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LOAN AND PROGRAM SUMMARY 

 

BRAZIL 

 

BELO HORIZONTE MUNICIPALITY INCLUSIVE URBAN DEVELOPMENT POLICY 

LOAN 
 

Borrower Municipality of Belo Horizonte 

Implementing 

Agency 
Municipal Secretariat of Finance 

Financing 

Data 

USD denominated $200 million with a sovereign guarantee from the 

Federative Republic of Brazil. Commitment linked, IBRD Flexible Loan 

with variable spread, with customized repayments, a 0.5 year grace period 

and a 25.5 year Final Maturity. All conversion options selected. Premia 

for Interest Rate Caps and Collars and the Front End Fee will be financed 

from own resources. 

Operation 

Type 
One tranche of US$200 million 

Main Policy 

Areas 

Social inclusion; Environmental sustainability/climate resilience; Urban 

development/government/public sector and fiscal management 

Key Outcome  

Indicators 

Promote inclusive urban development through innovative policies that 

focus on poor and vulnerable citizens: Number of households benefitting 

from land regularization between 2009 and 2013; Baseline 2011 = 8,768; 

Goal 2013 = 12,155. Number of new housing starts of formally developed 

low-income housing units; Baseline 2011 = 1,470; Goal 2013 = 5,302. 

Number of plots transferred by CAIXA; Baseline 2011 = 0; Goal 2013 = 

1,470. Number of people remaining in social housing developments after 2 

years; Baseline 2011 = 75 percent; Goal 2013 = > 85 percent. Number of 

families with a dedicated action plan implemented; Baseline January 2011 

= 750; Goal December 2013 = 1,500. Percentage of female-headed 

households with a dedicated action plan; Baseline 2011 = 0; Goal 2013= 

60 percent. Number of rehabilitated homes as a result of the program; 

Baseline December 2011 = 0; Goal 2013 = 250. Number of services 

rendered at Belo Horizonte (BH) Resolve units; Baseline = 94,678; Goal 

2013 = 148,500. Percentage of users rating the services rendered at BH 

Resolve units as good or excellent. Baseline 2010 = 0; Goal 2013  90. 

Support green and sustainable practices. Municipal Climate Change 

Action Plan that integrates and benchmarks existing sector-specific 

initiatives in solid waste, water, energy, and urban forestry sectors with the 

goal of promoting efficiencies and sustainability; Baseline 2011 = 0; Goal 

2013 = 1. Consolidated database of: (i) hydrological and climate-related 

parameters; and (ii) disaster events and damages; Baseline 2011 = 0; Goal 

2013 = 1. Number of monthly performance reports of the early warning 

system issued; Baseline 2011 = 0; Goal 2013 = 12. 

Enable socially and fiscally sustainable urban governance: Percentage of 

results completed yearly according to schedule; Baseline 2010 = 33 

percent; Goal 2013 = 70 percent. Effective demand of projects decided by 
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the community that are included in the city’s multi-year plan; Baseline 

2011 = 0 percent; Goal 2013 = 25 percent. Increase in the number of civil 

society participants in participatory processes (OP Digital, OP Regional, 

PPR); Baseline 2011 = 10 percent; Goal 2013 = 15 percent. Civil servants 

retirement plan actuarial deficit. Baseline 2010 = R$6.933 billion. Goal 

2013 = R$6.857 billion. 

Given the time passed between operation preparation and Board 

discussion, outcomes are steadily moving forward towards operation 

implementation.  

Program 

Development 

Objective(s) 

and 

Contribution 

to Country 

Partnership 

Strategy 

(CPS) 

The objective of the proposed operation is to support integrated and 

sustainable urban development and reduce social vulnerability in Belo 

Horizonte. This will be achieved by introducing innovative approaches to 

address urban planning, environmentally sustainable development, social 

inclusion and participation and sustainable governance. The proposed 

operation is fully consistent with and closely linked to the objectives of 

the Brazil CPS, 2012-2015, discussed by the Executive Directors on 

November 1, 2011. In particular, through its prior actions, the 

Development Policy Loan (DPL) will help the municipality increase 

investment and will have a significant impact on strengthening social 

protection systems through the promotion of affordable housing and 

improved living conditions for the most vulnerable populations. This 

municipal DPL also addresses the CPS directive of engaging with sub-

national governments. 

Risks and 

Risk 

Mitigation 

The operation faces several types of risk, including political and 

institutional risk related to coordinating Bank interventions with those of 

other partners (Inter-American Development Bank- IDB, International 

Finance Corporation- IFC), other municipal programs, reputational risks 

that could arise in the event of natural disaster if people are not satisfied 

with Belo Horizonte’s response. There are also environmental and social 

risk associated with potential impacts of the policies supported by the 

operation (including possible resettlement of families living in areas of 

high risk of landslides and flooding) as part of the government’s housing 

and disaster risk management strategy, potential implementation risk due 

to the number of municipal agencies involved in coordinating action and a 

small risk that the pension reform included in the operation will not be 

approved or could be questioned late in the process. The risks are being 

addressed through the close coordination and communication with the 

municipal government to follow the implementation of related policy 

reforms and strategies and the review of the municipal environmental and 

social safeguards system and practices during project preparation to 

ensure that environmental and social impacts are adequately addressed in 

the government’s program. 

 P126749 



BRAZIL 

 

BELO HORIZONTE MUNICIPALITY  

URBAN INCLUSIVENESS DEVELOPMENT POLICY LOAN 

 

I. INTRODUCTION 

1. This Program Document presents a proposed one tranche Development Policy 

Loan (DPL) to the Municipality of Belo Horizonte (BH) in the amount of US$200 

million. The objective of the proposed operation is to support integrated and sustainable 

urban development and reduce social vulnerability in Belo Horizonte. This will be achieved 

by introducing innovative approaches to address urban planning, environmentally sustainable
1
 

development, social inclusion and participation and sustainable governance. The reasons to 

engage with Belo Horizonte are twofold: help the government deal with the challenges arising 

from its commitment to innovative policies and gain on the ground experience as BH converts 

itself in a front-runner laboratory of experimentation. 

2. Development in Belo Horizonte has followed two contrasting paths. On the one 

hand, economic growth and municipal services have improved, but on the other hand, 

inequality and informal settlements have increased. The city of Belo Horizonte, the state 

capital of Minas Gerais, has 2.4 million inhabitants living in 331.4 km
2
 (demographic density 

is almost 7,300 inhabitants per square kilometer). Due to its geography and the historical 

negligence of the more vulnerable population, the city’s poorest dwellers have suffered from 

inadequate housing and poor access to basic infrastructure and services. As a result, social and 

economic indicators in the slums (vilas) are lower than in other parts of the city. 

3. Proactive integrated urban development strategies are urgently needed to 

address social exclusion, and create effective and long-term sustainable governance to 

benefit all residents. Recognizing these priorities, Belo Horizonte embraced a hands-on 

approach by proposing new participatory decision-making mechanisms to foster direct citizen 

inclusion and ownership of budget allocation, policy decisions, and planning. The 

municipality also supports state-of-the-art resettlement policies and practices and is 

spearheading a very innovative approach to reach the most vulnerable families by designing a 

specific development action plan for each family not currently reached by existing social 

programs, tailored to its specific need. This operation will reward and support these policies. 

4. The value added of this operation lies in the potential knowledge partnership 

with the municipality. Belo Horizonte can become a leading laboratory of experimentation 

with new urban planning and management ideas and processes, in light of the knowledge the 

Bank brings to the client in specific issues such as housing development, resettlement 

practices, social programs, climate change adaptation and mitigation and results-based 

management (see section on Value Added page 12 of this PD). 

5. The proposed operation follows the positive experience of the loan to the 

municipality of Rio de Janeiro. In Rio, work at the municipal level was accompanied by 

policy support at the state level, which created synergies and a strong alignment of service 

delivery policies (especially health and education) in a context of strong territorial and 

                                                 
1
 Throughout the document, references to sustainable practices or policies in the context of the environment are 

interchangeable with so-called “green” practices or policies. 
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sustainable development policies at the state level. As was the case in Rio de Janeiro, the 

proposed operation will also benefit from the Bank’s long-standing relationship with the state 

of Minas Gerais, particularly in the areas of urban and metropolitan governance at municipal 

and state levels. The operation is fully aligned with the 2012-2015Country Partnership 

Strategy (CPS), discussed by the Executive Directors on November 1, 2011, and will create 

the environment to permit the coordination of policies between the state and municipal 

governments through an integrated development approach. 

6. The proposed operation began preparation in 2011 and has experienced delays; 

however no slippage or reversal of prior actions has occurred during this time. The 

proposed operation was appraised and negotiated with the client during 2011-2012. The 

project has been pending resolution of internal clearances within the client administration, 

which have since been resolved. It has been confirmed that the project's prior actions continue 

to guide municipal policy and remain valid. 

II. COUNTRY CONTEXT 

A. RECENT ECONOMIC DEVELOPMENTS IN BRAZIL 

7. The Brazilian economy slowed significantly over 2011 and 2012. Real GDP grew 

at a meager 0.9 percent in 2012 compared to 2.7 percent in 2011. With trend growth estimated 

at around 4 percent, this growth slowdown represents a major weakening of economic 

performance. The slowdown was driven by domestic and external factors. Tighter monetary 

and fiscal policies aimed at curbing earlier overheating pressures weakened domestic demand. 

External demand was dampened by protracted weakness and uncertainty in advanced 

economies and slowing growth in major emerging economies such as China. While the 

slowdown was felt across the board, industrial output and investment demand were affected 

disproportionately.  

8. Brazil’s disappointing growth performance prompted various policy 

interventions. Monetary policy was initially eased aggressively – with the policy rate reduced 

by an unprecedented 525 basis points to 7.25 percent in October 2012. However, following 

four months of stability, the Central Bank increased the policy rate to 7.5 percent in April 

2013 in response to rising inflation (which reached 6.6 percent in March 2013). On the fiscal 

policy front, the policy stance became more expansionary on the back of cyclical revenue 

weakness and discretionary stimulus measures in the form of tax cuts and faster spending, 

which led to a primary surplus of 2.4 percent – well below the 3.1 percent target. Fiscal 

interventions aimed at reviving industry through payroll tax reductions, cheaper and more 

expansive funding through the development bank, tax cuts on selected consumer durables and 

reductions in energy costs. A financial transactions tax and enhanced foreign exchange 

intervention helped reverse real exchange rate appreciation, supporting the external 

competitiveness of industry. 

9. The financial side of the Brazilian economy has weathered the slowdown well. 
The banking system has remained sound and resilient. Despite rapid credit growth, lower 

interest rates have eased pressures on borrowers containing delinquencies and allowing asset 

quality indicators to broadly stabilize. Solvency and liquidity indicators have remained 

comfortable. The balance of payments saw the current account deficit at 2.4 percent by end-

2012 on account of a deteriorated trade balance, but foreign direct investment remained more 
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than sufficient to cover the deficit. Portfolio flows showed significant volatility however: 

buoyed by interest rate differentials, inflows were strong until global risk aversion rose, the 

policy rate was lowered and financial transaction taxes were imposed. Please see Table 1 

below for more detail on economic indicators and projections. 

 
Table 1. Brazil: Selected Economic Indicators and Projections (2006:2016) 

 

B. CURRENT MACROECONOMIC OUTLOOK  

10. Growth is expected to gradually strengthen over 2013, settling at 3.1 percent for 

the full year. Domestic demand is expected to drive forward momentum. As consumer 

confidence strengthens, consumption, which previously slowed but remained relatively 

resilient – should get a boost on the back of favorable fundamentals. Investment, which saw a 

major decline, should see a revival as sentiment improves and will be aided by the 

development of new offshore oil fields and the preparations for upcoming mega events. While 

the external environment is likely to stabilize if not improve, the contribution of external 

demand will likely remain dampened by structural factors affecting export competitiveness as 

well as the likely boost to import demand arising from domestic demand strength.  

Estimates

Indicator 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

National Accounts

  Real GDP Growth 4.0 6.1 5.2 -0.3 7.5 2.7 0.9 3.1 3.7 3.5 3.7

  Gross domestic investment 16.8 18.3 20.7 17.8 20.2 19.7 17.6 20.8 21.2 21.5 21.9

External Sector

Current account 13.6 1.6 -28.2 -24.3 -47.3 -52.5 -54.2 -62.9 -69.3 -82.7 -87.4

  Merchandise trade balance 46.5 40.0 24.8 25.3 20.1 29.8 19.4 15.0 14.5 8.2 6.2

Exports (fob) 137.8 160.6 197.9 153.0 201.9 256.0 242.6 262.2 274.8 299.8 331.2

Imports (fob) 91.4 120.6 173.1 127.7 181.8 226.2 223.2 247.2 260.3 291.6 325.0

  Nonfactor services, net -9.6 -13.2 -16.7 -19.2 -30.8 -37.9 -41.1 -41.9 -44.9 -45.9 -47.1

  Income and current transfers, net -23.2 -25.3 -36.3 -30.3 -36.6 -44.3 -32.6 -36.0 -38.9 -45.0 -46.5

Direct investment, net -9.4 27.5 24.6 36.0 36.9 67.7 68.1 60.0 60.0 60.8 62.9

Portfolio equity, net  1 6.8 24.8 -7.3 39.7 43.9 16.0 3.3 4.6 4.7 4.8 4.9

Gross international reserves 85.8 180.3 193.8 238.5 288.6 352.0 373.1 390.6 404.7 423.9 437.3

Current account (% of GDP) 1.3 0.1 -1.7 -1.5 -2.2 -2.1 -2.4 -2.4 -2.5 -2.8 -2.7

General Government

  Total Revenues and Grants 34.6 34.3 35.0 33.9 35.4 35.0 35.0 35.3 35.4 35.5 35.5

  Total Expenditure 38.1 36.9 36.3 36.9 38.1 37.6 38.1 38.2 38.3 38.3 38.2

  Current Expenditure 36.1 35.1 34.0 34.7 34.1 35.4 35.6 35.7 35.7 35.7 35.5

of which: Interest payments 6.8 6.1 5.4 5.2 5.2 5.7 5.4 5.2 5.1 5.0 4.9

  Capital Expenditure 1.9 1.8 2.2 2.2 4.0 2.3 2.5 2.5 2.6 2.6 2.7

  Primary Balance 3.3 3.5 4.1 2.2 2.5 3.1 2.4 2.3 2.2 2.2 2.2

  Overall Balance -3.5 -2.6 -1.3 -3.0 -2.7 -2.6 -3.0 -2.9 -2.9 -2.8 -2.7

  Gross Public Sector Debt 66.7 65.2 63.5 66.9 65.2 64.9 65.0 62.7 60.6 58.7 56.9

Prices

  GDP Deflator 6.1 5.9 8.3 7.2 8.2 7.0 6.0 5.5 5.3 4.9 4.9

  Consumer Price Index (eop) 3.1 4.5 5.9 4.3 5.9 6.5 5.8 5.8 5.7 5.3 4.9

  Producer Prices (eop) 4.3 9.4 9.8 -4.1 13.8 4.1 11.1 4.8 5.1 4.7 4.7

Memorandum items:

  Nominal GDP (in R$ billions) 2,369 2,661 3,032 3,239 3,770 4,143 4,403 5,294 5,768 6,273 6,809

Source: IMF, BCB, IBGE, EIU, WB Calculation

Projections

Note 1: Porfolio equity does not include debt securities

(in percent of GDP)

(annual percent change)

(annual real percent change)

(in percent of GDP)

(in US$ billions, unless noted)
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11. The inflation outlook remains a challenge. The negative output gap that resulted 

from the economy’s recent underperformance did not prevent inflationary pressures from 

emerging, a trend which should be further accentuated as the recovery takes a firmer hold. 

