
© Instituto de Pesquisa Econômica Aplicada – ipea 2018 

As publicações do Ipea estão disponíveis para download gratuito nos formatos PDF (todas) e EPUB (livros e periódicos). Acesse: http://www.ipea.gov.br/ 
portal/publicacoes 

As opiniões emitidas nesta publicação são de exclusiva e inteira responsabilidade dos autores, não exprimindo, necessariamente, o ponto de vista do Instituto 
de Pesquisa Econômica Aplicada ou do Ministério do Planejamento, Desenvolvimento e Gestão. 

É permitida a reprodução deste texto e dos dados nele contidos, desde que citada a fonte. Reproduções para fins comerciais são proibidas. 

 

 

 
Título do capítulo 

CHAPTER 5 – FISCAL FEDERALISM AND FISCAL EFFORT IN BRAZIL: THE DILEMMA OF THE TAX ON 
URBAN TERRITORIAL OWNERSHIP (IPTU) 

 
Autores (as) 

Marcelo Piancastelli 

Título do livro 
30 YEARS OF THE BRAZILIAN FEDERAL CONSTITUTION: PERSPECTIVES FOR BRAZILIAN FEDERALISM 

 
Organizadores (as) 

 
Constantino Cronemberger Mendes 
Diana Chebenova  
Ana Carolina Lorena  

 
Volume 1 

Série – 

Cidade Brasília 

Editora Instituto de Pesquisa Econômica Aplicada (Ipea) 

Ano 2019 

Edição 1a 

ISBN 978-85-7811-347-6 

 
 

http://www.ipea.gov.br/


CHAPTER 5

FISCAL FEDERALISM AND FISCAL EFFORT IN BRAZIL:  
THE DILEMMA OF THE TAX ON URBAN TERRITORIAL 
OWNERSHIP (IPTU)

Marcelo Piancastelli1

1 INTRODUCTION

Brazil is a federative republic composed of 26 States, one Federal District and 5,570 
Municipal Governments. It has a vast territory and a population of about 208 
million inhabitants (2018), according to the Brazilian Institute of Geography and 
Statistics Foundation (FIBGE). This population is irregularly distributed throughout 
its territory, and with more than 80 percent concentrated in urban areas.

The Country is governed by a constitution promulgated in 1988 with the 
aim of consolidating democracy, decentralizing government and improving the 
population’s social conditions. Constitutional norms have been altered over time 
in order to adapt, in particular, to changes in the economic context.

Brazilian municipalities have become full members of the Brazilian federation 
after the 1988 Constitution. It must be noticed, however, that since its inception 
in 1891, the federative republican system has shown remarkable stability as a form 
of government.

This paper aims at continuing and deepening two texts published by occasion 
of the Global Dialogue on Federalism of the Forum of Federations and the 
International Association of Centers for Federal Studies – IACFS (Majeed, Brown 
and Watts, 2005; Steytler, 2007).

The first one deals with the construction of federation and social welfare 
(Piancastelli, 2005), showing that fiscal federalism has not corresponded to the 
need to improve social welfare. The second text addresses the theme of Brazilian 
municipalities and metropolitan regions and the economic and institutional obstacles 
to cooperation (Ribeiro and Garson, 2007). Similarly to the management of social 
welfare, the text shows that the results are unsatisfactory.

1. Economist, former director of Ipea, and international consultant.
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In that sense, this paper’s specific goal is to approach fiscal federalism with 
a focus on the need to increase tax revenue (fiscal effort). In dealing with the 
fiscal effort and its determinants, it focuses on a specific tax, the Tax on Urban 
Territorial Ownership (Imposto sobre a Propriedade Territorial Urbana – IPTU) and 
its particularities in Brazilian municipalities.

2 BACKGROUND: FEDERALISM IN BRAZIL

The current Brazilian constitution has just turned 30. Its drafters had the objective 
of obtaining a decentralized government organization, in such a way as to strengthen 
the democratic process in the country. Numerous constitutional amendments were 
approved, but none of them has altered the government’s federative structure or 
the independence of the three levels of government.

History has shown that the form of Brazilian federalism has been neither 
centralization nor decentralization. Practice shows a consistent movement of 
adjustment according to each time’s political and economic context.

