (Afonso and
Junqueira 2009a).

Municipalities could further increase their fiscal space for investment by:

* Improving their overall financial performance by cutting lower priority spending
and increasing overall expenditure efficiency.

* Increasing revenue through more effective administration of the real estate
property and transfer taxes and fees, as well as other own-source revenues.

» Use of other land-based instruments that would not involve municipal borrowing,
such as the sale of development rights and underutilized land, and project finance
including concessions, leasing, and PPP.

In fact, current national policy allows two types of financing that do not impact the
consolidated public sector debt: Project finance (e.g., concessions, PPP, and leasing) and
asset sales. Project finance is, of course, by definition off the municipal balance sheet.

The Potential Role of Land-Based Instruments in Generating Fiscal Space

Peterson (2009) notes that “Land-based financing is not a practical or desirable way
to pay for the entire capital budget. However, as part of the mix of capital financing, it
has significant practical advantages.” For example, some “land-financing techniques
generate revenue before infrastructure investment is undertaken. Others involve
borrowing during the construction period, with debt repaid from subsequent gains in
land value. In developing countries where it is difficult to obtain long-term credit for
urban infrastructure finance, the up-front nature of the revenue generated by land
financing adds flexibility to infrastructure financing decisions” (Peterson 2009).
Furthermore, many times the borrower is the private sector partner, rather than the
public sector (e.g., concessions). What could be the potential role of the land-based
instruments in financing a municipality’s capital budget?

! A number of World Bank studies have stressed the importance of subnational governments in national
macroeconomic strategies for Brazil (Dillinger 2002).



The full range of these land-based instruments includes:

. Real estate property and transfer taxes”

. Impact fees or developer extractions for new developments
. Betterment levies

. Sale of development rights

. Sale of public land and buildings

. Concession or leasing on public land

See Annex B for a brief review of a selection of these instruments. Note that none of
these instruments involve public sector borrowing and would not, therefore, increase the
public sector debt or be covered by the restrictions on lending to or borrowing by
municipalities. For example, project finance (e.g., concessions, PPP, and leasing) and
asset sales are by definition off the municipal balance sheet. Selling of development
rights or underutilized public land and buildings would not increase municipal
indebtedness because they involve the sale of assets rather than borrowing. In the case of
development rights, the municipality is selling the right to build more than one floor. In
the capital budget, the land-based instruments can provide a way of increasing total
investment per dollar of public sector borrowing.

Brazil’s Federal Constitution of 1988 grants municipalities the power to define and
execute urban development policy in accord with the general guidelines set down in
federal enabling legislation, called the Estatuto da Cidade (Statute of the City) of 2001.
The definitions of property rights in the Constitution and Statute of the City have
permitted innovations that resolve key problems that inhibited the use of some land-
capture instruments in Brazil for many years. For example, Sao Paulo has sold
development rights called CEPACs (Certificados de Potencial Adicional de
Constru¢dol/Certificates of Additional Construction Potential) on the stock exchange.

Incentives for Generation of Fiscal Space at the Municipal Level

The World Bank (2006) includes as a priority its municipal strategy: “Design a
sustainable market-based sub-national credit system and assist municipalities in
becoming creditworthy within a framework of continued fiscal discipline.” A first step in
developing such a market-based system could be to change the current system in which
the total amount of municipal borrowing is capped, then this total amount is “rationed
across municipalities on a first-come, first-serve basis, at fixed interest rates regardless of
the merits of the municipality or of the project financed.”

As a World Bank report (2002) points out: “Market based lending would provide
additional incentives for prudent fiscal behavior, while easing the burden of regulation.”
To allow development of a modern and efficient subnational credit market, the
regulations could stop borrowing by those subnationals that are not creditworthy, while
allowing the creditworthy subnational to borrow responsibly.

* Peterson does not include real estate taxes and fees as we do here for the reasons that we give in Vetter
and Vetter (1010a).

* For a concise review of the Faria Lima project see Biderman, Sandroni, and Smolka (2006). Biderman
and Sandroni provide a more detailed analysis (2005).



To lay the foundation for modern credit markets, a national program could provide
incentives to create fiscal space by providing access to credit to those municipalities that
generate it:

* The most creditworthy municipalities. This would provide incentive to improve
at least maintain their financial performance.

= That present efficient and equitable investment plans and capital budgets.

* That leverage any borrowing by using the land-based instruments so that the total
fiscal space created per R$ of borrowing is high.

High Fixed Capital Formation in Residential and Non-Residential Real Estate

The national accounts data in Charts 1.2 and 1.3 show that capital formation in: (a)
residential and non-residential construction by enterprises and families has been quite
high; and (b) the public sector has not kept pace with that of residential and non-
residential construction.

Capital formation by the public sector construction lagged far behind that of residential
and non-residential construction during the 1951 thru 2008 period, although there was
some upturn in public investment in 2007 and 2008. The formation of residential and
non-residential capital indicates potential value capture that could help finance
infrastructure. As these national accounts do not include the value of land, they
underestimate the value that could be captured.

Chart 1.2: Brazil: The Evolution of the Gross Stock of Fixed Capital for Public
Sector, Residential and Non-Residential Construction: 1950/2008
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Chart 1.3: Brazil: The Annual Change in the Gross Stock of Fixed Capital for
Public Sector, Residential and Non-Residential Construction: 1951/2008
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Estimates of Brazil’s total stock of residential capital using the hedonic price method
include both the value of the structure and land and are available for all municipalities
for census years (1970/ 2000). These estimates show that Brazil’s total stock of
residential capital jumped by US$453 billion (56.2%) over the 1991/2000 period or
about 5.1% (US$51.1 billion) per year." See Table 1.1. Although estimates using this
methodology are not available after 2000, judging from the rapid rise of urban centers
and housing construction, one would expect them to show significant increases. As we
will discuss below, it would be useful to have these estimates of fixed capital formation
of both structures and land for the years after 2000, as they would help to assess the
potential for using land-based instruments.