Inflationary risks have emerged on the back of rapid wage growth (in excess of productivity 

growth) partly due to a tight labor market, with wage increases particularly affecting services 

prices. Looking ahead, policymakers will need to walk a fine line between supporting the 

recovery and guarding against the resurgence of inflation. 

12. Risks to the near-term outlook remained centered on the external environment. 

A worsening of the global economy caused by a possible U.S. and/or Chinese slowdown, 

coupled to a worsening of the fiscal situation of some countries in the euro zone, may 

translate into lower external demand for Brazil’s export products as well as deterioration in 

the terms of trade. Brazil also remains vulnerable to market sentiment, posing a risk to both 

portfolio and FDI inflows. Brazil’s external vulnerabilities are however mitigated by several 

factors, such as adequate foreign reserve levels, favorable external debt composition, a current 

account fully covered by FDI and an overall low degree of trade openness 

13. A prolonged slowdown would pose a risk to the fulfillment of fiscal targets. If the 

economy were to remain weak, fiscal outcomes are expected to deteriorate both as a result of 

weaker revenue growth and higher expenditures due to the cycle and the likelihood of 

additional fiscal and quasi-fiscal stimulus. Additional fiscal risks to be monitored stem from 

multiple sources, such as the January 2013 minimum wage increase, tax relief for selected 

industries, and quasi-fiscal activities by BNDES.  

14. Brazil’s overall macroeconomic framework is deemed adequate and sustainable 

in the medium term. Brazil’s policy framework (see Box 1 for more details on Brazilian 

Fiscal Federalism) has provided the authorities with sufficient leeway to respond to past and 

current crises with an array of fiscal, monetary, and external measures to stimulate demand. 

Gross public sector debt is expected to decline in the future, despite difficulties in maintaining 

fiscal balance in the face of large investment needs and pressures from current expenditure 

growth. Flexible exchange rates and relatively large foreign reserves provide additional 

comfort in meeting external contingencies. 

15. The overriding challenge for the medium term is for Brazil to tap into its 

unrealized growth potential.  For Brazil to continue its ascent up the per capita income 

ladder, while at the same time ensuring that growth is both inclusive and sustainable, it will 

need to take advantage of this unrealized potential by creating better conditions for growth. 

This will require not only tapping into Brazil's internal growth dynamic (which is tethered to 

its large domestic market and rising middle class), but also deriving greater benefits from 

Brazil’s ongoing integration into the world economy.  

16. Energizing the underlying drivers of growth will require determined multi-year 

efforts in tackling long-standing structural bottlenecks. Key among these challenges is the 

need to accelerate and strengthen the quality of human capital formation to raise living 

standards and boost productivity growth. In addition, there is the need to raise public and 

private investment, to address growing infrastructure bottlenecks and lay the foundations for 

innovation-led growth. Further key challenges relate to the importance of developing a private 

long-term capital market, a more flexible labor market, and a more agile business 

environment that promotes internal competition and external competitiveness. Additional 
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detail on recent economic developments and Brazil’s macroeconomic outlook, please see 

Annex 3.  

Box 1: Brazilian Fiscal Federalism and the Control of Sub-National Fiscal Performance

 
 

The fiscal stance of Brazilian states has always been an important element in macroeconomic management in 

Brazil. Until the late 1990s, the expansionary fiscal policies by the states and the lack of effective controls 

over their indebtedness resulted in frequent sub-national debt crises.  On three different occasions (1989, 

1993 and 1997) the Federal Government had to take on and reschedule the debts of the states.  The largest 

operation occurred in 1997, under Law 9496, when the Federal Government restructured R$200 billion (12 

percent of national GDP) of the debts owed by the states.  

 

In the 1997 refinancing operation, the debts were refinanced for 30 years.  This refinanced debt, so called 

intra-limite debt, carries a real interest rate of 6 percent with the nominal value of the debt rising by inflation.  

The debt service was capped at 13 percent of states’ net current revenues.  Any debt service above the 13 

percent cap is recapitalized and added to the intra-limite debt stock.  At the end of the contracts (in 2028), if 

there are residual debt balances, the state must pay off the remainder within 10 years. 

 

The 1997 bailout was conditioned upon the state’s compliance with medium-term fiscal adjustment and 

structural reform programs.  In exchange for the rescue package, the debt renegotiation contracts mandate the 

implementation of three-year rolling PAFs to be agreed upon by the STN and the 25 states that had their debt 

rescued by the National Treasury Secretariat during the period of the contract.  The PAFs set annual targets 

on indebtedness, primary balances, personnel spending, tax revenue and public investment, in order to 

guarantee a gradual decline in indebtedness. In addition, the PAFs include structural reforms such as 

privatization or other public sector modernization initiatives. 

 

The controls on sub-national fiscal performance were further strengthened by the approval of the Fiscal 

Responsibility Law (Lei de Responsabilidade Fiscal—LRF) in 2000. The LRF institutionalized fiscal 

discipline at all levels of government, incorporating hard budget constraints into a single unifying 

framework. It explicitly prohibits debt refinancing operations between different levels of government, 

thereby addressing the moral hazard problem in intergovernmental fiscal relations caused by sequential 

bailouts. Complementary Senate resolutions also prohibit borrowing if: (i) the net consolidated debt exceeds 

twice net current revenue (Receita Corrente Líquida – RCL)) (ii) new credit operations exceed 16 percent of 

RCL; and (iii) debt service exceeds 11.5 percent of RLC. Borrowing is also prohibited if it violates the debt 

reduction schedules set by the debt renegotiation contracts under the Law 9496. Finally, as per a resolution 

from the Federal Senate, issuance of sub-national governments bonds is prohibited through 2020. This 

system of controls has resulted in repeated state and municipal surpluses—an adjustment that has continued 

through four federal administrations. In addition, this system has also favored the adoption of appropriate 

expenditure programs by sub-national governments. Besides the controls on indebtedness, LRF requirements 

improved transparency and strengthened budgetary practices. 

 

Transparency: budget outturns and compliance with the LRF —including a statement of corrective measures 

if the relevant provisions are breached—are reported on a regular basis. Municipalities and states are also 

required to report the fiscal outturns of the previous year to the Ministry of Finance. The legislative branch of 

each level of government, aided by its respective Court of Accounts, monitors observance of the fiscal 

targets and ceilings. 

 

Budget Institutions: the LRF introduces more stringent requirements on fiscal targets in the preparation of the 

Budget Guidelines Law (Lei de Diretrizes Orçamentárias—LDO), strengthening its role in budget 

preparation and fiscal management in general. The LRF also calls for a detailed assessment of the 

Government’s contingent liabilities and strengthens the link between the Annual Budget Law (Lei de 

Orçamento Annual—LOA) and the LDO. A complementary Fiscal Crime Law is applied to all levels of the 

public administration, with the possibility of detention for those public officials not complying with the LRF. 
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C. RECENT SOCIOECONOMIC AND FISCAL DEVELOPMENTS IN BELO 

HORIZONTE 

Economic Growth 

17. Belo Horizonte, the capital of the state of Minas Gerais, has a population of 2.4 

million dwellers and total land area of only 331.4 km
2
. The city represents only 3.5 percent 

of the total land area of the metropolitan region.
2
 Between 2000 and 2010, BH posted the 

smallest annual demographic growth rate (0.6 percent) among its neighboring cities, and its 

rank is declining.
3
 This is due to the limited land area and lack of vacant spaces for additional 

real estate development. BH has a high population density (7,291 inhabitants per square 

kilometer) and its small land size acts as a barrier to population growth. See Table 2 below for 

BH’s annual population growth since 1950. 

Table 2. Annual Population Growth (%) 

 1950/60 1960/70 1970/80 1980/91 1991/00 2000/10 

Belo Horizonte 6.8 6.1 3.7 1.2 1.1 0.6 

Belo Horizonte 

Metropolitan Region 

5.4 5.4 4.6 

2.5 

2.4 1.1 

Minas Gerais State 2.5 1.6 1.6 1.3 1.4 0.9 

Source: IBGE 

 

18. Belo Horizonte evolved from a planned city founded in 1897 to serve as Minas 

Gerais political and administrative center to a major population and industry center 

during the first half of the 20
th

 century. Original plans were for a city of at most 200,000 

residents with little space for industrial use. By 1945, population reached 273,000 residents, 

and the city became the State’s most industrialized with 14 percent of industrial production. 

Industrial activity occurred in areas that were not zoned accordingly.  

19. Between 1950 and 1980, Belo Horizonte and the Belo Horizonte metropolitan 

region (RMBH) became consolidated as an industrial region. The state-owned energy 

company (CEMIG) was created to resolve power outages that hampered industrial 

development in BH. This period saw the emergence of two heavy construction conglomerates 

located in BH that benefited from major public works including construction of Brasília. The 

industrialization of the RMBH was buoyed by federal government programs and spurred by 

industrial sprawl in São Paulo and Rio de Janeiro. The abundance of natural resources such as 

iron and other metals in the region known as the Ferriferous Quadrangle allowed the 

extractive and steel industries to flourish, and later diversify into metal-mechanic production, 

including capital goods and the transport industry. The neighboring cities of Betim and 

Contagem became industrial locations, absorbing the industries that could not set up shop in 

Belo Horizonte. Thus, BH gradually became a sophisticated focus of tertiary sector activities. 

20. In the 1990s, as Brazil underwent the reorganization of its productive 

capabilities, it became clear that RMBH was competing with other industrial regions for 

investments. Those regions included Curitiba and Porto Alegre as well as other large and 

medium size cities in the state of São Paulo, and the more traditional industrial areas in the 

Northeast. The same process of industrial decentralization and fiscal incentives that benefited 

Belo Horizonte in the past was now working against it.  

                                                 
2
 In comparison, Rio de Janeiro account for 23 percent of its metropolitan region. 

3
 BH was the 3

rd
 largest city in the country in 1990, the 4

th
 largest in 2000, and is currently the 6

th
 largest. 
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21. During the current decade, economic development in Belo Horizonte and Minas 

Gerais has reached a crossroads. On the one hand, the huge demand for metals coming 

from China is fueling an unprecedented investment cycle in both new and rehabilitated mines. 

On the other hand, the RMBH’s industrial sector is suffering from international competition, 

which has been worsened by the structural hindrances to development prevalent in Brazil. 

22. The state and the municipal government are promoting development in new and 

modern industries, while boosting the metropolitan region north corridor. Activities 

fostered including biotechnology, pharmaceuticals, nanotechnology, aerospace, micro-

electronics and business tourism are still in an infant stage, but share competitive advantages, 

including a highly-educated and specialized workforce and links with local research centers. 

23. In 2010, Belo Horizonte’s GDP reached R$51.6 billion (US$29.3 billion) and GDP 

per capita was R$21,748 (US$12,362) compared to R$39,450 in São Paulo and R$30,088 in 

Rio de Janeiro. Much of Belo Horizonte’s growth in the second half of the 20
th

 century was 

linked to industrial activities in the greater metropolitan region. The agricultural and mineral 

wealth of the state provided the foundation for growth in heavy industry during the 1950s and 

1960s. From the 1980s onward, the economy became a center for urban services within the 

industrial clusters that evolved in the broader metropolitan region. By 2010, 85 percent of the 

city’s GDP was estimated to be generated by services. The remaining 15 percent is dominated 

by industrial activities, including construction and public utilities, which have evolved 

towards “higher end” mechanical and technical processes. Agricultural activity is scant, 

reflecting the urban characteristics and small land area of Belo Horizonte. 

Fiscal Developments 

24. Per capita tax revenues was R$932.15 (US$477.05) in 2012. Tax revenues as a 

percent of GDP reached 3.3 percent in 2010, the second highest among Brazilian state 

capitals. The Net Current Revenue (NCR) to GDP ratio was 9.2 percent in 2010. The main 

earmarked expenditures include education (30 percent of tax revenues) and health (15 percent 

of tax revenues and transfers). 

25. The municipal budget forecasts R$7 billion in revenues for 2011, a 7.7 percent 

increase compared to 2010 (R$6.5 billion).
4
 Despite the high tax revenue to GDP ratio, 50.3 

percent of BH’s current revenues stemmed from state or federal transfers in 2012. The ICMS 

(Imposto Sobre Circulação de Mercadorias e Serviços, or tax on goods and services) is a state 

tax that must be shared (25 percent) with the municipalities. Belo Horizonte’s ICMS transfer 

amounted to R$783 million in 2012. The city receives an average of 11.3 percent of the total 

ICMS receipts transferred by the state of Minas Gerais. Its largest source of own-revenue is 

the tax on services (ISS), which reached R$856.8 million in 2012. While capital revenues are 

not a significant source of income, it is expected to grow as the municipality takes out loans 

and receives federal transfers to undertake the construction of infrastructure and public works. 

26. Recurrent expenditures (R$2.8 billion) and payroll (R$2.6 billion) were the 

largest expenditure items in 2012.
5
 In terms of government functions, most of the 

                                                 
4
 According to GFS Standard. Please see Figure A4- 14 in Annex 4. 

5
 Recurrent expenditures encompasses maintenance expenditures such as IT expenditures, general services 

advertisement, and rents as well as subsidies provided by the government. Recurrent expenditures, together with 

payroll and interest payments on the debt comprise the government’s current expenditures.  
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municipality’s resources went to expenditures on health (R$2 billion) and education (R$1.2 

billion). These two areas are labor intensive and provided in a decentralized manner, which 

helps explain the large outlays in these two categories. Debt service amounted to R$372 

million in 2012, or 6.1 percent of the municipality’s NCR. Lastly, in 2012 the PBH invested 

R$1.041 billion mainly on road construction and upgrading and the drainage program 

(DRENURBS). 