The public outcry is that Brazilian federalism be always led towards better 
public management of metropolitan areas and public services, especially the 
provision of services such as water, sewage, public health, education, social assistance, 
child and elderly care and budget development.

The improvement of the budget system in Brazil is of fundamental importance. 
This is now a recurring theme for decades and one of the main challenges of the 
Brazilian federation. There are three independent budgets, one for each level 
of government and not inter-coordinated. Their priorities are different. The 
coordination of macroeconomic policy in the context of the decentralization of 
the 1988 constitution has become more difficult.

Two important challenges for Brazilian federalism still remain for the future: 
the decentralization of social services, without the appropriation of resources for 
their financing, and the substantial increase in intergovernmental transfers, for 
States and Municipalities.

Over the 30 years of the current constitution, the social nature of these goals 
has never been the subject of dispute, but the exact source of funding for them has 
always been. After the 1988 constitution, public finances have not yet reached a 
sustainable fiscal balance.

The Federal Government has made efforts to raise tax revenue and reorganize 
its expenses. The rise in revenues always faces opposition because of the controversy 
over the increase in government presence in the economy, as will be seen in the next 
section. The States and Municipalities have constitutional and statutory powers to 
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increase revenues, although they do not always do so correctly, as is the case with 
IPTU in Municipalities. It is an important tax, neglected in the current Brazilian 
tax context, as will be dealt with in section 3 below.

3 FISCAL EFFORT AND THE NEED TO INCREASE TAX REVENUE: GLOBAL VIEW

Fifty years ago, Kaldor (1963) asked: “when developing countries would learn to 
pay taxes?” In an exceptional work, he intuitively established the bases for most 
tax systems in force today.

He made it clear that knowledge of the determinants of tax revenue and 
fiscal effort undertaken by different levels of government is a basic requirement of 
public administration. It is even possible to affirm that the success of a tax reform 
depends basically on the knowledge one has of the evolution of the tax revenue and 
the level of fiscal effort undertaken by the government. There is a complementarity 
between these two kinds of studies and the resulting knowledge.

There are numerous reasons for the existence of such complementarity: the 
elimination of the fiscal war, the proposal of a tax reform that seeks the simplification 
and revision of tax exemptions; a reform that seeks the generating of more resources 
to finance the country’s development while at the same time reducing the tax 
burden on companies; that seeks to reduce the individual tax burden on the payroll 
and on goods and services; that increases progressiveness over income and wealth, 
and, naturally, that also reduces the fiscal regressivity incident on the lower income 
brackets. In addition, a tax system that always seeks to incorporate technological 
innovations at a faster pace.

Nearly every country – whether developed or developing – needs a greater 
tax revenue for the provision of public goods and for tackling poverty. Expenditure 
on infrastructure, utilities, health and education all depend on the increase in tax 
revenue in sufficient quantity (Kaldor, 1963; IMF, 2011). Otherwise, governments 
must make loans, increasing the public debt and causing future fiscal crises if the 
public debt reaches an excessively high proportion in relation to the GDP (gross 
domestic product) and the countries meet adverse payment conditions. Table 1 
below shows the ratio of tax revenue/GDP (hereinafter revenue ratio) and the ratio 
of public debt/GDP (hereinafter debt ratio) for a group of 26 developed countries 
in 2010 and 2015, compared to a sample of 43 developing countries (table 2), 
for the same period.
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TABLE 1 
Developed countries

 Total revenue
(% GDP)

Total debt
(% GDP)