Table 1.1: Brazil: Total Stock of Urban Residential Capital Estimated Using the
Hedonic Price Method in US$ of Constant 2009 Value

Change 1991-2000
1991 2000 Absolute % Annual %
Total (USS$ billions) 806.5 1,259.5 453.0 56.2 5.1
Per capita US$ 7,267 10,234 2,967 40.8 3.9
Total population 111.0 123.1 12.1 10.9 1.2
(millions)
% of GDP 92.9 122.8 29.9 32.1 3.1




2. The Methodology

How many Brazilian municipalities would be judged creditworthy by national and
international creditworthiness indicators? What is the financial performance of
municipalities by ranking in the top quarter based on their creditworthiness indicators?
What is the fiscal effort of these municipalities in the top quartile use real estate taxes
and fees? Have they passed the legislation necessary to more fully utilize the land-based
instruments that help to create and capture real estate value? In summary, what is the
potential of these municipalities to create fiscal space to finance infrastructure, housing
subsidies etc.?

An Overview of the Methodology

To address these questions, we generate a municipal database that includes the indicators
typically used by credit rating agencies and other financial institutions to assess
municipal creditworthiness. In these assessments, municipal creditworthiness depends on
financial performance and economic potential. This database contains all of the
indicators and composite indicators necessary to answer the above questions for all the
municipalities in the sample. For example, this database will enable to:

» Rank the municipalities by their performance on any of the indicators.

* Analyze the relationships among any of the variables, using correlation analysis
or other statistical methods. We use Spearman rank correlation (rs) in all cases.™

Making individual municipalities the unit of analysis complements the methodology in
which the analytical units are groups of municipalities (e.g., municipalities grouped by
population or GDP size) as is often the case (STN 2008).

Selection of the Municipalities for Study

We focus on municipalities with 50,000 or more inhabitants in 2008, as they would be
more likely to have the administrative capacity to implement the more complex land-
based instruments and interest in so doing. Furthermore, a sizeable portion of Brazil’s
population lives in them. In 2008, the 584 municipalities with more than 50,000
inhabitants (10.5% of the total number of municipalities) had a total population of 122.2
million (65.3% of the total for Brazil). We excluded 66 municipalities due to missing
financial data, leaving our final sample with 518 municipalities.

Definition of the Composite Indicators

We use two methods for normalizing the different indicators so that they can be
combined (i.e., aggregated) into composite indicators: Ranking and summing binary
benchmarks. With ranking, each of the municipalities in our sample will be ranked
between 1 and 518 on the different indicators, with 518 representing the best or most
favorable score and 1 being the worst score. We also use binary variables as second
aggregation method by summing the number of indicators that are above a given
benchmark. For example, we use five different binary measures of financial performance
(1 = if meets benchmark, 0 = does not meet the benchmark), so that the top score is five
and the lowest score is zero. In the case of the eight land-based laws of the Statue of the



City that have been passed, eight would be the top score and zero the worst. Table 2.1
shows a list of the composite indicators used in the study. Annex A provides a detailed
description of all of the indicators and the variables used in defining them.

Table 2.1: The Composite Indicators Used in the Study

Composite
T N lizati Basic indicat d indicator/

ype ormalization asic indicators use Aggregation
Creditworthiness
Financial Performance Benchmark Meets 5 different financial performance Sum of five binary
Score criteria (if yes =1, if no = 0) variables
Financial Performance Ranking Ranks on 5 financial performance indicators Average ranking
Rank
Economic potential Ranking Ranks on 4 economic indicators Average ranking
Other Indicators
Investment level Ranking Ranks on 3 investment indicators Average ranking
Use of real estate taxes/ Ranking Ranks on three indicators of real estate taxes Average of ranking
fees and fees
Passage of land based Benchmark Passage of 8 laws needed to use the land- Sum of eight binary
legislation based instruments of the Statute of the City (if | variables

yes =1, if no = 0)
Socio-economic level Ranking Composite indicator similar to UNDP’s Ranking based on
Human Development Index (HDI) indicators of
income, education
and heath

Price Index and Exchange Rate

We transformed all currency data into R$ of constant average 2009 value using the
Implicit GDP Deflator. The average annual commercial exchange rate for buyers and
seller in 2009 was: US$1 = R$2.00.

Creditworthiness

Our composite Creditworthiness Indicator is based on our indicators of municipal
financial performance and economic potential.

Municipal Financial Performance

We use the municipal finance data for 2008 from the National Secretary of the Treasury
(STN) to calculate our indicators financial performance, as well as for real estate
taxes/fees and investment developed below. Brazilian states and municipalities are
legally required to submit timely, detailed, uniform financial statements. We define the
indicators in ways that are close to the indicators used in Brazilian laws® and regulations,
and also compatible with the usual international practice.” In all cases, we try to define
financial performance indicators that are at least as rigorous or even more rigorous (i.e.,
more conservative) than those normally used in Brazil.

* See STN (2009) for a full list of these limits (pp. 14-15).




Table 2.2 shows the five indicators and their respective limits of municipal financial
performance that we use in this study. These financial indicators are to judge municipal
capacity to generate fiscal surpluses and service additional debt, but do not, of course,
show how effectively or efficiently the resources are employed. The first four of these
indicators are defined as percentages of Net Current Revenue ((NCR/ Receita Corrente
Liquida),’ as is the case of most such Brazilian indicators.

Table 2.2: Financial Performance Indicators and Their Limits

Financial performance Indicators %

Total Debt Stock/NCR <75.0
Total Debt Service/NCR <11.5
Total Personnel Expenditure/NCR <54.0

Operating Surplus (Current Expenditures — Current Revenues)/ NCR >10.0

Total Debt Service/ Operating Surplus <30.0

We develop two composite indicators based on these financial indicators: Financial
Performance Score and Financial Performance Rank. To calculate the Financial
Performance Score, we first code all of the five financial performance indicators in Table
2.2 as binary variables (1, if the municipality meets the criteria; 0, if it does not). The
sum of the five binary variables is our Financial Performance Score. Only municipalities
with a Financial Performance Score of five (5) will be considered creditworthy.
However, obviously among the municipalities scoring five, some are much more
creditworthy than others. To show this, we rank the municipalities using the original
values of the five indicators with the most favorable performance which receives a rank
of 518 and the least favorable, a rank of 1. We then calculate the average of the five
ranks. The ranking of each municipality on this average is its composite Financial
Performance Rank.

Economic Potential

After analyzing a number of economic indicators, we decided to include only the
following four variables in the indicator:"

* Total size of municipal GDP 2007.