27. Total municipal debt as of February 2013 stood at R$2.5 billion, remaining in 

compliance with all the limits established by the Fiscal Responsibility Law (FRL). The 

Net Consolidated Debt (NCD) to NCR ratio was 21.2 percent as of February 2013, well below 

the 120 percent limit. The municipality’s main lenders are the federal government and/or 

banks owned by it, such as Caixa Econômica Federal (Brazil’s federal savings and loan bank, 

or CEF), Brazil’s National Economic and Social Development Bank (BNDES), and Banco do 

Brasil. About 12 percent of BH’s debt is owed to private bus companies that operate the city’s 

bus system. The municipality is also carrying a debt to the state water and sewage company 

(COPASA).
6
 Debt from judicial orders that obligate the government to make payments 

(precatórios) reached R$379 million. Lastly, payroll expenditures as a share of NCR, which is 

an important cap set by the FRL, is currently at 38.5 percent, well below the 54 percent limit 

for the executive branch. 

28. Although the global economic crisis affected Belo Horizonte in 2009, municipal 

revenues showed resilience and grew by almost 10 percent in real terms in 2010 and 

2011, but slowed down to 4.5 real growth in 2012. The municipality opted to maintain the 

existing expenditures growth rate; thus, expenditures increased by 9.9 percent in nominal 

terms from 2008 to 2009. The result was a negative primary and overall balance when all 

committed expenditures were taken into account. However, fiscal discipline was regained in 

the following years and BH posted a positive primary surplus of R$118 million in 2012. A 

moderate increase in revenues is expected in the following years since major revisions in land 

values for tax purposes have been undertaken. On the expenditures side, investment is set to 

post the highest relative increase due to the construction of infrastructure and public works to 

facilitate urban mobility. 

29. The municipality’s expenditure program and fiscal arrangements with the 

central government are considered appropriate. Expenditures are directed to the areas in 

which the municipality is constitutionally mandated to act on. They are financed through 

stable sources and transfers are almost 100 percent rule-based. Budget results have shown that 

budget procedures are satisfactory in enforcing the fiscal envelope. 

30. According to the Brazilian Constitution, municipalities are autonomous entities. 

In this sense, they don't need authorization from the state government to collect taxes, contract 

loans and effect public expenditures. They also have political autonomy, since mayors and 

city counselors are elected directly by the population, without undue interference from the 

state government. Furthermore, fiscal transfers are mostly rule based with criteria set forth in 

the legislation. Moreover, federal transfers to municipalities do not go through the state 

budget. Finally, state and municipality have complete separate accounts. Therefore, in 

accordance to the Board Paper on Development Policy Lending to Political Subdivision, the 

                                                 
6
 These debts were originated from debt recognition agreements between the municipality and the companies, 

which in exchange resolved their non-compliant tax situation. 
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Bank has judged not necessary to assess the Minas Gerais state government macroeconomic 

policy. 

Debt Analysis 

31. The municipality’s debt is deemed sustainable because, in addition to being at a 

low level, its index, the foreign exchange and interest rate risks are balanced, and it has 

a positive repayment and maturity profile. The debt to revenue ratio stands at 21.2 percent 

and most of the debt is indexed to the IPCA, which is strongly correlated with revenue. The 

maturity profile shows a monotonically declining pattern, with no large payment 

concentrations. The sensitivity analysis also shows that the projected debt service is robust to 

relevant shocks in its mains drivers. The WB loan will add 0.5 percentage point of NCR to the 

debt service from 2012 to 2014. A detailed analysis is provided in Annex 4.  

Urban and Social Development and Green Growth 

32. Belo Horizonte has a long history of inadequate housing problems.  Even before 

its foundation, the city recorded the existence of favelas. Since the 1980s, BH has 

pioneered policies to cope with the inadequate housing problem, but more needs to be done. 

Almost half a million people in BH still live in vilas and favelas, and urban informality has 

increased from 14 percent in 1991 to the current 21.5 percent. Poverty incidence is unevenly 

distributed in spatial terms and it is correlated with housing conditions, inequality, access to 

jobs and gender. The incidence of poverty in favelas is roughly 2.5 times that of those who 

reside elsewhere. Lastly, extensive research has documented that poverty and social exclusion 

predominantly affect families with more than three children, single mothers with children, and 

families with youth and women as heads of household. In regards to green development, PBH 

has not yet developed a comprehensive action plan that addresses mitigation and adaption to 

climate change. However, sustainable policies are embedded in the city’s results-based 

management model (BH Metas e Resultados) as well as in the three indices (IQVU, ISAVC 

and ISA) that direct resource allocation.  

III. THE GOVERNMENT PROGRAM AND PARTICIPATORY PROCESSES 

33. In 2008, the government of Belo Horizonte introduced a results-oriented service 

delivery model that provided a new framework to manage and track urban development 

and service delivery policy initiatives. BH Metas e Resultados is a municipal initiative in 

line with Minas Gerais’ 2003 State for Results program, which identifies specific policy 

objectives, defines outcome indicators, and designs projects to achieve stated goals. In Belo 

Horizonte, the new results-oriented service model provides a medium-term framework for a 

multi-sectoral approach to addressing the municipality’s challenges and vulnerabilities. The 

model includes design elements such as (i) the definition of priority areas; (ii) the introduction 

of structural programs to help achieve outcomes; and (iii) agreements on a results framework 

for each sector or area. The framework sets goals in twelve policy areas including education, 

health, competitiveness, housing, and land use, and it provides a transparent monitoring of the 

public policies in progress through a set of indicators. Additionally, 40 specific projects 

(projetos sustentadores) were identified for the period 2009 – 2012, and the exercise is 

underway again for 2013-2016, with target outcomes and performance metrics. These projects 

are the key link to the annual budget (PPA). The details of the projects (including the 

management teams responsible) are incorporated into a new embedded monitoring system. 
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This system encompasses weekly government evaluation of the performance metrics. The 

results are also continuously updated on the Metas e Resultados website
7
 to ensure 

transparency and accountability.  

34. In keeping with transparency and results-based targeting, 10 percent of the 

municipal budget for urban development is allocated through direct citizen engagement. 
Neighborhood budget participation schemes directed more than US$170 million to 1000 

public works projects between 1993 and 2008. This participation was achieved through three 

channels: (i) the Participatory Budget Program or Orçamento Participativo (OP), created in 

1993 and based on local community participation in decisions about resources to be allocated 

to local projects; (ii) the 1995 Participatory Housing Budget (OPH) related to decisions 

around allocation of resources for low-income housing; and (iii) the 2006 Digital 

Participatory Budget (Orçamento Participativo Digital or OPD), a web-based participatory 

mechanism to allocate resources for city-wide projects. The first two of these channels 

engages local citizens in development projects in their neighborhood at the local level. The 

OP system allows citizens to vote on a budget allocated biennially to decide on which public 

works should be funded. The citizens also elect a committee (a regional review and 

monitoring commission for participatory budgeting, or COMFORÇA) to monitor the 

execution of these works. 

35. In the last 18 years, the municipality of Belo Horizonte has pioneered and 

consolidated its experience with consultative procedures and participatory governance. 

The policy debate around sectors to be supported by the proposed operation are anchored in 

the  participation of civil society organizations and community-based organizations, legally 

constituted to play deliberative roles with regard to major policy sectors through the 

municipal councils and forums. Additionally, thousands of people (mostly from the most 

vulnerable neighborhoods and lower income groups) have been engaged through the OP and 

the OPH in public policy decision-making processes for the construction of priority 

infrastructure, the provision of public services, and urban housing upgrading. The more recent 

experiment of promoting the use of the Web for online public consultations aimed at reaching 

and including the middle class and youth (who do not generally participate in these 

processes), successfully mobilized hundreds of thousands of people to take part in the 

selection of priority works in the city. The composition and performance of these groups have 

been evaluated, and the municipality is committed to improving methodologies for answering 

the challenge of increasing popular participation on an ongoing basis. 

36. Belo Horizonte has a long history of citizen participation in city management and 

the policies proposed for the DPL have been endorsed at several plenary meetings with 

genuine representation of civil society. Social assistance programs, projects, and policies are 

deliberated by the 40-member Social Assistance Municipal Council, which was created in 

1996. Half of the Council’s members are representatives of the users of the Municipal System 

of Social Assistance, who hold monthly meetings open to the public. The Regional Councils 

of Social Assistance have a consultative and monitoring role over the social assistance 

policies implemented within their territories. The regional councils are made up of 

                                                 
7
 www.bhmetaseresultados.com.br 
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representatives of the users of social assistance services as well as municipal representatives.
8
 

The Housing Municipal Council (made up of twenty members) and the biennial Municipal 

Housing Conference hold deliberative powers over municipal policies dealing with housing 

and urban upgrading. This council also meets monthly and holds biannual open public 

meetings. Every two years, Housing Municipal Conferences are also held. Finally, the 

Pension Reform policy was widely debated with representatives of civil servants unions and 

associations and most of the proposals they made have been introduced in draft legislation. 

Additionally, the Municipality of Belo Horizonte maintains a transparency portal on its 

website through which citizens can gain access to information about public budgets and 

spending, as well as on the implementation of both the Multiannual Government Action Plan 

and the BH Metas e Resultados planning program. Lastly, and aiming to revamp popular 

participation in decision-making processes, the municipality has recently created the 

Municipal Under-Secretariat of Shared Management whose mission is to extend and integrate 

the participation of civil society in city management, by strengthening existing channels of 

participation and reaching out to new social actors.  

IV. BANK SUPPORT TO THE GOVERNMENT PROGRAM 

A. LINK TO CPS 

37. Brazil and the World Bank reviewed their partnership in The World Bank 

Group’s Country Partnership Strategy 2012-2015 (Report #63731-BR) discussed by the 

Executive Directors on November 1, 2011. During this four year period, the Bank is 

focusing on: (i) increasing the efficiency of public and private investment, (ii) improving the 

quality and expanding the provision of public services for low-income households; (iii) 

promoting regional economic development through, strategic investments, and policies; and 

(iv) improving sustainable natural resources management and climate resilience.    

38. The proposed DPL will advance the Bank program in three out of the four 

strategic objectives of the CPS. The loan will help the municipality increase investment 

through its budget support and in the long-run by help to address the imbalance in the civil 

servants social security system. The operation will also have significant impacts on 

strengthening the social protection system, providing affordable housing for low-income 

groups, and improving living conditions for vulnerable populations by supporting municipal 

programs such as Pré e Pós Morar and Família Cidadã, Cidade Solidária. The operation will 

also promote the green growth agenda by supporting the development of municipal policy on 

climate change and environmentally sustainable development programs. Lastly, by 

streamlining municipal government actions on disaster risk management (DRM) and the 

green agenda, this DPL will further the fourth CPS objective by enhancing the city’s 

resilience to climate change. 

39. The DPL addresses another CPS objective, which is to engage with subnational 

governments. This operation engages with the capital city of Minas Gerais, a state with 

which the Bank has a long-standing and solid relationship. This dual commitment creates the 

opportunity for future synergy between the two levels of administration, streamlining policies 

                                                 
8
 In addition, management of the BH Cidadania program includes local commissions that evaluate the program`s 

strategy and implementation, mobilize the network of local partners, disseminate local actions and implement the 

local action plan.   
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and service delivery to the residents of Belo Horizonte. In fact, the new Minas Gerais 

operation under preparation may support metropolitan governance policies. 

Value Added 

40. The operation will add value to the Belo Horizonte municipality through its 

package of innovative policy reforms, attractive financing and by generating knowledge. 

Through the implementation of pioneering reforms, the operation has the potential of 

converting Belo Horizonte into a “learning city” for other major urban centers in Brazil and 

worldwide. The partnership with Belo Horizonte will complement the strong ongoing 

partnership that the Bank has with the state of Minas Gerais, thus meeting another CPS 

requirement. The majority of the policy areas and actions supported by this operation have 

been influenced and/or implemented during the project preparation period. We detail some 

aspects of this work below. 

41. The reform package built with the client in specific issues such as housing 

development, resettlement, social programs, climate change adaptation and mitigation 

and results-based management will contribute to advance policy practices and build 

knowledge. Engagement with the Bank will help the municipality to institutionalize good 

practices (such as in their results-based management approach) into long-term governance, as 

well as practices in the housing and social sector that are currently being followed informally. 

In the area of land use, the Bank helped the municipality of Belo Horizonte to bolster the 

relationship between transportation and housing policies through the application of an 

integrated model for land use and transportation (MUST – Modelo Integrado do Uso do Solo 

e Transporte) co-funded by specific grants and by the municipal budget. 

42. The Bank and the municipality are working together to institutionalize best 

practices in the area of resettlement policy. Practices around resettlement (pre and post) 

have been in existence in Belo Horizonte for years. However these are not currently 

mandatory and are followed voluntarily by practitioners. The Bank is supporting the PBH in 

building a resettlement program out of its resettlement practices, standardizing practices and 

creating a manual. The Bank has also reviewed the content of the manual to ensure 

harmonization with federal standards in this area. In this way, informal and undocumented 

practices become legally codified, contributing to their sustainability. 

43. On the green agenda, the operation has supported the municipality in taking a 

more strategic, integrated approach to managing local environmental priorities within a 

framework that also takes global climate change impacts into account. Indeed, the 

operation will strengthen the work that is being done by the municipality by consolidating and 

coordinating all initiatives that address local priorities, which are currently dispersed and that 

are not coordinated. The operation will also assist the municipality in formalizing and 

operationalizing the climate change mitigation agenda, and integrating the DRM agenda. This 

will help the municipality to reap synergies among all green agenda efforts and to better 

monitor them. The Bank and the municipality has also conducted a TRACE assessment to 

evaluate BH energy efficiency potential, making Belo Horizonte the first pilot city in Latin 

America to showcase this new policy approach to environmentally sustainable development. 

Finally, the Bank is engaged with BH in a dialogue on how to improve results-based 

management and participatory mechanisms as well as on how to undertake measures for long-

term fiscal sustainability.  
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44. On the governance side, the Bank is partnering with BH to advance the 

technology frontier of citizen participation. Belo Horizonte is integrating a participatory 

planning component into its existing system of participatory budgeting to make the system 

stronger and increase the city’s engagement with its citizens. The Bank is supporting the 

municipality in creating a pilot project to link the existing internet portal and citizen 

complaint services (311 services) to a mobile phone application and integrate the use of SMS 

to increase access and further promote participation in city governance. 

 

B. RELATIONSHIP TO OTHER BANK OPERATIONS 

45. The proposed operation reflects the Bank’s increased engagement with third-tier 

subnational governments. This DPL follows the implementation of the Rio de Janeiro 

Municipality Fiscal Consolidation for Efficiency and Growth DPL (P117244), which was 

approved by the Board in July 2010 and designed to assist the municipality of Rio de Janeiro 

in creating the fiscal space needed for investments to improve the quality and efficiency of 

public service delivery, especially in poor areas. Other examples of this deepening 

engagement include fiscal adjustment DPLs (Rio de Janeiro Municipality Fiscal 

Consolidation for Efficiency and Growth, P111665, Rio Grande Do Sul Fiscal Sustainability, 

P106767 and Alagoas Fiscal And Public Management Reform, P103770), and Sector Wide 

Approach (SWAP) operations (Minas Gerais, P101324, Ceará, P106765, Pernambuco, 

P106208, and Federal District, P107843). 