2010¹ 2015² 2010¹ 2015²

Australia 23.3 22.1 29.3 47.4

Austria 25.8 26.7 83.7 83.5

Belgium 24.3 24.6 99.7 105.7

Canada 11.7 12 81,1 91.1

Denmark 32.7 34.1 42.6 45.5

Finland 35.4 37.7 47.1 53.5

France 43.3 44.7 85.1 88.6

Germany 27.7 28.1 80.9 68.2

Greece 40.1 48.7 146.2 181.7

Iceland 20.7 23.6 105.3 52.7

Ireland 21.8 18.6 72.8 91.8

Italy 22.2 23.5 115.4 143.8

Japan 8.1 11.4 162.3 196.6

Korea, Rep. 14.5 13.9 33.9 39.9

Luxembourg 24.9 25.1 19.8 20.8

Malta 20.7 21.4 67.6 83.6

Netherlands 21.3 21.4 59.3 70.6

New Zealand 25.7 27.5 34.9 28.3

Norway 26.8 22.4 34.9 29.9

Portugal 19.7 22.8 96.2 138

Singapore 12.9 13.6 102.9 108.7

Spain 13.9 14.2 53.6 104.8

Sweden 33.0 33.0 38.6 42.2

Switzerland 16.4 18.9 21.6 23.0

United Kingdom 34.8 35.4 82.8 107.6

United States 16.5 18.7 85.6 97.8

Average 23.8 24.8 72.1 82.5

Source: International Monetary Fund, GFS Yearbook and data files.
Notes: ¹ World Bank -WDI. Up-dated 06/30/2016.

² World Bank -WDI, 2017, PG 68-72.
Elaborated by the author.
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TABLE 2
Developing countries

 

Total revenue
(% GDP)

Total debt
(% GDP)

2010¹ 2015² 2010¹ 2015²

Argentina 12.8 12.3 42 53.3

Belize 23.6 23.3 80.2 76.6

Bolivia 23.3 34.7 37.6 46.2

Botswana 23.6 25.9 21.6 15.2

Brazil 28.8 29.5 61.3 73.5

Cameroon 16.5 18.2 14.7 31.5

Chile 17.3 17.5 8.6 21.0

Colombia 12.2 15.1 72.3 58.6

Congo, D R 7.6 13.5 30.9 16.8

Costa Rica 23.1 24.8 28.3 44.9

Dominican Rep 12.2 13.7 23.7 35.0

Egypt  14.1 12.5 85.8 96.8

El Salvador 13.6 15.7 57.5 46.5

Fiji 21.7 23.6 56.2 46.5

Ghana 17.5 19.4 .. 73,4

Guatemala 10.4 10.9 24.4 24.8

India 11.8 12.6 52.2 50.9

Indonesia 10.5 10.3 26.2 31.4

Iran 25.4 16.0 11.7 48.9

Jordan 31.0 23.8 67.1 95.1

Kenya 19.8 20.1 44.4 53.5

Madagascar 9.7 13.6 31.7 38.4

Malaysia 13.3 14.2 49.6 54.5

Mauritius 18.0 18.9 36.8 60.1

Mexico 18.0 19.8 42.3 56.8

Morocco 22.8 26.8 50.9 64.7

Namibia 26.9 33.1 16.9 23

Nepal 13.4 16.7 33.9 27.3

Pakistan 13.8 11.0 60.6 67.6

Panama 23.5 20.1 38.6 37.1

(Continues)
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Total revenue
(% GDP)

Total debt
(% GDP)

2010¹ 2015² 2010¹ 2015²

Paraguay 19.9 22.2 15.6 24.9

Peru 15.4 14.9 23.7 22.6

Philippines 12.1 13.6 52.4 45.4

Poland 16.5 15.5 53.1 55.6

Romania 16.4 18.9 30.8 41.5

Sierra Leone 8.9 18.9 46.8 54.9

South Africa 25.4 27.2 26.0 51.6

Sudan 16.4 18.9 64.4 91.4

Thailand 16.4 15.6 26.9 30.2

Tunisia 20.1 14.9 40.7 61.2

Turkey 19.4 18.9 47.4 31.9

Uruguay 29.9 36.1 44.2 51.1

Venezuela 21.2 15.7 36.5 31.3

Zambia 13.9 18.1 18 49.4

Average 17.9 19.0 40.3 47.4

Source: International Monetary Fund, GFS Yearbook and data files.
Notes: ¹ World Bank and OECD. Up-dated 06/30/2016.
           ² World Bank and OECD. Up-dated 08/28/2018.
Elaborated by the author. 

It can be seen that the ratio of revenue in developing countries is lower than 
that of developed countries. On average, the fiscal drag in developing countries is 
around 5.8 percentage points lower. It can also be seen that the debt ratio is also 
lower in developing countries, reflecting the difficulty of poor countries in making 
loans to finance government expenditures. Countries with real difficulties would 
be the ones with low tax revenue/GDP ratio and high public debt/GDP ratio.