* Absolute change in GDP 2002-2007.
* Relative change of GDP 2002-2007.
*  Municipal GDP per capita.

We ranked all four variables and then calculated the average rank of these four variables.
The ranking on this average is our Economic Potential composite indicator.

Creditworthiness Indicator

We develop the Creditworthiness Indicator in two steps. First, we select municipalities
that:



. Are in the top three quartiles on the Economic Potential indicator.
. Have a Financial Performance Score of 5 (i.e., meet all financial criteria).

Then, we calculate the average of the Economic Potential and Financial Performance
indicators. Ranking this average gives us the Creditworthiness Indicator. The last part of
our analysis will focus on the 130 municipalities ranking in the top quartile based on this
Creditworthiness indicator.

Real Estate Taxes-Fees

We analyze municipal revenues from the following three real estate taxes and fees: The
Tax on Urban Buildings and Land (IPTU, Imposto Predial e Territorial Urbano), the Real
Estate Transfer Tax (ITBI - Imposto sobre Transmissdo de Bens Imoveis), and betterment
levies. Total Revenues from Real Estate Taxes and Fees (TRE) is the sum of these three
revenues. Our three indicators are TRE per capita and as a percentage of NCR and
municipal GDP.

Municipal Investment

We calculate the level of municipal investment in plant and equipment from STN as a
percentage of NCR, GDP, and TRE, and also per capita.

Passage of Municipal Legislation for Land-based Instruments

In 2008, IBGE’s’ annual survey of Brazil’s municipalities (Pesquisa de Informagdes
Bésicas Municipais - MUNIC) included a special segment on legislation and instruments
of municipal planning that covers the full range of municipal legislation needed to use the
land-based instruments defined in the Statute of the City. The IBGE study shows only
the passage of these laws and instruments, but not how effectively they are employed or
enforced. Nonetheless, passage of these laws indicates at least the intent to enforce them.

Table 2.3 shows eight such laws that cover the creation of subdivisions, zoning, building
codes, development rights (solo criado), betterment levies, urban revitalization
(Operagdo urbana consorciada), environmental impact studies, and an urban plan. Each
one of these eight laws is coded as a binary variable (1, if law exists in the municipality,
0, if not). The sum of the eight laws is our composite Score on Municipal Land-based
Legislation with a range of zero to eight.

> The Brazilian Institute of Geography and Statistics (IBGE) is Brazil’s chief statistical agency that is
responsible for the population and economic censuses, and many other statistical surveys, as well as
preparation of the national accounts and several price indices.



Table 2.3: Eight Municipal Laws Necessary to Implement Land-based Instruments

Municipal land-based legislation

Subdivision law

Zoning law

Building code

Sale of development rights law (solo criado)

Betterment levy law

Urban revitalization law (Operagdo urbana consorciada)

Law requiring environmental impact studies

R Q| N | | W[ N~

Existence of an urban development plan as required under law

Municipal Human Development Index (IFDM)

We will use the annual indicator of socioeconomic development produced by the
Federagio das Indastrias do Estado do Rio de Janeiro (FIRJAN): The indice FIRJAN de
Desenvolvimento Municipal (IFDM).® The methodology used for the IFDM follows that
used by UNDP for the Human Development Index (HDI). It is a composite indicator
combining indicators from the three principal areas of human development:
Employment and income, education, and health. Each area receives equal weighting in
the final composite indicator that varies between 0 and 1.0 in which 1.0 would be the
highest development level. The most recent year available for IFDM was 2006.

Percent of Population below the Poverty Line

Household income per capita of one quarter of a minimum salary or less is the definition
of extreme poverty (indigente) used for this indicator. We estimate the population in
extreme poverty in 2008 using state level data on poverty and the IFDM. (See Annex C).

3. Statistical Analysis

The first part of the analysis deals with all 518 municipalities in our sample. The second
part focuses on municipalities ranking in the top quartile on the Creditworthiness
indicator.

Analysis of All Municipalities in the Sample

Did the majority of Brazilian municipalities met all five of the financial performance
criteria in 2008 (i.e., had Financial Performance Scores of 5)? Is the Financial
performance Rank indicator highly correlated with composite indicators of Economic
Potential and human development (IFDM)?

% For a full description of the methodology used, see:
http://www.firjan.org.br/data/pages/2C908CE9229431C90122A3B25FA534A2.htm
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Municipal Financial Performance

Table 3.1 shows that the bulk of municipalities in the sample (68.0%) meet all five
financial performance criteria (i.e., show a score of 5 on the composite Financial
Performance Score). The best overall performance on the five individual scores is on
Total Debt Service/ NCR, where only one municipality spent more than 11.5% of NCR
on debt service. The worst overall performance was on Personnel Expenditures as a
percentage of NCR, where only 83.4% of the municipalities met the criteria.

Table 3.1: The Municipalities in the Sample: Score on the Financial Performance
Criteria—Total Score and Performance on Five Different Criteria

Score and performance on the five | Criteria Total meeting the
different criteria used in criteria

this study Absolute %
Financial Performance Score: Meets | If 5=1 If 352 68.0
all five criteria not 5 =0
Criterion: Personnel Expenditures/ <54.0% 432 83.4
NCR
Criterion: Operating Surplus/ NCR >10.0% 493 95.2
Criterion: Total Debt Service/ NCR <11.5% 517 99.8
Criterion: Total Debt Stock / NCR <75.0% 453 87.5
Criterion: Total Debt Service/ <30.0% 477 92.1
Operating Surplus

To construct Table 3.2, we first selected only those Municipalities that met all five of the
financial performance criteria in 2008 and then ranked them by their Financial
Performance Rank composite indicator. Table 3.2 shows that even the municipalities in
the second quartile show relatively good performance on all five financial performance
indicators.