46. The Bank is engaged in urban development efforts in 10 municipalities through 

two series of municipal APLs. It has also provided support to the states of Pernambuco, 

Bahia, and Ceará through Investment Project Financings (IPFs). These operations 

support the five business lines of the Systems of Cities: Harnessing urbanization for growth 

and poverty alleviation, World Bank Urban and Local Government Strategy of 2009 (city 

management, governance and finance, urban poverty, cities and economic growth, city 

planning, land and housing and urban environment, climate change and disaster 

management). These operations enable the Bank to gain on-the-ground experience in planning 

and implementing investments and policy reforms in major urban centers in Brazil. 

47. Bank activities in Brazil are now providing consolidated support through large 

operations. Recent operations in Brazil have shifted from smaller scale, more specific 

projects to a more holistic approach, encompassing several related sectors to produce results 

that have a multiplier effect. One such project is the Rio de Janeiro Metropolitan Urban and 

Housing DPL (P122391, approved in March 2011), which took an integrated urban 

development approach in supporting the state government to strengthen its policies for 

planning and managing territorial growth in the metropolitan region. 

48. The proposed operation closely follows the model of the Rio de Janeiro 

Metropolitan Urban and Housing DPL. Despite the fact that the Rio de Janeiro DPL was to 

the state government of Rio (while the proposed operation is to the municipality of Belo 

Horizonte), it remains a good model for the proposed operation because of its multi-sectoral 

integrated development approach to strengthening government policies for planning and 

managing territorial growth, promoting the provision of affordable housing, and creating 

integrated social development programs targeted at the urban poor. 
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49. Bank support to the state of Minas Gerais has been largely multisectoral with 

special emphasis on fiscal and public sector management. The Minas Gerais Partnership in 

Development DPL, approved in April 2006 (P088543) reinforced Brazil’s Fiscal 

Responsibility Law and federal fiscal checks and balances by supporting improvements in the 

efficiency and effectiveness of public resource use and allocation, innovations in public 

management, and strengthening results-based management in the state government. It also 

supported fiscal management, public sector management, and private sector development in 

the state. The Minas Gerais Partnership II SWAP, approved in May 2008 (P101324), was a 

continuation of that operation and was followed by the Minas Gerais Partnership II SWAP AF 

(P119215) approved in April 2010, which provides additional funding. A third DPL to the 

State of Rio was approved in August 2012 (P126465). It includes a focus on metropolitan 

management that has direct implications for the proposed DPL operation. Additionally, the 

Bank engaged with Belo Horizonte municipality in 2011 and 2012 through a grant by the 

Global Environment Facility (GEF), the GEF Sustainable Transport and Air Quality Project 

(P114010). 

50. The Bank has established a long-term dialogue with Brazil about the housing 

sector, and has provided support to the recent development of the national housing 

policy, which resulted in increased financing of low-income housing. The Programmatic 

Loan for Sustainable and Equitable Growth: for Housing and the parallel Technical 

Assistance Loan to the Housing sector supported the government of Brazil in revising sector 

financing policies, including targeted subsidies and land markets, with emphasis on better 

access by the poor. These operations supported the development of the national housing plan 

(PlanHab) passed in December 2008, and particularly the development and implementation of 

housing subsidies for the poor through the FNHIS (Fundo Nacional de Habitação de 

Interesse Social). These activities were key for housing financing under Brazil’s flagship 

programs Minha Casa, Minha Vida (My House, My Life) and the Programa de Aceleração 

de Crescimento (PAC, Growth Acceleration Program). 

51. The Bank has also investigated participatory governance mechanisms in Brazil. 
Comprehensive Economic and Sector Work (ESW) on the participatory budgeting practices in 

Porto Alegre was concluded in 2008 (P095802). The study did not find a consistent positive 

relationship between OP and fiscal results. However, a positive, albeit not very robust, 

relationship was found between OP and pro-poor growth. Finally, while acknowledging its 

importance, the study presented several suggestions to upgrade the OP to a more 

comprehensive social accountability tool. 

52. The International Finance Corporation (IFC) is supporting a Public-Private 

Partnership project in Belo Horizonte. BH Primary Care, approved in August 2010 with an 

estimated budget of US$3.2 million provides advisory assistance to the municipality of Belo 

Horizonte to improve the primary health care network through the use of public-private 

partnerships (PPPs). The objective is to implement PPPs in 147 primary care clinics in BH.  
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C. ANALYTICAL UNDERPINNINGS 

53. The proposed operation builds on extensive policy discussions and analysis in the 

urban, housing, and social development sectors in Brazil. A 2006 Bank report provides a 

comprehensive diagnosis as well as strategic recommendations on urban development.9 It 

highlights four strategic priorities for policy development in Brazil: competitiveness, finance 

(creditworthy cities), land markets and service delivery, and institutional development (cities 

as partners). The report provides important insights (particularly on land markets and 

regulation) for the current operation. The operation will also benefit from previous AAA work 

on participatory budget in Porto Alegre and the Building the Evidence-Base for Crime and 

Violence Reduction in Brazil ESW (P116659). More recent Bank analytical work in urban 

development has focused on specific areas, such as Technical Assistance on City Growth and 

Competitiveness (P101424) delivered in June 2009. Lastly, the operation will also have 

synergies with the comprehensive DRM program being launched by the Bank at the request 

of the federal government (P126154).  

54. With more than 10 years of experience in providing analytical support for 

housing policy reform and development in Brazil, the Bank has a deep understanding of 

this complex sector. The Bank has provided support for the development of the National 

Housing Policy, the National Housing Plan, and a series of housing sector missions in the 

context of the Rio de Janeiro Metropolitan Urban and Housing DPL and the BR-Housing 

Sector Technical Assistance Loan (P050761). The latter provided technical analysis and 

recommendations on key issues of subsidy policies, housing finance, institutional 

arrangements, and land management reform. In addition, the Bank has completed two phases 

of the Technical Assistance and Guidance in Implementation of Minha Casa Minha Vida and 

Integration in National Housing Plan (P117727 and P125651). The Bank is also providing 

support in the areas of housing subsidies and housing sector monitoring and evaluation. 

55. A number of studies have been carried out by academics and the World Bank on 

issues of social policy, urbanization, and integrated urban development in Brazil, as well 

as more specifically in Belo Horizonte. A study by Tonucci Filho and Avila
10

 analyzed the 

processes and policies to regularize vilas and favelas in Belo Horizonte. The study showed 

that the investment boost via the PAC program will require a more intersectoral approach to 

reduce spatial inequalities in the metropolitan area. An integrated territorial approach to urban 

development has also been proposed by Albano Felix
11

 in his study of the effectiveness of 

social and territorial development policies in BH. In addition, social policies and participatory 

budgeting processes have been extensively analyzed over the course of the nearly 20 years of 

implementation in Belo Horizonte. 

56. The World Bank has also carried out a number of analytical studies that help 

position the policy actions supported by this DPL. Among these is the Economic Sector 

Work titled Involuntary Resettlement in Brazil: A Review of Policies and Practices, 2011 

(P112026). This study reviewed resettlement policy and implementation in Brazil, identifying 

                                                 
9
 Report No. 35749-BR, November 2006, (Brazil: Inputs for a Strategy for Cities). 

10
 Tonucci, J. and J. Avila, Urbanizacao da Pobreza e Regularizacao de Favelas em Belo Horizonte. 

www.academia.edu 
11

 M. Felix, O Território Social: Uma Nova Abrodagem Para a Implantacao de Acoes de Politicas Sociais. 

http://www.favelaeissoai.com.br/upload/territ%F3rio%20social%20revisto2.pdf 

http://www.academia.edu/
http://www.favelaeissoai.com.br/upload/territ%F3rio%20social%20revisto2.pdf
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ongoing good practices and drawing upon an assessment of the Brazilian legal and 

institutional framework for acquiring land for public projects. It concluded that Brazil has 

established “good practices” for the identification of adverse impacts resulting from land 

acquisition, as well as for comprehensive planning due to physical relocation, improved 

consultations with affected people, and the design of land-based economic rehabilitation 

programs. 

57. The Bank has also conducted several studies of the social dimensions of urban 

upgrading in Brazil. Analyses of experiences and impacts of urban upgrading in São Paulo 

and Salvador are very useful references for the social development aspects of the proposed 

DPL. For example, one output of these studies was the establishment of a geo-referenced 

information system on informal settlements in the São Paulo municipality (HABISP). This is 

similar to what the municipality of Belo Horizonte has already implemented. HABISP was 

awarded the 2008 UN-HABITAT Best Practices Award for Database in Improving the Living 

Environment and could potentially offer best practices and lessons learned to Belo Horizonte 

in this area. Another useful initiative is a global project on upgrading informal settlements, led 

by the Social Development anchor, which focuses on the political economy constraints to 

upgrading.  

58. In terms of green growth, this DPL builds on a number of projects and initiatives 

focused on city-wide approaches to climate change mitigation. The 2010 Brazil Low-

Carbon Study provided background information and sector trends that were useful in the 

design of the components of this operation that are related to climate change. Recent 

Economic and Sector Work on Green City Development in Brazil (P118238), delivered in 

June 2011, outlined the importance of developing integrated municipal climate change plans 

that incorporate mitigation and adaptation measures, within the context of Brazilian cities. 

That work also stresses the need to explicitly define local benefits of climate change 

mitigation measures at the city level, which are often more powerful incentives than global 

impacts. The design of this operation has also profited from benchmarking approaches 

developed by ESMAP (e.g. Tool for Rapid Assessment of City Energy) and by the Urban 

Network (e.g. Global Indicator Facility). 

59. The design of the proposed operation is backed by extensive analytical work 

in the field of disaster risk reduction conducted by the GFDRR, the World Bank, the 

Inter-American Development Bank, and specialized United Nations agencies. This work 

has provided the basis for the dialogue with the Government of Belo Horizonte during 

the design of this DPL. The ability to manage disaster risk (rather than treating a disaster as 

an exogenous shock to development that cannot be proactively addressed) has been 

documented in a wide array of studies and is the underpinning of the Hyogo Framework for 

Action (HFA). BH has acknowledged that managing disaster risk is good practice for 

sustainable development. In addition to the HFA, this operation is built on the findings from a 

number of key documents and publications such as: (i) Natural Disaster Hotspots, A Global 

Risk Analysis (World Bank 2005). This is a comprehensive analysis of countries’ risk 

exposure to hydro-meteorological and geotectonic hazards. The study found that Brazil is 

among the countries that are most at risk of droughts, floods, and landslide hazards, based on 

land area, percentage of total population, and GDP exposed. (ii) The Global Assessment 

Report on Disaster Risk Reduction (United Nations 2011). This assessment is a 

comprehensive review and analysis of natural hazards threatening humankind. It also 

critically examines DRM instruments where significant barriers still exist, such as land use 
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planning, building codes and ecosystem management, and where new approaches need to be 

adopted. The study concluded that disaster risk is increasing faster in low- and lower-middle-

income countries with rapidly growing economies, and that countries with small and 

vulnerable economies are less resilient. While Brazil is considered an upper-middle-income 

country, in the recent past its economy has been affected by external shocks, including those 

caused by natural hazards. (iii) Natural Hazards, UnNatural Disasters. The Economics of 

Effective Prevention (World Bank and United Nations 2011). This report provides an 

approach that focuses on the economics of reducing the vulnerability to natural disasters, and 

presents examples from around the world that demonstrate that government investments in 

ex-ante measures, instead of solely in emergency response and recovery actions, can be more 

cost-effective.  

 

D. COLLABORATION WITH THE IMF AND OTHER DONORS 

60. Since the International Monetary Fund (IMF) does not work directly with 

municipalities, there has been no direct collaboration with the institution on this specific 

operation. However, the Bank and Fund work very closely on the overall Brazil program. 

This is consistent with the Joint Management Action Plan (JMAP),
12

 which, in order to 

improve coordination at the country level, called for Bank and Fund staff to consult at least 

annually in the preparation of their work programs.
13

 Brazil country management units from 

the Bank and the Fund have also been meeting regularly. The primary objective of these 

consultations is to inform the other institution of ongoing projects and studies. The secondary 

objective is to share views about the direction and effectiveness of the government’s 

macroeconomic policies, and to coordinate and influence each other’s sectoral and 

macroeconomic priorities. 

61. The Inter-American Development Bank (IDB) is also active in Belo Horizonte. In 

April of 2004, the IDB and the municipality signed a US$46.5 million loan to support the 

environmental restoration program (DRENURBS). The loan had three components: flood risk 

alleviation, waterway quality improvement, and improvement of municipal management in 

urban drainage and environment. It has already been disbursed. The IDB has recently engaged 

in a technical cooperation activity (Sustainable RMBH Mobilit Project) with the state 

government and 10 municipalities in the metropolitan region, including BH to promote more 

dynamic urban mobility in these cities. 

E. LESSONS LEARNED 

62. The proposed Belo Horizonte Urban Development Policy Loan builds on and 

benefits from the Bank’s experience in Brazil at the federal, state, and municipal levels. 
In particular, the policy content and priorities of this operation reflect relevant findings of the 

Bank’s extensive body of analytical work in Brazil, and broader literature on urban 

development. The design of the operation incorporates specific lessons learned from the 

                                                 
12

 See IMF-World Bank, 2007. 
13

 A February 2008 memorandum from the IMF Fist Deputy Managing Director Lipsky and World Bank 

Managing Director Wheeler addressed to IMF Heads of Area Departments and  Bank Regional Vice Presidents 

indicated that, beginning in April 2008, all Bank country teams and Fund missions preparing CAS progress 

reports or Article IV consultations (whichever came first) should hold annual discussions to pool analytic and 

diagnostic work, discuss macro-critical sectoral and other issues, and strategize over how best to sequence 

needed analytic work.  
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implementation of previous Bank-supported lending and non-lending operations in Brazil and 

elsewhere in Latin America and the Caribbean. Chief among these are the Rio de Janeiro 

Municipality Fiscal Consolidation for Efficiency and Growth DPL, the Rio de Janeiro 

Metropolitan Urban and Housing DPL and the BR-Housing Sector Technical Assistance Loan 

(P050761). Also informing the design of this operation were the lessons learned about urban 

and social sector development issues through the implementation of a range of investment 

operations. 

63. Five main lessons result from the Bank’s experience: 

i. Lesson 1: The policy content of the operation should be fully owned by and reflect the 

client’s priorities, with the policy-making process involving broad public consultation. BH’s 

commitment to broad public consultation has been a trademark of its policy-making process. 

Its commitment to the policies is evidenced by the sustained progress in implementing them, 

through the preparation period and further during the long idle time due to processing issues 

which delayed operation’s Board date.  

ii. Lesson 2: Importance of a close dialogue during the preparation of the operation. The 

Bank worked closely with BH’s administration to define the reforms to be supported by the 

DPL, and put in place arrangements to assist their implementation over the medium term. 