Fiscal policy is always affected by economic, social, political, historical 
and international determinants, among others. One shouldn’t speak of a single 
determinant. Thus, the analysis of fiscal effort is never out of date. It must always 
be updated and, whenever possible, methodologically improved.

There are some basic variables that affect fiscal performance. The farm 
production / GDP ratio, industrial production / GDP, services / GDP, international 
commerce / GDP are the variables that stand out the most. Numerous others, 
of a political and social nature, can be proposed, at a considerably higher cost of 
gathering information whose reliability demands greater care.

(Continued)
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When a structure of fiscal federalism is applied in public administration, it is 
an important extra component. Proper mechanisms of fiscal incentives and fiscal 
exemptions start to coexist. It becomes nearly impossible to measure the specific 
effects in each federative entity individually. The analysis of individual fiscal effort 
can be a proxy, not necessarily the ideal or perfect one. But it can show the extent 
to which a particular country or federated entity (or entities) are distant from the 
performance of the group of country (ies) or federative entity (ies) under analysis.

In addition, and as stated above, the analysis of the fiscal effort of a federated 
entity must be a recurrent activity that, in principle, would follow a periodicity 
close to the budget periodicity. In other words, in each period, members of the 
government and citizens should have a clear notion of the fiscal effort they make, 
at the same time that the budget seeks to allocate the resources raised in the most 
efficient way possible.

3.1 Previous studies: tax revenue determinants

In order to estimate the determinants of tax revenue as a proportion of GDP and 
the fiscal effort, several independent explanatory variables were used in the past.

Lotz and Mors (1967) were the first to measure the fiscal effort of a group 
of countries by taking a sample of 72 developed and developing countries for an 
average of years in the early 1960s. They compare the current tax revenue ratio of 
countries with the ratio estimated from cross-section regressions that relate the tax 
revenue to the level of national income per capita (GNI) and the share of exports 
and imports in the GNI. The “fiscal effort” is measured as the percentage difference 
between the current and the estimated ratios. The influence of GNI per capita is 
estimated both separately and together with the trade ratio (sum of exports plus 
imports over GNI). The scheduling of the fiscal effort (ranking) differs significantly 
when the trade ratio is introduced in the estimates.

Shin (1969) takes a sample of 47 developed and developing countries for 
the years 1963-1965 and adds three other variables, such as the GNI per capita 
and trade participation in the GNI, in order to explain differences in the relations 
between countries. These are: agricultural income as a measure of industrialization, 
commercialization and urbanization; the price rate of change; and population 
growth. It is expected that the agricultural sector will have a negative effect on tax 
revenue because of the smaller surplus to be taxed. Inflation, on the other hand, 
should represent a positive contribution to taxation if it promotes the movement 
of taxpayers into higher income brackets and also increases profits. Population 
growth tends to reduce the revenue ratio by increasing population dependence that 
leads to higher tax exemption rates. For the 47 sample countries as a whole, the 
statistically relevant variables became the GNI per capita, the agricultural revenue 
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ratio and population growth. Fiscal effort, as in Lotz and Morrs, is measured by 
the percentage deviation between the current and the estimated revenue ratios.

Bahl (1971) used a sample of 49 countries in the period 1966-1968, making 
use of three main variables to explain differences in the revenue ratio, namely the 
volume of foreign trade measured by the GNI export ratio, the GNI import ratio 
and the trade volume ratio, imports plus exports on the GNI; the status of economic 
development measured by per capita income or by the share of agriculture in the 
GNI and by the sectorial composition of added value measured by the share of 
the mining sector in the GNI. The share of total exports and mining sector in the 
GNI are highly correlated. Fiscal effort in this paper is measured as the current 
tax revenue / estimated revenue ratio. A country with a ratio above one would be 
considered as performing a “good fiscal effort”.

Chelliah, Bass and Kelley (1975) use basically the same equation as Bahl 
(1971). They take a sample of 47 countries in the period 1969-1971 and use as 
independent variables the per capita income not (originated from) export; the 
percentage share of the mining sector in the GDP and the share of the agricultural 
sector in the GDP, with the variables being used in five different combinations. The 
best result, with an R2 of 0.442, comes from the correlation between tax revenue 
and the mining industry (positive) and the share of the agricultural sector in the 
GDP (negative). Twenty-three countries have a greater-than-one ratio of fiscal 
effort, while the other twenty-four have a less-than-one ratio.