Table 3.2: Municipalities that Meet All Five on Financial Performance Criteria 2008
- Financial Performance Indicators for the Municipalities in the Top Two Quartiles
by Their Financial Performance Rank (percentages)

Quartiles by Personnel Operating | Total Debt | Total Debt | Total Debt
Composite Expenditures/ | Surplus/ Service/ Stock / Service/
Financial NCR NCR NCR NCR Operating
Performance % % % o, Surplus
Score o,
0
Total Sample
Mean 47.0 21.5 2.7 33.8 14.6
Median 46.7 20.7 24 18.7 11.7
Standard deviation 7.5 8.0 1.8 452 18.7
Coefficient of 15.9 37.3 65.9 133.8 127.6
Variation
1st quartile
Mean 43.2 22.8 1.1 6.6 54
Median 437 21.5 1.1 4.2 5.2
Standard deviation 59 8.1 0.7 8.7 3.7
Coefficient of 13.7 354 60.4 133.1 68.1
Variation
Min 24.7 10.4 0.0 0.0 0.0
Max 53.9 53.9 2.5 58.9 15.0
2nd quartile
Mean 44.2 23.2 2.7 18.8 12.7
Median 44.4 22.8 2.7 15.2 11.6
Standard deviation 5.7 6.4 0.8 16.6 59
Coefficient of 13.0 27.4 30.9 88.1 46.3
Variation
Min 29.3 10.3 0.9 0.0 3.6
Max 54.0 42.2 5.4 74.6 28.9

Table 3.3 and Chart 3.1 focus only on the means of the top two quartiles of the
municipalities ranked as in Table 3.2. On average, the municipalities in the top two
quartiles show rather high levels of financial performance by national and international

standards.




Table 3.3: Municipalities that Meet All Five on Financial performance Criteria 2008
- Means on the Indicators for the Top Two Quartiles by Their Composite Financial
Performance Score (percentages)

Quartiles by Personnel Operating | Total Debt | Total Debt | Total Debt
Number of Expenditures/ | Surplus/ Service/ Stock / Service/
Municipalities NCR NCR NCR NCR Operating
% o, % % Surplus
%
Total Sample 47.0 21.5 2.7 33.8 14.6
First quartile 43.2 22.8 1.1 6.6 54
Second quartile 44.2 23.2 2.7 18.8 12.7

Chart 3.1: Municipalities that Meet All Five of the Financial Performance Criteria
in 2008: Top Two Quartiles by Their Financial Performance Rank Composite
Indicator: Means of the Financial Performance Indicators
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How do creditworthy municipalities rank in terms of there IFDM? In other words, what
is the correlation between the Creditworthiness and IFDM? In Chart 3.2, the scattergram
shows that although there is a correlation between these two variables (rs = 0.27)’, many
municipalities ranking in the bottom half in terms of the IFDM, rank in the top half in
terms of their creditworthiness. In other words, using creditworthiness as an eligibility
criterion would not necessarily exclude municipalities ranking lower on the composite
human development index (IFDM).

Chart 3.2: Municipalities in the Sample: Scattergram Showing Creditworthiness
and Human Development Indicators (IFDM)
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Ranks on Economic Potential and Financial Performance

Chart 3.3 shows the scattergram showing the rank from the median for our Financial
Performance and Economic Potential composite indicators. The municipalities ranking
above the median on both indicators (i.e., those in the upper right hand corner) will, of
course, have the highest chance of being in the top quartile on the average rank of the two
indicators used for the Creditworthiness Indicator. We did not expect the correlation
between these two indicators to be virtually nonexistent (rs = -0.05%).

7 Municipalities with a Financial Performance Score below five were ranked at zero. The correlation
coefficient is only for those municipalities ranking above zero.
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Chart 3.3: Municipalities in the Sample: Scattergram Showing Ranks from Median
on the Financial Performance and Economic Potential Indicators
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Chart 3.4 shows that the correlation between the IFDM and the rank from the Median for
Economic Potential was relatively high (rs = 0.51). Nonetheless, there were quite a few

municipalities that were below the median on IFDM, but above the median on economic
potential. In other words, allocating resources based on economic potential would not be
as regressive as it might appear.

Passage of Municipal Legislation for Land-based Instruments

How many municipalities had enacted enabling legislation to allow the use of the land-
based instruments allowed by the Statute of the City in 2008? Is passage of this
legislation correlated with the Creditworthiness Indicator? Table 3.4 shows a relatively
high variation among municipalities in terms of passage of land related legislation, and
that the percentage of passage rises with population size. For example, whereas 59.5% of
the municipalities with more than 500,000 inhabitants had passed the development rights
legislation in 2008, only 43.3% of municipalities with between 50,000 and 100,000
inhabitants had done so.



Chart 3.4: Municipalities in the Sample: Scattergram and Spearman Correlation
Coefficient: Socioeconomic Development Index (IFDM) and Rank from the Median
for Economic Potential
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Table 3.4: All Brazilian municipalities: Passage of Legislation for Land-based
Instruments by Population Size Groups: 2008

Number of with the different land Population size groups
use legislation or instruments Brazl 50000 or 1300012 100001 - 1>
less 100 000 500 000 500 000

Total 5,564 4,979 319 229 37
Land use plan 2,176 1,696 246 199 35
Zoning law 1,810 1,361 223 191 35
Building Code 2,935 2,415 280 203 37
Development Rights 1,144 881 138 103 22
Betterment Levies 2,414 2,063 199 133 19
Urban Revitalization Areas 578 401 85 75 17
Environmental Impact Statements 720 485 117 96 22




Table 3.4 (continued)

Percentages with the different land Brazil 50000 0or | 50001 | 100001 - >
use legislation or instruments less 100 000 500 000 500 000
% % % % %
Total 100.0 100.0 100.0 100.0 100.0
Land use plan 39.1 34.1 77.1 86.9 94.6
Zoning law 32,5 273 69.9 83.4 94.6
Building Code 52.7 48.5 87.8 88.6 100.0
Development Rights 20.6 17.7 433 45.0 59.5
Betterment Levies 43.4 41.4 62.4 58.1 51.4
Urban Revitalization Areas 10.4 8.1 26.6 32.8 459
Environmental Impact Statements 12.9 9.7 36.7 41.9 59.5

Source: IBGE, Perfil dos Municipios Brasileiros, 2007.

Chart 3.5 shows a low correlation (rs = 0.20) between Score on Municipal Land-based
Legislation and Economic Potential. Clearly, there are many municipalities with high
economic potential that have not passed all of the legislation necessary to implement all
eight of the land-based instruments.