Areas for potential technical assistance follow up were also identified, such as land use, 

housing and resettlement policy, and social development monitoring and evaluation. 

iii. Lesson 3: Work in close coordination with the federal government. Experience with 

sub-sovereign DPLs showed the importance of coordination with the federal government. The 

operation was initiated with the concurrence of the National Treasury. BH is also 

collaborating with the federal government in the implementation of key programs for the 

success of this DPL such as Minha Casa Minha Vida. 

iv. Lesson 4: Maintain continuity of support for multi-sector reform. An innovative multi- 

sectoral approach underpins the proposed operation. BH municipality is implementing a very 

progressive agenda with regards to urban development, where land use and regularization, 

basic services delivery, inclusiveness, participation, vulnerability reduction and disaster risk 

management issues are integrated in terms of policy formulation and implementation. Setting 

medium- and long-term goals and reforms will also improve the ability to measure outcomes. 

v. Lesson 5: Prior actions should be limited to a few key policy and institutional reforms. 

Without such a focus, implementation risks losing sight of the operation’s priorities. This 

operation has as priority areas socially sustainable urban governance, green growth and 

inclusive urban development with policies focusing on poor and vulnerable citizens. 

 

V. THE PROPOSED BELO HORIZONTE MUNICIPALITY INCLUSIVE URBAN 

DEVELOPMENT POLICY LOAN  

A. OPERATION DESCRIPTION 

64. The objective of the proposed operation is to support integrated and sustainable urban 

development and reduce social vulnerability in Belo Horizonte. This will be achieved by 

introducing innovative approaches to address urban planning, environmentally sustainable 

development, social inclusion and participation and sustainable governance. The proposed 
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operation is a one tranche ($200 million) development policy loan, aligning the municipality’s 

expressed interest with Bank engagement. The selection of the three policy areas for this 

operation (inclusive integrated urban development, green growth, and sustainable urban 

governance) reflects government priorities and their importance to long-term sustainable 

growth in BH.  

 

Table 3. Summary of the Proposed Operation’s Prior Actions 

Objective Prior Action 

Policy Area # 1: Promote inclusive urban development through innovative policies that focus on poor 

and vulnerable citizens 

a) Strengthen land 

management and 

planning  

Policy Action 1: The PBH has (a) strengthened its urban legislation by 

incorporating several innovative instruments in matters of land use, 

management and urban planning to reduce social exclusion; and (b) supported 

the expansion of private sector provision of low-income housing to its 

population. 

b) Improve living 

conditions and 

inclusion of 

vulnerable and poor 

citizens 

Policy Action 2: The PBH has enhanced resident ownership in its low-income 

housing program by developing and implementing a model for social inclusion 

and sustainable livelihoods.  

Policy Action 3: The PBH has launched a program to identify the most 

vulnerable families in its territory and has enabled the development of a 

vulnerable family-dedicated plan with tailored assistance. 

c) Strengthen service 

delivery to all 

citizens  

Policy Action 4: The PBH has improved its service delivery by establishing a 

functioning single point of access for comprehensive delivery of all municipal 

services to the population.   

Policy Area # 2: Support green and sustainable practices  

d) Improve capacity 

in mitigation of 

climate change and 

green development 

Policy Action 5: PBH has strengthened its legal and institutional framework 

for climate change mitigation and has promoted sustainable growth policies. 

e) Improve capacity 

in adaptation to 

climate change 

(Disaster Risk 

Management) 

Policy Action 6: The PBH has established a disaster management strategy (the 

Plano Diretor da Defesa Civil) and has put into operation a monitoring and 

alert system for high rainfall events in critical areas of its territory.  

Policy Area #3: Enable socially and fiscally sustainable urban governance  

f) Strengthen urban 

governance through 

results based 

management (RBM) 

and participatory 

urban planning 

Policy Action 7: The PBH has promoted long-term sustainable city 

development by establishing a results-based management model for long-term 

governance. 

Policy Action 8: The PBH has strengthened urban governance by broadening 

participatory mechanisms for budget execution. 

g) Strengthen long-

term fiscal 

sustainability 

Policy Action 9: The PBH has improved long-term fiscal sustainability by 

reforming its civil servant retirement system. 

B. POLICY AREAS 

Policy Area 1: Promote inclusive urban development through innovative policies that focus 

on poor and vulnerable citizens. 
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65. Government Policy Objectives: The government’s objective is to implement inclusive 

urban development through innovative policies that focus on poor and vulnerable citizens. 

Specifically, the priority areas where actions are needed to achieve the objectives include land 

use planning, disaster risk management, housing and social development, and urban 

development through service provision.  

1.A. Land use planning  

Context and Challenges  

 

66. Social and spatial exclusion in Belo Horizonte have resulted from high levels of 

urbanization, a very high population density, less than optimal land use, and gross 

inequalities in land distribution (Bede and Pinho 1995). Land pressures and limited access 

to land for low-income housing have been a problem for Belo Horizonte since the city was 

founded. The situation was exacerbated by patterns of population migration, and the 

concentration of public services and jobs in certain areas of the city. As a result, unable to find 

affordable housing, low-income people built their homes in irregular settlements, including 

vilas and favelas, that often lacked basic services as well as job opportunities. By their very 

nature, these settlements developed in a haphazard manner, with layouts that hamper the 

government’s ability to make public services available. This problem is intrinsic when land is 

scarce and the demand for land is high and growing, and it underlies current settlement 

patterns. To address this problem and hope to begin the process of redressing social and 

spatial exclusion, the Government of Belo Horizonte must play an active role in identifying 

land that can be released, reassigned, or rezoned for low-income housing, as well as face 

challenges stemming from the lack of green areas and public spaces for recreation. One of the 

ways to do this is to acquire private and/or unused land through appropriate negotiation 

mechanisms and instruments.  

67. The amount of vacant or underused land and vacant housing that could be 

converted into homes for low-income people is limited in Belo Horizonte.
14

 The municipal 

government is currently evaluating the stock of available land that could be released to meet 

the demand for low-income housing. However, the scarcity of land and the high demand for it 

means that urban land is extremely costly, constituting another stumbling block to the 

integration of poor families into the fabric of the city. As a result, adequate management and 

planning instruments that provide incentives to land owners and builders to develop new low-

income housing are a major part of the solution to the problems of integrated and inclusive 

urban development in Belo Horizonte. 

 

68. The city is addressing excessive verticalization in some high-income zones by 

setting reduced floor area ratios. Belo Horizonte faces excessive verticalization in high-

income neighborhoods close to the central area, worsening congestion and air pollution, and 

putting existing infrastructure at risk. To deal with this, the municipality has reduced the floor 

area ratio of these neighborhoods, and is considering invoking the rights to build statutes as 

well as the implementation of urban operations integrating urban development and mass 

transport infrastructure. The aim is to better balance the city’s development, controlling 

excessive verticalization and density and simultaneously avoiding urban sprawl. 

                                                 
14

 There are specific criteria for identifying areas and creating new housing for low-income populations, such as 

exclusion of environmentally protected areas, limitations on the size of buildings to 4 floors, etc. 
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69. Land use instruments and housing programs, particularly those geared toward 

increasing the supply of affordable housing for the poor, should be closely coordinated 

with transportation policy and planning in the city. Urban development instruments should 

take into account the two main longer-term challenges associated with transportation issues. 

The first of these long-term challenges is making services and economic opportunities 

accessible to lower-income workers, who bear the largest relative burden with relation to long 

travel times and costs to and from jobs. The second challenge is creating a balanced and more 

efficient transport network that responds to demand today and in the future. These challenges 

can be addressed through integrated transport and land use planning that recognizes the 

fundamental relationships between the location choice of residences and businesses with 

respect to changes in mobility, accessibility, and other benefits. This can be achieved in BH 

with the proper use of financial instruments and incentives for the construction of relatively 

denser neighborhoods around existing and future public transport facilities. This can also be 

advanced by promoting mixed land use development to minimize the need for costly transport 

investments that are only needed at peak commuting hours. 

Government Program Supported by the Operation  

70. The Land Parceling, Occupation, and Use Law (updated in 2010) forms the basis 

of an inclusive land governance framework to support the democratization of access to 

land and housing. The law incorporates new urban instruments (previously introduced in the 

City Statute) to the management of the municipal territory.
15

 The statute is a federal law 

issued in 2001
16

 that establishes municipal responsibilities for providing adequate housing to 

its residents, especially social housing to the most vulnerable. It allows for increased local 

autonomy in the disposition of urban property and regulatory and zoning decisions. The aim is 

to prevent commercial and other pressures from becoming obstacles to the right to housing for 

the majority of the population. The 2010 law brings previously existing piecemeal laws 

together under one legislative umbrella, providing Belo Horizonte with greater capacity and 

flexibility in acquiring land to implement social housing projects through such programs as 

the federal Minha Casa Minha Vida (MCMV) and the municipal Vila Viva.  

71. The law works towards creating a policy framework that is driven by mixed land 

use principles as a guideline to reduce and decrease spatial segregation over time. 

Additionally, it creates innovative instruments (such as urban operations that coordinate 

public and private investments under specific urban norms) whereby the nexus between 

transport, land use, sustainable planning, and economic development is explored and 

alternative urban solutions are framed.
17

 These instruments link land use with housing 

programs and indirectly with urban transport investments and will increase urbanization in 

areas that have or are planned to have the necessary levels of infrastructure and services. 

Although no results are yet available, three urban operations that will apply the new 

instruments have been or will be studied for their economic feasibility. Finally, the law seeks 

to introduce instruments, such as rights to build and reduced floor area ratios, that try to 

                                                 
15

 These include instruments such as the AEIS (Special Areas of Social Interest), the PEUC (Compulsory 

Parceling, Building or Use), the IPTU Progressivo (Progressive Tax on Property), Urban Operations, and others. 
16

 Law no 10.257, of July 10, 2001 and Provisional Measure no 2.220, September 4, 2001. 
17

 In the short-to-medium term, the planned Consortiated Urban Operations and their overlay by the major 

transport infrastructure (in particular, three new BRT corridors under development) will be the best vehicle for 

this transformation. In the longer-term, the Urban Master Plan will consider appropriate zoning and incentives 

around accessibility poles and hubs with existing or planned public transport infrastructure. 
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balance issues related to overbuilt areas resulting from rigid zoning regimes, density and 

infrastructure provision, for instance by raising costs for developers who seek to build high-

rise buildings, thereby actively encouraging or discouraging different types of construction in 

different areas of the city. 

72. The Government of Belo Horizonte has identified strategies to maximize the use 

of vacant and underutilized land to provide more space for building homes for the most 

vulnerable families. The city is pursuing two specific strategies in this area. One of those 

strategies is the donation of land to developers and CAIXA, whose responsibility will be to 

contract out and build on those parcels under PPP arrangements. The other strategy involves 

selling the most high value land under the control of the city and using the money for a fund 

charged with building low-income housing. This is an effort to entice private sector 

participation that is driven by a mixed use zone principle. However, the land thus sold carries 

strict restrictions on its use, as well as areas that will be restricted to the construction of 

housing for persons earning between 0 and 3 minimum wages per month. In 2010, the 

municipality of Belo Horizonte enacted legislation that formalizes the process of donating 

municipal public land for building low-income housing under the MCMV federal program. 

The municipality has actively addressed the issue of lack of affordable land for construction 

of low-income housing, further improving its capacity to address the low-income housing 

gap. Since the prior action was undertaken, their instruments of land use planning have 

proven to be a significant means for increasing social and spatial inclusion in the city and 

based on this, the PBH is undertaking a study in 2013 intended to expand the adoption of such 

instruments –by means of identifying and regulating additional land plots in which the private 

sector could expand its provision of low-income housing. This study will eventually be the 

basis for a proposal of a law that will further enhance the body of urban legislation. 

Strengthening its urban legislation by incorporating several innovative instruments in matters 

of land use, management and urban planning to reduce social exclusion, and supporting the 

expansion of private sector provision of low-income housing to its population is a prior action 

supported by this DPL. 

1.B. Housing and Social Integration  

Context and Challenges  

73. Reducing poverty and vulnerability in Belo Horizonte requires a coordinated 

approach by the municipality. Over the past two decades, Belo Horizonte has taken 

important steps to improve the lives of people living in vilas, favelas and conjuntos 

habitacionais. Many of these efforts, however, had a predominantly sectoral focus, in health, 

social protection, education, and the provision of physical infrastructure. The result of such 

well-intentioned initiatives has been less than optimal in terms of impacts. Inequality remains 

a pressing issue in more than 270 communities within the municipal boundaries, and social 

exclusion continues to lay the basis for anti-social behavior, violence, and crime. A new and 

innovative set of approaches is required to address the complex nexus of social exclusion, 

poverty, and vulnerability in a holistic manner. In this nexus, improving housing conditions is 

critical but not sufficient unless accompanied by social interventions that remove some of the 

root causes of people’s poverty and vulnerability. Finding ways to implement integrated and 

sustainable territorial development is key. In such a vision, the focus is spatial (the territory, 

the locality as focus for integrating service delivery to citizens) as well as human (putting 

people at the center of public policy) 
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74. Reaching out to the most vulnerable is key for eradicating poverty and social 

exclusion in Belo Horizonte. Despite the impressive gains in poverty reduction over the last 

two decades, the most vulnerable continue to fall through the cracks of the social services 

network. These families and individuals bear a greater burden in terms of higher incidence of 

diseases, higher child mortality rates, higher levels of human rights abuses (especially against 

women and children), as well as higher exposure to socially destructive habits, behaviors, and 

criminal/violent activities. In order to break out of these self-perpetuating cycles of poverty 

and social exclusion, Belo Horizonte will need to improve and increase the coordination of 

public services at the community level, create new paths out of poverty and vulnerability with 

a focus on the most vulnerable, and curtail the spread of violence and criminality. Programs 

such as the Família Cidadã, Cidade Solidária, and Pós Morar have a great potential for 

reaching those whose voices remain unheard, relying on an integrated and holistic approach to 

create bridges for them to become full citizens of the Belo Horizonte of the future. 

75. From a spatial perspective, a significant challenge is posed by the large number 

of families who continue to live in at-risk areas and need to be resettled. Currently, there 

are approximately 270 informal and precarious settlements (vilas and favelas) in Belo 

Horizonte that are home to an estimated 471,000 people (21.5 percent of the total population) 

(Tonucci Filho and Teixeira Ávila 2008). These areas include public lands in close proximity 

to existing roads, lands with a slope that is greater than 47 percent, land where geo-physical 

conditions are not apt for construction, flood-prone areas, areas that had been filled with 

harmful or toxic materials, and areas where environmental degradation would have negative 

impacts on overall sanitary conditions. Communities and families living in such environments 

may need to be moved to safer areas. While Belo Horizonte has developed a very good set of 

practices and approaches to implement resettlement programs, a number of challenges remain. 