Tait, Gratz and Eichengreen (1979) updated the study of Chelliah, Bass and 
Kelley (1975) using the same equation and the same 47 countries, in the period 
1972-1977. The authors also used a new sample of 63 developing countries. The 
authors do not adopt the term “fiscal effort”, preferring rather to label their results 
as “international tax revenue comparison”. The ranking is relatively stable. The 
preferred equation to perform the “international comparison” of indexes is:

T/GNP= 9.99 – 0.0008 (Yp- Xp) + 0.407 (Ny) + 0.194 (Xy) : R
2= 0.413

                (6.15)     (0.34)                (5.61)            (3.52)

where Yp – Xp is the per capita income without exports, Ny is the share of the 
mining industry in the GNI and XY is the share of non-mineral exports in the GNI 
(statistical t in brackets). It must be noted that there is a substantial difference in 
the revenue ratio that is still left unexplained.

Piancastelli (2001) estimated a model using a fixed-effects data panel for 
75 countries in the period 1985-1995, with a total of 825 observations. The tax 
revenue ratio and the fiscal effort were estimated from an equation with logarithm 
of per capita income (PCY); the share of foreign trade in the GDP (X+M/GDP) 
and the share of agriculture in the GDP as independent variables.
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The estimated equation is:

T/Y = 1.742+ 0.102 (PCY)+0.158(X+M/GDP)- 0.113(A/GDP); R2= 0.83

            (5.43)      (3.69)           (4.30)                   (3.84)

The T-statistic is in brackets. A high robustness of estimation in the results can 
be noted when compared with the studies of Chelliah, Bass and Kelley (1975) and 
Tait, Gratz and Eichengreen (1979). There is also a greater proportion of countries 
with a good fiscal effort index, 41 of them with greater-than-one indexes and 34 
with lower-than-one indexes. Latin America has a particularly poor performance, 
with a greater-than-one index in only 4 of the 17 countries.

Gupta (2007), in the IMF, examines the determinants of tax revenue using 
a data panel with 105 countries in the period of 1980 to 2004, and presents 
results with both random and fixed effects without using the Hausmann test 
to discriminate between the two. “International aid” as share in the GDP 
and a corruption index are included among the independent variables along 
with the logarithm of per capita income, the share of agriculture in the GDP 
and the share of imports in the GDP (the share of exports is not considered). 
Although it is the most significant variable, per capita income is more important 
in high-income countries than in low-income countries. Fiscal effort indexes 
are constructed and, as in other studies, are weaker in Latin America and 
stronger in Africa.

Such econometric results are important when considering the determinants 
of the IPTU, as will be seen in the next section. Regardless of the negative impact 
of the agricultural sector on the revenue, the impact of the mineral sector has been 
favorable to the increase in revenue, a performance already considered traditional 
in natural product-exporting developing countries. This shows that each tax has 
specific characteristics and should be analyzed in its own context.

4 POSSIBILITIES OF IPTU INCREASE

The review above shows the context in which a better IPTU revenue performance 
can occur, both in terms of federative and economic aspects. This section briefly 
addresses some of these determinants.

The federalist fiscal structure of the public administration enables each 
federated entity to be free to establish its own fiscal policy. In the case of the 
IPTU, these entities are the municipalities. Thus, whether or not to increase the 
collection of this tax is conditioned to the social, political and historical context 
in each municipality.
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Among the economic factors that influence the revenue of the IPTU, we can 
point out the municipality’s population size, the income brackets and the IPTU’s 
per capita collection brackets.

Table 3 shows that the IPTU corresponds to 28% of the average revenue of 
Brazilian municipalities, reaching 30% in large cities and 29% in capitals. In the 
micro-cities, this tax corresponds to only 12% of the total revenue.

The ranking of the municipalities is the same as that adopted in the excellent 
work by Afonso, Araujo and Nóbrega (2013) on which this section is based, namely: 
micro = up to 5,000; small = 5,001 to 20,000 inhabitants; medium-sized = 20,001 
to 100,000; large = over 100,001 inhabitants; capitals = state capitals. 