Chart 3.5: Municipalities in the Sample: Scattergram and Spearman Correlation
Coefficient: Total Score on Land Use Legislation by Economic Potential
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Municipalities Ranking in the Top Quartile by the Composite Creditworthiness
Indicator

Suppose that we want to develop a national program that would provide incentives for
creation of fiscal space for municipalities ranking in the top quartile by our
Creditworthiness indictor. This would stimulate investment in municipalities with a
relatively high potential for future economic development that have also performed well
in terms of financial performance (i.e., serve as a reward for responsible financial
performance). In other words, such a program would be focusing on the municipalities
that show the highest potential for increasing fiscal space in terms of our
Creditworthiness indicator.

Characteristics of the Municipalities in the Top Quartile on the Creditworthiness
Indicator

Table 3.5 Shows that the total 2008 population and 2007 GDP of the municipalities in
this top quartile was 32.3 million and US$346 billion, respectively (similar in size to
Argentina: 39 million and US$263 billion respectively). This top quartile of 130
municipalities held:

. 27.7% of the total population in the full sample and 31.7% of its GDP.

. 21.9 % of the total people living below the poverty line in our sample.

Table 3.5: All Municipalities in the sample and those in the Top Quartile by Rank
on the Creditworthiness Indicator: Population, GDP, and Population below the
Poverty Line

Municipalities in the sample
All Top quartile
municipalities

Total population 116.4 323

% of total population 100.0% 27.7%

Total GDP 2007 (USS$ billions) 1,090.9 346.1

% of total GDP 100.0% 31.7%

Total population below the poverty line

(millions)® 5.55 1.22

% below the poverty line in 2008 4.8% 3.8%

% of total population below the poverty

line 100.0% 21.9%

¥ Estimates based on the methodology in Annex C.



Performance on the Real Estate Taxes

Chart 3.6 shows the scattergram for Total Real Estate Taxes-Fees/ GDP by their rank on
the Creditworthiness indicator. The distribution of municipalities below the median of
Total Real Estate Taxes-Fees/GDP (0.34%, respectively) provides an idea of how much
additional fiscal space might be available based on the Creditworthiness Indicator.” The
correlation coefficient for these two variables is low and negative (rs = -0.13). Based on
these results, one could argue that there is room for more fiscal effort with real estate
taxes and fees, especially at the higher end of the creditworthiness scale. Our simulation
shows that raising TRE levels to this median level of 0.34% of GDP for all municipalities
in the top quartile would increase total revenue by R$509 million. For those
municipalities below 0.34% GDP level, the average per capita increase in TRE to bring
their level up to the median would be only R$35. Obviously, municipalities with TRE
revenues above the median could also increase their fiscal effort.

Betterment levies account for only 0.4% of TRE for all of the municipalities in the
sample. Afonso, Aradjo, and Nobrega (2009) cite a number of reasons for this, including
the difficulties in determining the impact on valorization. Nonetheless, it is interesting
that many municipalities did, in fact, make use of the betterment levies. For example, we
ranked municipalities by the total amount collected from such levies in 2008. The top 50
municipalities collected between R$250,000 and R$5.1 million with an average of R$1.1
million in 2008. These 50 municipalities had a total of 10.3 million inhabitants in 2008
(average of 206,000 inhabitants) with representation of municipalities in all of Brazil’s
main regions. It would be interesting to analyze why these municipalities were willing
and able to use betterment levies so much more effectively than the bulk of those in the
sample.

? We deleted the value for Balneario Camboriu (SC) of 4.12% of GDP from the Chart, as this was nearly
10 times the average for this indicator. This beach community obviously is taking good advantage of its
high real estate values.



Chart 3.6: Municipalities in the Top Quartile by Rank on the Creditworthiness
Indicator: Total Real Estate Taxes-Fees/ GDP X Rank on the Creditworthiness
Indicator
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Chart 3.7: Municipalities in the Top Quartile by Rank on the Creditworthiness
Indicator: Total Real Estate Taxes-Fees Per Capita by Rank on Creditworthiness

600
500
400
300

200

Total real estate taxes-fees per capita

100
Median = R$67

0 T T T T T T T J
240 260 280 300 320 340 360 380 400

Rank: Creditworthiness

Chart 3.7 shows the distribution of TRE per capita by the Rank on the Creditworthiness
Indicator. As the median of only R$67 per capita, there would seem to be room for
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greater fiscal effort. Political acceptability could increase if the increment were tied to
needed investments.

Enactment of Land Use Legislation

Charts 3.8 and 3.9 show the score on the eight laws needed to fully utilize the instruments
permitted by the Statute of the City by the Rank on the Creditworthiness Indicator.
Clearly, many creditworthy municipalities with high economic potential have not passed
all of the needed legislation. Passage of such legislation could create indicative of
additional fiscal space.

Chart 3.8: Municipalities in the Top Quartile by Rank on the Creditworthiness
Indicator: Total Score on Land-based Legislation by Rank on the Creditworthiness
Indicator
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Chart 3.9: Municipalities in the Top Quartile by Rank on the Creditworthiness
Indicator: Total Score on Land-based Legislation
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Chart 3.10: Municipalities in the Top Quartile by Rank on the Creditworthiness
Indicator: Investment Per Capita X Rank on the Creditworthiness Indicator: 2008:
RS 2009
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Municipal Investment

Chart 3.10 shows the Investment Per Capita by the Rank on the Creditworthiness
Indicator'®. The median per capita investment is only R$196 (or about US$100) and half
of the municipalities fall below this. Furthermore, correlation between creditworthiness
and per capita investment is quite low (rs = 0.23).

Chart 3.11 shows that the median municipal investment as a percentage of municipal
GDP is 1.04% and is not correlated with Creditworthiness indicator'' (rs = -0.01).
Bringing all municipalities below the median up to 1% of municipal GDP would increase
total municipal investment by R$1.5 billion (US$750 billion).

Chart 3.11: Municipalities in the Top Quartile by Rank on the Creditworthiness
Indicator: Investment/ GDP X Rank on the Creditworthiness Indicator: 2008
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4. Conclusions, Policy Implications, and Future Research

The results show that municipalities ranking in the top quartile in terms of
creditworthiness often: Invest at low levels, show low fiscal effort with real estate taxes
and fees, and have not passed all of the legislation necessary to use the land-based
instruments. Simulations done show that relatively small increases in fiscal effort with
the real estate taxes and fees could generate significant fiscal space for investment or
other municipal priorities.