These relate to the institutional settings to implement resettlement programs, as well as to the 

sustainability of the outcomes. Belo Horizonte has put into place a number of initiatives to 

address the ex-ante (i.e. preparatory phase) and ex-post (i.e. integration phase) of its 

resettlement programs. These include social support for resettled families throughout the 

process of moving, as well as information sessions and coordination with local authorities. 

However, the program (currently referred to as Pós-Morar) is yet to be adequately 

institutionalized and is a composite of many actions that, although perceived as important by 

local stakeholders, needs a formal coordination structure. The multiple actions that were put 

in place by the Urbanization Company of Belo Horizonte (Companhia Urbanizadora de Belo 

Horizonte, URBEL) in coordination with other local departments and service providers still 

need a clear methodology that is endorsed by all institutional stakeholders, for which the Bank 

is providing support during project preparation and supervision.  

76. Retaining resettled families in upgraded houses is in itself a significant challenge. 

Attempts at keeping the low-income population integrated into the fabric of the city highlights 

the challenge of a holistic approach to housing that goes beyond basic infrastructure provision 

to embrace a solution that is socially inclusive. The first land regularizations in the late 1970s 

were undertaken without any attempts at planning the urban spaces or providing 

infrastructure. It was not until the 1990s that URBEL began implementing an integrated, 

coordinated and participatory approach to upgrading in which in situ solutions have been 

prioritized. URBEL implements the participatory process via the Municipal Housing Council 

(Conselho Municipal de Habitação), an entity that plays a deliberative role with regards to 

municipal housing policy, and includes all social movements that deal with housing issues. In 
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traditional resettlement schemes (which are largely criticized by social movements that 

address housing as well as other key stakeholders), people who moved to new locations often 

abandoned their new premises because they were too far away from their jobs. Others failed 

to adapt to their new environments (especially when they were moved to multi-story 

condominiums). Finally, many people feared that resettlement would result in the 

fragmentation of their social capital, networks, and community safety nets.  

77. Resettlement planning and execution constantly faces new challenges during 

implementation, requiring new policy directions. As Belo Horizonte gains more and more 

experience and develops high standards to implement resettlement programs, new challenges 

are emerging. In particular, Belo Horizonte is struggling to determine how to best address the 

resettlement of commercial buildings and small businesses, which are inherently different 

from residential premises and thus require a different approach. Similarly, a major challenge 

is finding solutions for renters of houses or residential units that need to be moved elsewhere. 

Since they lack title and/or legal ownership of the premises, policy responses need to be 

adapted to meet their specific vulnerability. Additionally, the process of resettling people 

often requires temporary housing because receiving units may not be immediately ready after 

people’s removal from their original premises. Finally, a few resettled families have 

occasionally been the victims of attacks by organized criminals, often resulting in their 

displacement. Thus, policy responses need to be created to protect their rights in their new 

homes. This requires effective solutions and clear policies to mitigate impacts on affected 

people during the interim period. In particular, resettlement to new areas should be 

minimized, as land availability in areas that are not at risk is limited. To that extent, priority 

should be given to solutions that include vertical development in situ in order to avoid many 

of the risks mentioned. 

78. Integrated and sustainable territorial development remains a critical challenge to 

improve the living conditions of those who remain in vilas, favelas or conjuntos 

habitacionais. Belo Horizonte is trying to break the sectoral silos that prevent an effective 

provision of social and urban development services to poor and vulnerable people. In slum 

areas, land regularization programs and the provision of adequate infrastructure can be 

ineffective in improving people’s living conditions if socioeconomic exclusion is not tackled 

as well. Experience in Brazil and elsewhere has shown that slum upgrading programs need to 

include actions to end the socioeconomic and spatial exclusion that causes vulnerability and 

poverty. The Vila Viva program has been a useful tool for addressing this problem in Belo 

Horizonte. However, the institutional environment to address the remaining challenges of 

eradicating social, economic, and spatial exclusion has not been fully effective largely 

because programs have thematic approaches (health, housing, education, social protection, 

income generation, and economic development). These programs often work in parallel, 

addressing the symptoms of poverty and vulnerability without being able to remove their root 

causes. A more integrated and people-focused approach is needed.     

Government Program Supported by the Operation  

79. Today, Belo Horizonte continues to develop innovative approaches to put the 

poor and most vulnerable at the center of urban public policies. With Família Cidadã, 

Cidade Solidária, Belo Horizonte has embraced an innovative and inter-sectoral program to 

focus on the poorest and most vulnerable and eradicate the root causes of their vulnerability. 

From an institutional perspective, key constraints to social inclusion and poverty alleviation in 
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Belo Horizonte have been recently addressed through a holistic approach integrating urban 

development, housing upgrading, social development, and participatory governance. This 

approach involves the development of specific programs to address the vulnerabilities of 

people who can remain in their existing homes as well as those who need to be resettled. In 

addition to the Pós Morar program, the program Família Cidadã, Cidade Solidária is testing 

a new approach to put people at the center of development, starting from social exclusion and 

vulnerability and integrating housing upgrades in that broader perspective. This program 

consists of a combination of activities to address holistically the social and physical 

vulnerabilities of target beneficiaries (i.e. combining social service provision with housing 

improvements). Its aims is to put poor families at the center of government and NGO 

interventions, with an approach that stresses intersectoral coordination, decentralization of 

service delivery, citizen participation, and territorial development. The program adopted a 

methodology used by the Associação Saúde e Criança (an NGO based in Rio de Janeiro) that 

has proven very effective in breaking the poverty and social exclusion cycles for its target 

beneficiaries. Such policies begin by addressing housing issues but integrate all social 

services that are required to ensure sustainable outcomes. In this context, the goal of this DPL 

is to promote the implementation and institutionalization of holistic, inclusive, coordinated 

and integrated urban development programs, with a double focus on territorial development 

(where the territory is the terrain for the delivery of services to citizens), and on people as the 

ultimate targets of public policies.    

80. BH Cidadania is an integrated program that promotes social inclusion of the 

population living in areas of high social vulnerability. The program integrates the actions 

taken by the city on culture, sports, health, education, civil rights and social welfare, 

streamlining the work of teams and their costs and increasing the number of beneficiaries. The 

program works through 33 nuclei spread through the nine regions of BH. Each nucleus assists 

about 5,000 families. The facilities house a family care center, a multipurpose auditorium, and 

rooms for workshops, sports, culture, recreational activities, etc. The deprived areas served by 

the program should also have a Municipal Unit for Early Childhood Education (UMEI), 

operating full-time for children zero to 6 years. Within these 33 núcleos, the Família Cidadã, 

Cidade Solidária program currently works with 750 families (30 families in each of the 25 

núcleos where the program is being piloted) that have been identified as the poorest and most 

vulnerable in the municipality. The program utilizes a set of 18 indicators to determine 

eligibility of families to become beneficiaries based on health, education, crime, income, and 

housing conditions. Two such indicators (adolescent pregnant girls or adolescent mothers, and 

families where mothers have less than four years of formal schooling) are addressing specific 

gender vulnerabilities. In addition, a third indicator used is families with children that have 

undergone abuse, which has strong gender facet especially considering the issue of gender-

based violence that it incorporates. Out of the first 750 families selected, approximately 39 

percent is accounted for by families with mothers who have less than 4 years of formal 

schooling, and 13 percent of adolescent pregnant girls or mothers. The underpinning 

philosophy is based on the idea of “case management” whereby a Family Action Plan (Plano 

de Ação Familiar, PAF) is designed for and with each participating family and tailored to its 

specific needs. The plan ensures that there is adequate coordination among the different 

service providers, and lays out the framework for monitoring progress towards successful 

outcomes over a period of 2 years, or until they attain a certain level of well-being.
18
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 A system of “graduation indicators” has been developed to monitor progress made by participating families 

and to determine when they have reached a sufficient level of social integration to be able to exit the program. 
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81. Another part of the program focuses on the link between social programs 

generally and housing specifically. As housing conditions affect the overall well-being of 

target beneficiaries, the Família Cidadã, Cidade Solidária program is pilot testing an 

intervention to upgrade the physical premises of participating families. The methodology 

being tested distinguishes between families that have sufficient manpower to improve their 

residences, and those that do not (e.g. households headed by women with children). For the 

first category, the program provides training in masonry and carpentry and assists them in 

carrying out housing improvements on their own. In addition to improving housing 

conditions, the benefits of this program include the provision of vocational training to 

household members (which is particularly important for helping youths break out the cycle of 

unemployment). For the second group, the program includes direct interventions to improve 

the residences of beneficiaries. This initiative is currently being piloted with 13 families, and 

has a target of 250 residences per year for the next 4 years (for a total of 1000 units).  

82. The Família Cidadã, Cidade Solidária program stands out because it puts 

vulnerable people and families at the center of Belo Horizonte’s public policies. It 

promotes actions to enhance social protection and the human rights of the most vulnerable. 

This innovative approach is also inclusive in its implementation. Specific PAFs are designed 

in consultation and with the participation of families on an average of two years of 

consultations and follow-up appointments. The goal is one of shared responsibility to foster a 

greater sense of independence, and contrasts with the “assistance” approach to vulnerability 

reduction. Since the prior action was undertaken, the Família Cidadã, Cidade Solidária 

program was selected as the instrument to implement the federal government’s program 

Brasil Sem Miseria in Belo Horizonte in 2012. The program was successfully carried out in 

2012, and the PBH has identified a budget for 2013 to continue its activities. Launching a 

program to identify the most vulnerable families in its territory and enabling the development 

of a vulnerable family-dedicated plan with tailored assistance is a prior action (Prior Action 3) 

supported by this DPL. 

83. With the Pré e Pós Morar program, Belo Horizonte is integrating social service 

provision into resettlement programs to ensure sustainable outcomes. The program has 

been created to address the ex-ante and ex-post sustainability issues faced by people who need 

to be resettled.  To date, approximately 13,600 families have benefited from the program. The 

program is based on a participatory approach and recognizes the importance of ensuring that 

affected families take ownership of the relocation process. To that end, it supports activities 

before and after the relocation process takes place.
19

 Pré e Pós Morar goes above and beyond 

traditional resettlement approaches that are focused on fair compensation for lost assets and 

provision of housing and basic infrastructure services (access to water, sanitation, and 

electricity). The Pré-Morar phase includes a technical study to reduce the impact of the 

relocation process for the families that have to be resettled. The study is called Removing and 

Resettlement Plan - Plano de Remoção e Reassentamento (PRR). It is a formal part of the 

environmental licensing process and constitutes the basis for monitoring the resettlement 
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 Before resettlement, families are asked for their input and preferences, information campaigns help explain the 

process, the situations of individual families are analyzed, and assistance is provided to help families understand 

the pros and cons of the various options available. Actions implemented after resettlement extend over a period 

of at least 6 months. These include information campaigns, meetings with community members, facilitating 

access to local authorities and services in the receiving areas, activities to help households restore their previous 

level of income and livelihoods, social activities and registration of the houses. 



27 

 

process from its inception to its completion. The PRR includes the creation of a profile of the 

territory and the families to be resettled, a study of the receiving communities and physical 

structures, and the participatory process with the affected community. A number of 

alternatives are presented to affected people in order for them to choose their preferred option.  

84. The program focuses on the social challenges faced by resettled families, which is 

critical to ensuring improved living conditions for those affected. The aim is to reconstruct 

livelihoods in the resettlement sites and help families to select the best options for them, as 

well as to adapt to the new situation.
20

 The Pré- e Pós-Morar program follows a “people-

centered” approach and emphasizes the linkages between the different service providers 

(health, education, sanitation, etc.) in addressing the vulnerabilities of affected people. At the 

same time, the program stresses the linkages of target beneficiaries to the territorial units in 

which the various service providers operate, and the linkages between individual families and 

their communities of origin as well as the one that will receive them once they are resettled. 

Finally, the program addresses the fundamental question of providing security of tenure to 

resettled families by facilitating the obtainment of legal title to their premises. In 2011 the 

program has provided legal title to housing for 1600 families and it hopes to complete the 

process for a total of 4600 families by the end of 2012. By doing this, Pré and Pós Morar 

aims to find a sustainable solution to the issue of socioeconomic integration of resettled 

families, thereby addressing the core inclusion issues faced by low-income families. Since the 

prior action was undertaken, the program has continued to work towards enhancing ownership 

in its low-income housing program by means of facilitating access of an increasing number of 

poor families to improved living conditions, as well as social service provision. In the past 

several months the PBH has worked on finalizing the Operational Manual for the program 

and it has been published. Enhancing resident ownership in its low-income housing program 

by developing and implementing a model for social inclusion and sustainable livelihoods is a 

prior action (Prior Action 2) supported by this DPL.  

85. One important intervention launched by Belo Horizonte aims at protecting the 

rights of resettled people in their new residences. A few resettled families have been the 

victims of attacks by organized criminals operating in areas surrounding new social housing 

complexes, often resulting in their displacement. The Plan for Housing Unit Invasion 

Prevention (Plano Integral de Prevenção a Invasões de Unidades Habitacionais) in Belo 

Horizonte was launched in April 2011 to protect resettled families from violent and illegal 

expropriations. This initiative responds to a demand from URBEL to address a pressing issue 

that was affecting a number of families resettled by the municipality of Belo Horizonte. In 

2011 as of April, 221 households experienced occupations or expulsions of this sort, of which 

134 (61 percent) reported the occurrence to authorities, 70 households (32 percent) received a 

response from the Municipal Attorney. Of the 70 households that received a response, 30 

were provided with a legal vehicle to reclaim their home. The PBH’s role in the Plan includes 

developing policies to protect women and youths among other vulnerable populations. The 

methodology being developed includes monthly meetings with the participation of the mayor, 

as well as the establishment of a thematic observatory to ensure public safety in resettled 
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 The program provides a number of services that help resettled people to better understand the challenges of 

moving to a new location, such as the socioeconomic implications of living in a condominium versus 

independent housing (for instance, the potential impact of being unable to sell goods informally out of the front 

door once the family is moved from a house to a fifth floor apartment). It also provides conflict resolution and 

services to ensure their full integration into the recipient communities. 
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areas. The program established a number of protocols and procedures to respond promptly 

and effectively to instances of illegal occupation or expulsion of resettled families from their 

residences.  

86. Belo Horizonte is also investing in jobs and skills development for vulnerable 

people from low-income communities. The Família Cidadã, Cidade Solidária program, for 

example, is implemented in partnership with the Tupynambá Yara Institute, which offers 

training in construction-related professions. The course covers vocational skills (masonry 

construction, finishing, electrical, plumbing, painting, carpentry, and workplace safety), as 

well as civic and behavioral skills (human relations, ethics, citizenship). The course promotes 

physical interventions to upgrade the houses of families covered by the BH Cidadania. In 

addition, the Secretaria do Trabalho is launching the Citizen Volunteer Program in 

collaboration with local authorities and social service providers. This initiative provides 

training for young people with a history of involvement in minor criminal activities or at risk 

of being drawn into gangs. Youth are trained to become members of fire brigades with the 

intent of developing stronger civic values and increasing their chances of being able to join 

the formal labor market. The Secretaria do Trabalho has also created a Development 

Committee to recycle waste and train people in this new profession. Finally, it is pilot testing 

an entrepreneurship development program with 500 families in selected urban areas, advising 

them on businesses opportunities, marketing, basic management, micro-credit, business 

licensing processes, and referrals to specific training courses.   