TABLE 3 
Brazil 2007: municipal revenue by tax and population size
(In %)

ISS IPTU ITBI Fees Others

Average Brazil 46 28 7 8 10

Micro 38 12 16 8 26

Small 40 19 11 11 19

Medium-sized 40 27 8 12 13

Large 41 30 7 10 13

Capitals 52 29 7 5 6

Source: Afonso, Araujo e Nóbrega (2013, p. 27). 

Table 4 shows the importance of high income for the collection of the 
IPTU. Low income and dynamic income show little relative importance. Such 
evidences demonstrate that the management aspects of the IPTU (administrative 
inefficiency, periodicity of revaluations of the most valuable real estate, lack of 
qualified personnel, poor information technology, political interference) are 
important, but the income determinant can be paramount. The lack of income 
capable of meeting the tax burden is not negligible.

Table 5 shows two interesting opposites. The first one in the contribution 
bracket of up to USD 2.50 per capita. A high concentration of municipalities 
up to the medium-sized ones. On the other hand, in the contribution bracket 
above USD 20.00 per capita, the concentration is obviously in large cities and 
state capitals. Such evidences reinforce the thesis that IPTU revenue has the local 
income as its main determinant.



Fiscal Federalism and Fiscal Effort in Brazil: the dilemma of the Tax on Urban 
Territorial Ownership (IPTU)

 | 105

TABLE 4 
Brazil 2007: relative importance of the IPTU according to income bracket and 
population size
(In %)

Total High income Stagnant Dynamic Low Income

Average Brazil 28 30 21 11 4

Micro 12 15 12 3 2

Small 19 25 19 7 3

Medium-sized 27 33 23 15 4

Large 31 32 23 11 7

Capitals 28 29 14

Source: Afonso, Araujo and Nóbrega (2013, p. 35).

TABLE 5
Brazil 2007: distribution of municipalities per IPTU collection bracket per capita 
according to Population Size
(In %)

Up to 2,5 < 2,5 to 5 < 5 to 10 < 10 to 20 < 20

Average Brazil 43 12 16 14 15

Micro 41 19 23 13 4

Small 50 12 16 13 10

Medium-sized 41 8 10 15 25

Large 8 5 9 14 64

Capitals 8 23 69

Source: Afonso, Araujo and Nóbrega (2013, p. 45).
Obs.: Collection bracket per USD per inhabitant.

Table 6 is thus conclusive in relation to the effect of income in the 
determination of IPTU collection. The concentration of municipalities per per 
capita IPTU collection bracket is extremely high in those municipalities with 
stagnant income, dynamic income or low income. On the other hand, the taxpayers 
with contributions over USD 20.00 per capita are concentrated in the high income 
municipalities. From the fiscal point of view, IPTU revenue recovery should be 
concentrated in these municipalities (medium-sized, large and state capitals, with 
high incomes) where there are probably human and material resources to equip 
the public administration.



30 Years of the Brazilian Federal Constitution: perspectives for Brazilian federalism106 | 

TABLE 6
Brazil 2007: Distribution of municipalities per IPTU collection bracket per capita 
according to the income brackets
(In %)

Up to 2,5 < 2,5 a 5 < 5 a 10 < 10 a 20 < 20

Average Brazil 43 12 16 14 15

High income 6 10 22 24 38

Stagnant 41 17 19 14 8

Dynamic 77 11 7 3 2

Low income 94 4 2 0 0

Source: Afonso, Araujo and Nóbrega (2013, p. 45).

The IPTU’s dilemma is therefore not confined to administrative measures 
related to the modernization of the register, the periodicity of revaluation of real 
estate and the streamlining of payment procedures. Undeniably these are essential 
measures that cannot be absent from any modern and efficient administration. The 
advance of information technology has opened up opportunities still unexplored 
for the modernization of the systematics of this tribute. 

On the other hand, the public administration needs to be attentive to the 
income determinant. There is little point in charging the taxpayer who does not 
have sufficient income to pay. Therefore, the zoning by income bracket is essential 
so that the levels of tax default are not distorted. 

In this respect, it must be noticed that even in large metropolises worldwide, 
such as London, for example, the absolute value of the urban territorial tax has to 
be subject to a ceiling fixed by law. There is a percentage rate on the value of real 
estate. If the amount to be paid exceeds the ceiling fixed by law, the ceiling prevails.
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