!0 The chart excludes two municipalities with per capita investment of over R§1000 in 2008: Barueri (SP)
and Mariana (MG) with per capita investment of R$ 1,575 and $ 1,348, respectively.
The chart excludes the municipalities of Manacapuru (AM) and Caxias (MA) that showed very high

percentages of 10.50% and 8.76%, respectively. These could be due to big investment projects funded
with grants or other sources.
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Policy Implications

Based on these findings, we argue that a national program allocating at least part of the
annual allotment of municipal credit based on performance criteria could provide
incentives for increased generation of municipal fiscal space while maintaining fiscal
discipline. For example, such a national or state program could finance part of the
capital budgets of creditworthy municipalities that generate fiscal space by reaching
benchmarks on performance indicators for real estate taxes and fees and other revenues,
effective use of the land-based instruments for value capture, and other measures to
improve revenue generation or expenditure efficiency. The loan could be disbursed as
the capital budget is effectively implemented and the benchmarks reached.

Such a municipal development program could be open to all municipalities meeting the
creditworthiness criteria and that have an acceptable capital budget (i.e., attains the
benchmarks discussed above). Technical assistance to help all municipalities become
eligible could be available within the program, including help to: Improve collection of
real estate taxes and fees (e.g., better cadastres, collection systems, and improved
estimation of value), prepare and execute effective capital budgets, and use the land-
based instruments (e.g., preparation of development plans, financial engineering, and
bidding documents).

As our Creditworthiness Indicator is not as highly correlated with our Human
Development Indicator (IFDM), such a program focusing initially on the most
creditworthy municipalities would not be as regressive as it might sound. Furthermore,
municipalities ranking in the top quartile on creditworthiness hold about 22% of
Brazil’s population living below the poverty line. One could argue that municipalities
ranking in the top quartile are more likely to generate opportunities that will reduce
poverty than those with lower financial performance and economic potential. Brazil’s
fiscal federal system already includes many automatic transfers to municipalities that
are not based on financial performance or creditworthiness. Policy makers could, of
course, implement additional compensatory transfer and grant programs if they deem
them necessary.

In summary, national program could provide incentives for municipalities to increase
their fiscal space for investment and other priorities (e.g., housing subsidies for lower
income families and education). In this way, it would help municipalities to play a
more entrepreneurial role in their development, such as by helping to create real estate
value through effective planning and capturing it with the land-base instruments now
available.

In the coming years, much such real estate value will be created as Brazil’s
municipalities grow and provide infrastructure. For example, the currently planned
transportation investments in the Rio de Janeiro Metropolitan Region’s periphery will
greatly alter the space/time relationships within the region and thus the land value
surface. These projects are part of the investment program being implemented to prepare
Metro Rio for its role as the locus of Brazil’s rapidly developing petroleum industry, as
well as for the World Cup in 2014 and the Olympics in 2016. One such project is the
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new beltway (Arco Metropolitano).'? The State of Rio de Janeiro is currently developing
a Plano Diretor Estratégico for the Arco Metropolitano that includes major strategic
public and private sector investments of over US$30 billion along this new corridor,
including major petrochemical and steel facilities already being implemented. The Bus
Rapid Transit corridors (BRTs) will greatly improve access to outlying neighborhoods.
Metro Line 4 that will connect the older higher income area (Zona Sul) with the rapidly
growing higher income area of Barra da Tijuca.” Could integrated urban development
projects within the impact areas of these projects generate value that could be captured
via the land-based instruments to help finance infrastructure, as well as provide cross
subsidies for the lowest income families?

Future Research

This research demonstrates the usefulness of a database with municipal financial and
socioeconomic indicators for tracking municipal financial performance on a number of
dimensions and policy analysis. Other researchers could use the dataset to address issues
beyond the scope of this study. On the other hand, we learned that generating such
database is quite labor intensive and time consuming. Timely publication of a set of
municipal financial indicators would greatly facilitate and encourage research and policy
analysis with STN’s rich municipal financial data, thereby complementing the data and
reports that STN currently provides. For example, STN might distribute a database with
the financial and socio-economic indicators annually on its website along with the
municipal dataset currently provided and its Perfil e Evolu¢ao das Financas Municipais
(STN 2008). Lowering the effort needed to produce the indicators could induce more
research and dialogue on related policy issues and the indicators per se. The quality of
the data could improve through this use as policy makers and researchers hone their
questions. Ranking the municipalities by their financial performance with the these
indicators could provide incentives for better performance, although it might be best for
non-governmental entities to do such ranking, as they could be less subject to political
pressures.

How Much Real Estate Value Is Being Created?

Should the value of urban land be included in the national and subnational accounts?
Although land itself is non-produced, an urban location provides access to jobs, services
and amenities that are largely generated in urban areas by public and private investments.
The section on Land and Dwellings of the OECD manual (2009) on Measuring Capital **
states that although land is a non-produced asset, it is “an asset that provides a flow of
capital services into production.” The Manual goes on to describe methods of estimating
the total land value for the national accounts. The Australian methodology attributes
from 62.7% to 65.1% of total fixed residential capital to land for the 2005 to 2010 period.
The Canadian estimates show that land constituted an average of 46% of total fixed
capital for residential and non-residential structures for families and unincorporated

'2 For more details see Vetter, Massena and Vetter (2011).

"> This line is being financed in large part from the sale of excess land left after the construction of the first
lines of Rio’s Metro. To increase the value of this land, the municipality changed the zoning to allow the
new owners to build higher buildings.

' Section 18.1.
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businesses for the 2007 and 2008 period. Davis and Palumbo (2006) estimated that at the
end of 2004, the “value of residential land accounted for about 50 percent of the total
market value of housing” in the US cities in their sample. Their results show
considerable variance among regions and by city size in the percentages of residential
land in total market value:

= Midwest 36.2 percent

o Chicago 52.1 percent
o Pittsburgh 26.0 percent
= West Coast 73.8 percent

o Los Angeles 78.7 percent
o Portland 57.9 percent

There are a number of different methodologies that could be used to estimate real estate
value in Brazil. As discussed above, a number of Brazilian studies use the hedonic
price method to estimate the value of residential housing including land using census
and household survey data for municipalities. The Ipeadata website publishes estimates
of residential capital for all census years between 1970 and 2000. Hedonic functions
could, of course, be fitted with 2010 Census data to estimate residential capital. For the
Municipality of Rio de Janeiro, the real estate transfer and property tax data would allow
calculation of such accounts for residential and nonresidential units at the neighborhood
level (Vetter and Vetter 2010). Comparing the estimates generated using alternative
methodologies (e.g., real estate tax and hedonic functions) would be useful in honing the
analytical instruments. Des Rosiers (2002) does this kind of triangulation by comparing
the estimates of the value of capital housing stock for Canada done using different
methodologies, including hedonic functions and real estate assessments.