1.C. Urban Inclusion Through Service Provision 

Context and Challenges  

87. The municipality is the main service provider for most of the daily needs of 

ordinary citizens. BH provides services to its residents that range from health and education 

to business licensing and city maintenance. In order to improve the quality of those services, 

the municipality adopted a De-bureaucratization Plan with 49 initiatives to improve services 

and internal processes. The initiatives are organized around three axes: improving attention to 

citizens, improving the business environment, and improving internal processes (to enhance 

service provision). The first axis encompasses all the projects that focus on improving the 

delivery of services to citizens. Projects to improve attention to citizens include such things as 

establishing a single phone number that persons would call to communicate with the city 

(Central 156), and the construction of three One-Stop Shop (OSS) facilities for municipal 

service delivery to citizens (BH Resolve). In order to improve the business environment axis, 

the government of Belo Horizonte grouped all initiatives relating to reducing costs and time 

periods to award business licenses so that they could be addressed together and the issue 

resolved. To improve internal processes, the government undertook a survey of all existing 

and planned modernization projects to rationalize them. It is now supporting and monitoring 

the implementation of those projects. 

88. Service provision before the de-bureaucratization plan in BH was a collection of 

single initiatives undertaken by each secretariat. Some secretariats provided services face 

to face in one central location, while others would go at length to provide services in a 

decentralized fashion and through multiple channels. Also, there was no guarantee that the 

information given by these several outlets was coherent. Therefore, a citizen searching for a 

service in one secretariat would be referred to one secretariat to solve a certain problem and 
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another secretariat may well have given different information, and it may even refer him back 

to his original entering point in a circular fashion. The challenges faced by the municipality 

includes the difficulties to survey all public services and information offered by  the 

municipalities, to surpass a very  formal and departmental organization in order to streamline 

services and to change public service mentality in order to view citizens as a client. 

89. The creation of OSS for public services was initiated in Brazil by the states of 

Bahia and São Paulo in the late 1990s. The state of Minas Gerais began adopting these 

models in 2007. The implementation of BH Resolve is an area of policy convergence between 

the state and municipal government, as well as a well-tested state policy that is being put into 

operation by PBH. Surveys show that 98.4 percent of users rated services at BH Resolve as 

excellent or good. On average, the first unit of BH Resolve offered around 95,000 services 

every month. 

Government Program Supported by the Operation  

90. The flagship action of the De-bureaucratization Plan with respect to providing 

services to the residents of BH is the implementation of BH Resolve. Upon taking office in 

2009, the mayor of Belo Horizonte gathered together several nascent and ongoing initiatives 

to modernize and improve work processes into a De-bureaucratization Plan. One of the 

initiatives was to improve public services through all channels (internet, phone and face to 

face). The PBH undertook a survey of all services offered and mapped the services and 

information rendered to a uniform script so all citizens would get the same result regardless of 

the channel through which they communicated with the government. Thus, the PBH 

reformulated the city service’s website and call center (311-like number) and created BH 

Resolve, which brings all these agencies together in one building and provides access to all 

the services provided to residents in a convenient One-Stop Service unit. BH Resolve resulted 

from a revamping of service provision in BH. Since the prior action was undertaken, activities 

have steadily increased as well as the number of citizens attending daily, from 4,674 in 2010 

to 5,069 in 2012. Additionally, as user surveys indicate, quality of specialized services has 

improved, with more dedicated offerings for the citizens. Improving its service delivery by 

establishing a functioning single point of access for comprehensive delivery of all municipal 

services to the population is a prior action for the DPL. 

Policy Area 2: Support green and sustainable practices  

Context and Challenges 

91. The municipality of Belo Horizonte does not have a comprehensive program to 

evaluate and respond to the impacts of climate change. BH is recognized for its efforts in 

the area of environmental management. The municipality is currently implementing initiatives 

across all sectors (e.g. transport, sanitation, energy efficiency), which address the city main 

environmental problems. While the local impacts of these initiatives are systematically 

monitored through BH Metas e Resultados, the municipality has not explicitly made the 

linkages with the climate change agenda, and is therefore not capturing the global climate 

benefits of these individual programs. Moreover, in the absence of a comprehensive strategy 

to address climate change at the municipal level, it is difficult to prioritize the impact and thus 

the importance of these initiatives in the context of climate change mitigation and adaptation. 
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92. However, the municipality has compiled baseline data that would make it 

possible to coordinate ongoing initiatives within the context of climate change. In terms 

of mitigation, the 2007 municipal inventory of greenhouse gas emissions identified the 

transport sector as the largest sources of emissions. In terms of adaptation, areas vulnerable to 

flooding and landslides from extreme weather events have already been mapped. Climate 

change discussions amongst the various municipal agencies have been taking place since 

2006 within the context of the Municipal Committee on Climate Change.  However, BH 

would benefit from a more integrated approach to climate change management, which could 

better frame ongoing initiatives within the context of municipal priorities to address climate 

change impacts and capitalize co-benefits. This integrated approach would not only assess 

current vulnerabilities and expected impacts of climate change at the local level, but it could 

also define priority actions, establish targets and monitoring protocols, and assign roles and 

responsibilities for the various agencies at the municipal and state level. 

2.A. Mitigation 

93. Rapid urbanization rates combined with economic prosperity have placed 

increasing pressures on water resources and air quality in BH, and have led to growing 

emissions of greenhouse gases, particularly from vehicular sources. BH is implementing a 

number of programs aimed at improving efficiencies in the energy, water, solid waste and 

transport sectors, as well as to restore the urban environment. These ongoing programs are 

fully consistent with climate change mitigation initiatives, but they are currently not designed 

to account for reductions in greenhouse gas emissions. Making the connection between these 

programs and the climate change agenda would allow the city to capitalize on co-benefits 

from local actions. Therefore, in order to address environmentally sustainable growth more 

strategically, and take climate change mitigation benefits into account, there is a need to: (i) 

better integrate and consolidate ongoing programs (both those under BH Metas e Resultados, 

as well as other individual environmental initiatives) under an overall umbrella of sustainable 

growth initiatives; and (ii) identify and quantify the mitigation benefits of those initiatives 

through the monitoring and accounting of reductions in greenhouse gas emissions.  

94. Moreover, consistent with the municipality’s strategic management approach, 

there is a clear need to develop a municipal climate change action plan that would 

account for ongoing initiatives, clearly update mitigation targets, and prioritize actions 

across sectors. To date, BH has managed its environmental priorities through targeted, 

sector-specific programs that are leading to improvements in the management of water and air 

quality. An incremental effort to frame this ongoing work within the context of climate 

change, through the development of a city-wide mitigation action plan, would elevate the 

current management level to a much more strategic position. Many of the elements of what 

would be an action plan are already in place but must be better coordinated. Also required is 

an update of the assessment of the city’s baseline and monitoring mechanisms. 

Government Program Supported by the Operation  

95. The proposed operation will support the Government of Belo Horizonte in 

addressing both mitigation and adaptation for climate change. A climate change law, 

enacted in 2011 (Law 10,175 of May 6, 2011), introduced municipal policies for climate 

change mitigation. The law is comprehensive (outlining specific actions to be taken in the 

transport, energy, solid waste, construction, and land use sectors) and aims to reduce 
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greenhouse gas emissions. It defines a road map for identifying mitigation actions, and for 

establishing greenhouse gas emissions reduction targets by highlighting the importance of 

defining a baseline and preparing plans of actions to achieve these targets. Moreover, the law 

assigns responsibilities for monitoring, enforcement, information dissemination and public 

awareness, and it defines possible financing instruments. This is a major step forward in the 

development of a cross-sectoral platform through which existing individual initiatives, as well 

as future sector-specific programs, can be coordinated in a more strategic manner.  

96. The climate change law formally creates the Municipal Climate Change and Eco-

economy Committee and gives it the mandate to coordinate the participation of relevant 

stakeholders in the implementation of climate change policy. In a manner consistent with 

the city’s participatory approach, the Committee includes representatives from government 

agencies (municipal and state level), the private sector, academia, and civil society. The 

formal establishment of the Committee is important because it consolidates city-wide 

mitigation initiatives, it clarifies institutional arrangements for climate change mitigation, and 

it creates a cross-sector forum where implementation of the city’s climate change agenda can 

be discussed. Therefore, with the issuance of the climate change law, the municipality has 

addressed the need to clarify institutional arrangements for climate change and it has 

consolidated a strategic plan for mitigation measures that is more focused, can be monitored, 

is accountable, and is more likely to reach substantive reductions in greenhouse gas 

emissions, while delivering on local green growth priorities.  

97. This operation will substantially advance BH’s green agenda by supporting the 

definition of a mitigation action plan outlining the way in which the policies stated in the 

climate change law are to be implemented. The PBH will prepare and launch a process to 

identify all areas and issues vulnerable to climate change. As part of this process, the 

government will create institutional arrangements to conduct this assessment and will take a 

new inventory of emissions (which may involve a consumption-based model in addition to a 

production-based approach). The PBH will also launch a municipal action plan to address 

climate change, including adaptation and mitigation measures. This process involves defining 

steps, milestones, and coordinating mechanisms that will make it possible to achieve the 

targets set by the law. In general terms, it involves a clear definition of the baseline conditions 

by updating the 2007 inventory and accounting for all the ongoing mitigation actions, 

estimating emissions reductions resulting from potential mitigation actions, establishing a 

monitoring system to account for emissions reductions, establishing coordination 

mechanisms, and providing feedback. Since the prior action was undertaken, PBH concluded 

its second municipal emissions inventory in September 2012 and will present its multi-sector 

greenhouse gas reduction plan by May 2013. Several additional actions have taken place to 

bring this agenda forward, including the implementation of the Rapid Assessment of City 

Energy (TRACE), which was presented at the Local Governments for Sustainability (ICLEI) 

World Congress hosted by Belo Horizonte in June 2012. Strengthening its legal and 

institutional framework for climate change mitigation and promoting sustainable growth 

policies is a prior action for the DPL. 
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2.B. Adaptation  

Context and Challenges  

98. Preparing for climate change and increased hydraulic variability is a crucial 

component of any city’s climate change action plan. An action plan can help a community 

become more resilient to the effects of climate change. As explained by the International 

Council for Local Environmental Initiatives (ICLEI), “resilience is the capacity of a 

community to respond creatively, preventatively, and proactively to change or extreme 

events, thus mitigating crisis or disaster.” Some of the most serious impacts will be water-

related, such as flooding of critical infrastructure and longer droughts. Fortunately, 

increasingly accurate downscaled modeling is helping cities to better understand their 

vulnerabilities and the ways in which they can prepare for change.  

99. Belo Horizonte is moving towards more smart-growth strategies to adapt to 

climate change. Although already a compact city due to its limited territory, Belo Horizonte 

is increasing the land area to be preserved, either by establishing new protected areas or by 

restricting construction in more sensitive sites. In addition, it is helping communities to 

prepare for more extreme weather events and to deal with natural disasters. Some of the 

strategies that the city is pursuing are in line with international best practices, including the 

following measures: (i) provide ample opportunity for participation by local stakeholders; (ii) 

discourage building in existing or projected flood-prone areas; (iii) pursue nonstructural 

solutions and exploit natural protective features to address problems such as flooding; (iv) 

upgrade storm-water systems to better manage heavier storm flows; (v) preserve large, 

contiguous areas of open space to better protect ecosystems that may be under pressure from 

the changing climate; and (vi) encourage water- and energy-efficient buildings and land use.  

100. Some of the measures were introduced by the Urban Master Plan Law (which 

was revised in 2010). This has allowed the municipality to use modern urban management 

instruments (such as the transfer of development rights) to protect and preserve 

environmentally sensitive areas. The law resulted in an increase in the use of solar water 

heating, the reuse of rain water and treated wastewater, the greening of existing brownfields, 

and the increase in the minimum permeable area of plots, among others. 

101. However, there are other measures that Belo Horizonte still has to consider, such 

as improving coordination on land use and transportation infrastructure planning and 

decision-making and incorporating climate change projections into those decisions. The 

city may also benefit from introducing other best practices into sustainable urban design, such 

as green infrastructure to reduce the amount of runoff from paved surfaces. Although BH has 

a positive history with respect to local planning, the city still has to improve the effective 

implementation of laws and plans as a means to both mitigate and adapt to climate change. 

102. Belo Horizonte also needs to improve its coordination with the state of Minas 

Gerais to fully assess water-related vulnerabilities to climate change, including future water 

availability, precipitation, drought, runoff patterns and flooding risks. This involves the 

following: (i) assess water supply vulnerabilities and prepare for changes in available water 

resources; (ii) explore creative legal options to address problems such as flooding; (iii) 

prioritize the development of clean and efficient energy; (iv) think about climate change 

vulnerability in terms of emergency preparedness and risk management planning; (v) create 



33 

 

dedicated sources of funding for climate change preparedness; (vi) pursue regional 

partnerships for climate change research and planning; and (vii) take advantage of existing 

resources, including from the ICLEI–Local Governments for Sustainability Conference, held 

in BH in 2012. 

103. The municipality is moving toward a more proactive approach to reducing risks 

but, despite some advances, it needs to increase its focus on creating a broad and 

comprehensive envelope encompassing risk management, adaptation, and emergency 

management efforts. Adaptation and disaster risk management encompass a wide range of 

approaches to reduce the risks of climate extremes and disasters, and to manage remaining 

risks as they change over time. These approaches are complementary and often overlapping, 

and can be pursued simultaneously. While progress in identifying and mitigating natural 

hazard risks has been made, the municipality lacks laws, programs, and plans for a more 

systematic approach to disaster risk reduction. There is a need to combine Belo Horizonte’s 

strengths and resources to prepare for and undertake actions to reduce adverse impacts, 

moderate harm, or exploit beneficial opportunities of better coordination.  

104. One of the main challenges facing Belo Horizonte is to improve institutional 

coordination among the different groups working in disaster risk reduction, climate 

change adaptation, and emergency management. Although the municipal government has 

created a coordinating group for managing at-risk areas and a municipal committee to address 

climate change, these do not clearly coordinate and regulate the specific responsibilities of the 

various local government entities, nor do they ensure that sufficient capacity exists at the 

municipal level to efficiently manage disaster risk.  

105. The municipality has recognized the need to centralize information and improve 

coordination for alerts, and is developing protocols to coordinate disaster response 

efforts. Data collection regarding hydro-meteorology, as well as vulnerability mapping and 

mitigation efforts are implemented independently without central coordination. In addition, 

historical disaster impacts are generally not taken into account and their economic losses are 

not adequately assessed. The municipality depends on URBEL to address landslide risk; 

SUDECAP and DRENURBS for flood risk; and the Civil Defense for disaster response and 

recovery. Currently, Civil Defense manages relief and recovery operations without significant 

input and support from key agents involved in natural hazard risk evaluation. 