Data on the effective use of the land-based instruments

As noted above, the current IBGE data shows only whether the necessary land-based
legislation has been enacted. But how many municipalities are effectively using the land-
based instruments? Why have they been successful or unsuccessful in so doing? For
example, why have some municipalities been quite successful in using betterment fees,
when most don’t use them at all and some argue that using them is not feasible?
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Annexes

Annex A. Indicator Definition and Sample Selection - Definition of Simple and
Composite Indicators

Indicators for Land-Based Taxes/ Fees and Creditworthiness

Municipal Finance Data from STN

STN documents provide very detailed descriptions of the budget categories used (See the
STN documents in our References). '® There are nearly 300 budget categories for a
universe of over 5,560 municipalities at the end of 2002 and 5,563 (excluding Brasilia) at
the end of 2005 to 2008.

Table A.1 shows the listing of indicators that we generate with the STN and other
variables in our database. Table A.2 shows the categories for revenues, expenditures,
assets and liabilities used in the STN data for 2002/2008. Although STN’s budget
categories have evolved over the years as part of an effort to increase their accuracy and
consistency, the categories used in the 2002-2008 series are reasonably consistent. The
total number of budget categories in 2002 was:

Categories Total Number
Total 295
Revenues & expenditures 190
Assets & Liabilities 105

The bolded titles in parentheses in Table A.2 are some of the main categories used in
Table A.1.

' In some cases, the annexes repeat short sections of the main text to maintain the structure of the material
presented. Some portions of the text have been left in Portuguese, especially when referring to detailed
technical and legal matters.

' See STN (2010) for very detailed descriptions of these variables.
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Table A.1: Financial Summary Accounts and Indicators

Codes | Definitions 200 | 2008

BUDGET CATEGORIES 2

1 1=2+6+11 CURRENT REVENUES

2 2=3+4+5 Land based Tax and Fees

3 Data Real Estate Property Tax (IPTU)

4 Data Real Estate Transfer Tax (ITBI)

5 Data Betterment levies

6 6=7 Other Current Revenues

7 Data Tax on Services (ISS)

8 Data Other non-transfer revenues

11 11=12+16+ 17 + 18 | Transfers

12 Data National transfers

16 Data State Transfers

17 Data Municipal and multi-government

18 Data Contracted Transfers

19 |19=20+21 CURRENT EXPENDITURES

20 Data Personnel Expenditures

21 Data Other Current Expenditures

22 |122=1-19 OPERATING SURPLUS

23 Data Capital Revenues and Transfers

24 |24=25+26 Capital Expenditures

25 Data Investments

26 Data Financial Investments

27 |27=22+128 PRIMARY SURPLUS

28 Data Interest payments

29 129=30-31 NET DEBT FLOWS

30 | Data New Borrowings

31 Data Amortization

32 | Data NET STOCK OF DEBT
EXPENDITURES BY

33 Data Legislative branch

34 | Data All other expenditures
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Table A.1 (continued) Financial Summary Accounts and Indicators

INDICATORS 2002] 2008

Operating Ratios
Operating Surplus/ Current Revenues
Own Source Revenues/Current Rev.
Personnel Exp./ Total Expenditures
Exp. Legislative Branch/ Current Rev.
Debt Ratios
Debt/Current Revenues
Debt/ Operating Surplus
Debt Service/Current Revenues
Financing of Investment
Operating Surplus/ Investment
Investment/ Current Revenues
Betterment levies/ Investment
Indicators per capita and % of municipal

GDP
Real Estate Property Tax (IPTU)

Real Estate Transfer Tax (ITBI)
Betterment levies

Real estate revenues
Concessions and royalties

Total Expenditures

Investment

Personnel

Stock of debt

Debt Service
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Table A.2. Budget Categories Used for Municipal Financial Data from STN
Receitas e Despesas

RECEITAS

1 RECEITA TOTAL = (2+63-86)
2 RECEITAS CORRENTES = (3+13+16+21+22+23+24+58) (CURRENT REVENUES)
3 Receita Tributaria =(4+9+12)
4 Impostos (5+...+8)
Imposto sobre a Propriedade Predial e Territorial Urbana — IPTU
5 (Real Estate Property Tax (IPTU))
6 Imposto sobre a Renda e Proventos de Qualquer Natureza — IR
Imposto sobre Transmissdo "Inter Vivos" de Bens Imoveis e de Direitos Reais sobre
7 Imoveis — ITBI (Real Estate Transfer Tax (ITBI))
Imposto sobre Servigos de Qualquer Natureza — ISSON
8 (Tax on Services (ISS))
9 Taxas =(10+11)
10 Taxas pelo Exercicio do Poder de Policia
11 Taxas pela Prestacdo de Servigos
12 Contribui¢do de Melhoria (Betterment levies)
13 Receitas de Contribuicdes =(14+15)
14 Contribui¢des Sociais
15 Contribui¢des Econdmicas
16 Receita Patrimonial =(17+...+20)
17 Receitas Imobiliarias (Real estate revenues)
18 Receitas de Valores Mobiliarios
19 Receita de Concessoes e Permissdes (Concessions and royalties)
20 Outras Receitas Patrimoniais
21 Receita Agropecuaria
22 Receita Industrial
23 Receita de Servicos
24 Transferéncias Correntes =(25+50+51+52+53) (Total Current Transfers)
25 Transferéncias Intergovernamentais =(26+37+44+47)
26 Transferéncias da Unido =(27+...+36) (National Transfers)
27 Cota-Parte do Fundo de Participacdo dos Municipios — FPM
28 Cota-Parte do Imposto Sobre a Propriedade Territorial Rural — ITR
Cota-Parte do Imposto sobre Operacdes de Crédito, Cambio e Seguro ou Relativo a
29 Titulos ou Valores Mobilidrios — Comercializagdo do Ouro
30 Transferéncia Financeira - L.C. N° 87/96 — Lei Kandir
Compensacdo Financeira de Extracdo Mineral — CFEM
31 (Compensation for Mineral Extraction)
Cota-Parte do Fundo Especial do Petroleo — FEP
32 (Transfers from the Fundo Especial do Petréleo)
33
34 Transferéncia de Recursos do Sistema Unico de Saude — SUS
35 Transferéncias de Recursos do Fundo Nacional de Assisténcia Social — FNAS
Transferéncias de Recursos do Fundo Nacional do Desenvolvimento da Educagdo —
36 FNDE
37 Transferéncias dos Estados = (38+...+43) (State Transfers)
38 Cota-Parte do ICMS
39 Cota-Parte do [IPVA
40 Cota-Parte do Imposto sobre Produtos Industrializados-Estados Exportadores — IPI-ex
41 Cota-Parte da Contribui¢do do Salario-Educacdo
42 Transferéncia de Recursos do Sistema Unico de Saude — SUS

35



43
44
45
46

47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89

90

91
92

Outras Transferéncias dos Estados

Transferéncias dos Municipios = (45+46) (Municipal Transfers)
Transferéncia de Recursos do Sistema Unico de Satde — SUS
Outras Transferéncias dos Municipios

Transferéncias Multigovernamentais =(48+49)

(Multigovernmental Transfers)

Transferéncias de Recursos do FUNDEF
Transferéncias de Recursos da Complementagdo do FUNDEF
Transferéncias de Institui¢cdes Privadas
Transferéncias do Exterior
Transferéncias de Pessoas

Transferéncias de Convénios = (54 +...+57) (Contracted Transfers)
Transferéncias de Convénios da Unido e de Suas Entidades

Transferéncia de Convénios dos Estados e do Distrito Federal e de Suas Entidades

Transferéncia de Convénios dos Municipios ¢ de Suas Entidades
Transferéncia de Convénios de Instituigdes Privadas
Outras Receitas Correntes (59+...+62)
Multas e Juros de Mora
Indenizagées e Restitui¢des
Receita da Divida Ativa
Receitas Correntes Diversas
RECEITAS DE CAPITAL = (64+67+70+71+85)
Operagoes de Crédito =(65+66)
Operagdes de Crédito Internas
Operagdes de Crédito Externas
Alienacgiao de Bens =(68+69)
Alienagdo de Bens Moveis
Alienagdo de Bens Imoveis
Amortiza¢io de Empréstimos
Transferéncias de Capital = (72+76+77+78+79+80)
Transferéncias Intergovernamentais = (73+74+75)
Transferéncias da Unido
Transferéncias dos Estados
Transferéncias dos Municipios
Transferéncias de Instituicdes Privadas
Transferéncias do Exterior
Transferéncias de Pessoas
Transferéncia de Outras Instituigdes Publicas
Transferéncias de Convénios = (81+...+84)
Transferéncia de Convénios da Unido e de suas Entidades
Transferéncia de Convénios dos Estados
Transferéncia de Convénios dos Municipios e de suas Entidades
Transferéncia de Convénios de Instituicées Privadas
Outras Receitas de Capital
Deducdes da Receita Corrente =(87+88+89+90)
Deducio de Receita para a Formaciao do FUNDEF — Origem FPM
Deducio de Receita para a Formaciao do FUNDEF — Origem L.C. 87/96
Deducio de Receita para a Formacio do FUNDEF — Origem ICMS

Receitas e Despesas (continuacio)
DESPESAS

DESPESA TOTAL = (92+158)

DESPESAS CORRENTES = (93+113+114) (CURRENT EXPENDITURES)
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93 Pessoal e Encargos Sociais = (94+95+96) ( Personnel Expenditures)

94 Transferéncias a Estados e ao Distrito Federal
95 Transferéncias ao Exterior
96 Aplicagdes Diretas = (97+...+112)
97 Aposentadorias e Reformas
98 Pensodes
99 Contratag@o por Tempo Determinado
100 Contribui¢do a Entidades Fechadas de Previdéncia
101 Salario-Familia
102 Vencimentos e Vantagens Fixas — Pessoal Civil
103 Vencimentos e Vantagens Fixas — Pessoal Militar
104 Obrigagdes Patronais
105 Outras Despesas Varidveis - Pessoal Civil
106 Outras Despesas Varidveis - Pessoal Militar
107 Outras Despesas de Pessoal decorrentes de Contratos de Terceirizagdo
108 Depositos Compulsoérios
109 Sentengas Judiciais
110 Despesas de Exercicios Anteriores
111 Indenizagdes Restituigdes Trabalhistas
112 Ressarcimento de Despesas de Pessoal Requisitado
113 Juros e Encargos da Divida (Interest payments)
114 Outras Despesas Correntes = (115+...+122)
115 Transferéncias a Unido
116 Transferéncias a Estados e ao Distrito Federal
117 Transferéncias a Municipios
118 Transferéncias a Institui¢des Privadas sem Fins Lucrativos
119 Transferéncias a Institui¢des Privadas com Fins Lucrativos
120 Transferéncias a Instituicdes Multigovernamentais Nacionais
121 Transferéncias ao Exterior
122 Aplicagdes Diretas = (123+...+157)
123 Aposentadorias e Reformas
124 Pensoes
125 Contratag@o por Tempo Determinado
126 Outros Beneficios Previdenciarios
127 Beneficio Mensal ao Deficiente e ao Idoso
128 Outros Beneficios Assistenciais
129 Salario-Familia
130 Outros Beneficios de Natureza Social
131 Diérias — Civil
132 Diérias — Militar
133 Auxilio Financeiro a Estudantes
134 Auxilio-Fardamento
135 Auxilio Financeiro a Pesquisadores
136 Obrigagdes decorrentes de Politica Monetaria
137 Encargos pela Honra de Avais, Garantias, Seguros e Similares
138 Remuneragdo de Cotas de Fundos Autarquicos
139 Material de Consumo
140 Premiagdes Culturais, A