Government Program Supported by the Operation  

106. The Government of Belo Horizonte needs to address the challenges of adapting to 

climate change, including the lack of coordination among agencies that deal with DRM 

and the lack of an early warning system. The government is currently developing a 

strategic plan (called the Plano Diretor for Civil Defense) that defines the institutional 

framework for disaster risk management. This plan will serve as the foundation for a 

comprehensive approach to disaster risk management and it will include strategies, policies, 

and measures to improve the understanding of disaster risk, foster disaster risk reduction and 

transfer, and promote continuous improvements in disaster preparedness, response, and 

recovery practices. The explicit purpose of these efforts is increasing human safety, well-

being, and quality of life, and promoting sustainable development.  
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107. The municipality of Belo Horizonte is currently developing and implementing a 

set of protocols that will govern an integrated early warning system to monitor rainfall 

and water levels, and alert key institutional actors and affected communities. The Grupo 

Executivo de Áreas de Risco is establishing emergency protocols and improving the ability to 

generate and disseminate timely and meaningful warning information to communities 

threatened by floods and/or landslides so that they are able to prepare and act appropriately 

and in a timely manner to reduce the likelihood of harm and loss. This effort will be led by the 

Civil Defense and include strategic actors (URBEL, DRENURBS, SUDECAP, NEPE-SAN, 

and the Municipal Secretariat of Works and Infrastructure). Key activities will include: (i) 

operation of the hydrological database; (ii) real time monitoring of rainfall and water level 

stations; (iii) consistency analysis of data and transfer to the Alert Information Center (CIAC); 

(iv) definition of the critical water level for each stream (threshold value); (v) generation of a 

report of each flooding event; (vi) maintenance of the monitoring network; (vii) the 

calibration of models; (viii) upgrade of flooding maps; (ix) working with community rain alert 

groups (NACs) to establish community actions and volunteers, exchange information, and 

provide warning and disaster response; and (x) risk monitoring and management of the alert 

system. Following establishment of the protocols, an alert and emergency operations center 

will be set up to implement it. Since the prior action was undertaken and under the umbrella 

of an overarching sectoral strategy, annual contingency plans have been prepared. Approved 

in July 2012, the current Contingency Plan is in effect and the 2013 Contingency Plan is 

under preparation and will be approved by July 2013. Establishing a disaster management 

strategy (the Plano Diretor da Defesa Civil) and putting into operation a monitoring and alert 

system for high rainfall events in critical areas of its territory is a prior action for the DPL.  

Policy Area 3: Enable socially sustainable urban governance 

108. Government Policy Objectives: The government’s objective is to ensure that future 

sustainable urban development is accompanied by sound governance mechanisms based on 

participatory approaches, results-based management, and sound fiscal management. 

Specifically, the priority areas where actions need to achieve the objectives include urban 

planning and public sector management, as well as long-term fiscal sustainability. 

3.A. Urban Governance: Results-based management and participatory approach 

Context and Challenges in Urban Governance.   

109. The city of Belo Horizonte has pioneered innovations in local policy formulation 

and institutional development based on participatory mechanisms. This process strongly 

emphasizes the need for decentralizing public policy formulation, as well as the management 

of public services, and resources management in general. To promote the increased 

participation of citizens in local decision-making, the government has formulated and 

evaluated local policies, established investment priorities, and assessed the quality of public 

services. The development of this innovative institutional framework is currently seen as a 

way of endorsing the emergence of a new type of citizen involvement through: (i) public 

involvement in the decision-making process, resulting in the development of shared 

responsibility in policy formulation and implementation; (ii) increasing transparency in the 

decision-making process, particularly regarding the establishment of investment priorities; 

(iii) fostering ethical behavior in politics, resulting in reduced corruption and perks; and (iv) 

promoting social control over the development of public policies, among others.   
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110. Notwithstanding such efforts, setting up an efficient institutional participatory 

framework has encountered challenges, including establishing and implementing a long-

term vision for the city and maintaining citizen’s engagement in policy-making. These 

effort not only require a strategic forecast of the strengths and weaknesses of the 

municipality’s economy and institutions, but also the capacity to monitor progress and keep 

an open and transparent dialogue with the population. Additionally, in the PBH management 

view, the mechanisms related to participatory budget preparation seem to have reached a 

plateau in terms of their capacity to involve people. The effort to set up a Participatory Digital 

Budget (Orçamento Participativo Digital, OPD) to reach middle-income residents has not 

yielded the expected results.  

111. Despite the very progressive approach to inclusion, and the fact that the impact 

of participatory processes is tangible and widespread throughout the city, participation 

over the years has oscillated, without a clear improvement in the quality of 

participation. In addition, the participatory processes have relied on established community 

leaders who, over the years, have come to dominate the process itself, running the risk of 

becoming politicized and losing its ability to adequately represent their communities 

(particularly women and youth). Thus, a key challenge is the enlargement of the pool of 

community leaders and representatives above and beyond the well-established leadership 

structures that have become consolidated over the years. Finally, a challenge of the Gestão 

Compartilhada is the time horizon it envisions. During the years of participatory budgeting, 

residents of low-income communities have tended to emphasize and seek responses to 

immediate needs, at times at the expense of a more strategic and middle- to longer- term 

planning process that could effectively remove some of the root causes of poverty and 

vulnerability in their localities. 

Government Program Supported by the Operation  

112. Belo Horizonte has designed a long-term municipal strategy and program to 

complement the short- and medium-term results-based management framework in 

order to address sustainability issues related to urban development and growth. In the 

past 2011 and 2012, BH engaged in a complex policy exercise to define possible urban and 

economic development scenarios for the city during the next 20 years, taking into account the 

metropolitan context, current and expected pressures, and endogenous and exogenous 

variables. The purpose of the effort was to find the most likely economic scenario for Belo 

Horizonte and identify critical issues and challenges going forward. The exercise also 

provided an empirical diagnosis of the key areas of action to foster potential growth strategies 

for the city. Each iteration of this exercise was accompanied by public consultations. The 

result was the development of a long-term vision for BH to 2030 that involves 20 core areas 

with actions in six strategic objectives and 40 indicators to monitor policy impact. It is based 

on sequential 4-year plans, the first of which is the BH Metas e Resultados 2009-2012. The 

PBH has developed a three-tier system of objectives driven by a chronological schedule 

specifically defining goals for the short-term (2009-2012), medium term (2015) and long-term 

(2030). A secretariat to permanently monitor the results-based management approach has also 

been created. Since the prior action was undertaken, the first phase of BH Metas e Resultados 

achieved its stated goals for 2012 with the end of the last Administration. The new 

Administration is choosing to continue the program and it is preparing new goals for the next 

four years of the administrative cycle. Promoting long-term sustainable city development by 
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establishing a results-based management model for long-term governance is a prior action for 

the DPL. 

113. In order to broaden the scope of participatory decision-making, Belo Horizonte is 

going beyond the process of participatory budgeting (resource allocation) and moving to 

participatory planning (planejamento participativo). This initiative is led by the Secretariat 

of Shared Management (Secretaria Municipal Adjunta de Gestão Compartilhada), and aims 

at generating a shared vision for the development of Belo Horizonte, moving beyond the 

identification of specific and ad hoc interventions, towards more strategic ones that will 

define the course of development for the city. In addition, this intervention will foster a 

stronger sense of demand and responsibility for public goods and services on the part of 

citizens to address issues such as absenteeism and vandalism that remain unresolved. The 

initiative has divided the city into 40 sub-zones (territórios), identified new leaders and 

representatives for each zone, and is developing a process to create a participatory plan. In 

turn, these 40 territórios are grouped into 9 regions with common social and economic 

profiles in an attempt to identify homogeneous areas and facilitate the planning process. The 

Gestão Compartilhada was launched in June 2011 through nine regional meetings. These 

meetings were intended to generate awareness about the methodology used to implement the 

participatory planning process, which includes the establishment of working groups in each of 

the 40 sub-zones, the preparation of project proposals, and technical assistance provided by 

municipal authorities for the completion of proposed interventions.  

114. The active participation of women, youth, private sector operators, school 

officials, health workers, and religious leaders is a distinctive element of the Gestão 

Compartilhada. The overall results have been announced to a city-wide forum (Fórum da 

Cidade) at the end of the process, and agreed results will become part of the Orçamento 

Participativo for the following biennium. While the traditional OP processes had established 

budgetary ceilings for community-led interventions, the Gestão Compartilhada will not have 

such limits. This decision constitutes an attempt to move beyond the accomplishment of ad 

hoc projects at the micro level, and provide the space for larger scale transformative 

interventions for the beneficiary community. Overall, the goal of the Gestão Compatilhada is 

to establish the broader umbrella for participatory planning in terms of urban and social 

development. In that context, the traditional OP will become one of the key instruments to 

implement the strategy formulated by communities in conjunction with municipal authorities. 

The implementation of the Municipal Deputy Secretariat of Shared Management is an attempt 

to revamp all participatory forums in the municipality by enhancing transparency and 

accountability in all sectoral policy councils, instituting the participatory long-term planning 

and trying to engage citizens. The Participatory Planning efforts resulted in 2,500 proposals 

from the territories in the participatory cycle ending in June 2012. The PBH instituted a 

working group to evaluate the proposals for inclusion in the 2013 budget. Strengthening urban 

governance by broadening participatory mechanisms for budget execution is a prior action for 

the DPL.  

115. Additionally, BH is spearheading a complementary initiative to engage youth. By 

means of the program OP Criança e Adolescência, the municipality hopes to build a more 

engaged citizenship in younger generations through the use of social network websites and 

other tools. This program involves primary and secondary school children in establishing a 

vision for BH and fostering a sense of shared responsibility for the management of public 

goods in the citizens of tomorrow. 
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3.B. Long-term fiscal reforms 

Context and Challenges  

116. The budget of Belo Horizonte is under increasing pressures to raise spending on 

health, social protection, and housing, as well as investments in urban transportation. 

These challenges must be met while remaining within budget constraints. Prudent fiscal 

management is a sine qua non condition for any long-term plan to improve well-being as 

desired in the BH 2030 Plan. Overall, BH has exercised prudent fiscal management. The 

government is gradually improving its budget and financial management processes and 

capacity. On the budget side, it has instituted clear ceilings for sectoral budget proposals. In 

addition, in 2011 all secretariats were required to curtail the rate of growth of recurrent 

expenditures to one percentage point below the inflation rate, in order to make resources 

available for investment. On the revenue side, the government adopted several measures to 

improve the efficiency of tax administration and close the revenue gap.  

117. While addressing short-term hindrances for fiscal sustainability is important, 

dealing with long-term challenges is key for the success of the BH 2030 plan. One such 

risk is the civil servants retirement system, which is funded by the municipality. There 

currently are 29,418 active civil servants, 9,892 retired employees, and 2,995 pensioners in 

BH. The present imbalance originated from past generous benefits rules and small 

contribution rates and periods. Such problems have been addressed by the implementation of 

new rules concerning contribution rates, periods and benefits calculation by amendments to 

the Federal Constitution, that are legally binding to the municipality as well. Actuarial studies 

show that a new fund working solely under the new rules would be financially sustainable. 

Currently, because of the legacy of senior civil servants, the actuarial deficit stands at R$6.8 

billion, while the current deficit forecasted for 2011 is R$16 million.  

Government Program Supported by the Operation  

118. The municipality is addressing an important long-term fiscal risk by reforming 

the retirement plan for civil servants. The Bank is supporting the reform of the civil 

servants pension and retirement system. The prior action is the municipal law 10362/2012, 

passed on December, 29th of 2011. The key element of the reform is the segregation of the 

beneficiaries into two funds. The new fund (BHPREV, Belo Horizonte Previdencia) receives 

the contributions from civil servants entering civil service after the approval of the law. 

BHPREV thus accumulates resources, paving the transition from a pay-as-you-go system to a 

fully funded system. The current servants and retired employees that enjoy more beneficial 

rules arepaid by the financial fund (FUFIN), whose deficit is borne by the municipal 

Treasury. As a corollary, PBH will be contributing more money during a transitional period. 

On the other hand, new servants whose retirement rules are more actuarial balanced 

contribute to a capitalization fund that only pays the benefits for newly admitted civil 

servants. Thus, this fund accumulates resources for nearly 35 years before starting to make 

bulk payments. After the aforementioned transitioning period is over, the civil servant 

retirement and pension system will be balanced and self-sustainable. Since the prior action 

was undertaken, the new civil servants have already began contributing to the capitalization 

fund BHPREV. Improving long-term fiscal sustainability by reforming its civil servant 

retirement system is a prior action for the DPL. 
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VI. OPERATION IMPLEMENTATION 

A. POVERTY AND SOCIAL IMPACTS 

119. The policy reforms supported by this operation address key issues and needs 

related to the city’s historical social and spatial segregation. As such, they are expected 

to have significant positive social and economic impacts on the most vulnerable 

population, in particular, the poor living in substandard housing and informal and at-risk 

settlements (vilas and favelas). During the project preparation phase, the Bank undertook a 

poverty and social impact analysis to explore the disaggregated social impacts on different 

stakeholder groups.
21

  

120. These policies and reforms address the main social vulnerabilities of Belo 

Horizonte, which are linked to access to services, land and economic opportunities, 

social and spatial inequality, dense urbanization, and settlement in environmentally 

sensitive and at risk areas. There has been a sharp decline in poverty rates in Belo Horizonte 

in the past two decades. Census data for 2010 show that just 5.4 percent of the city`s 

population lives below the poverty line, compared to 18.9 percent in 1991 and 14.2 percent in 

2000. Just 1.3 percent of the city`s population live below the extreme poverty line.
22

 

However, the poverty picture is quite different when looking at each of the nine 

administrative regions into which the city is organized. The poverty rate ranged from 9.1 

percent to 18.9 percent in 2000 depending on the region. There are more than 200 informal 

and precarious settlements (vilas and favelas) in Belo Horizonte, comprising nearly 130,000 

households (15.3 percent of all households), who often live on steep slopes or river banks 

prone to natural disasters (landslides and floods).
23

 Poverty hits harder families who are 

headed by single women or young couples with children, people from afro-descendent 

origins, and people with lower levels of formal education. These families are overrepresented 

among the residents of vilas and favelas, among those living under poor housing conditions, 

and among those living in at-risk areas. Historically, social services provided by the 
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 This analysis used secondary data and relied on primary data collected through individual interviews and/or 

focus group meetings with key stakeholders. The analysis centers on stakeholder and risk analysis. One of its 

aims was to assess the distributional effects of the policies supported by the operation. The analysis also studied 

the potential risks that the policies may impose upon the most vulnerable social groups, identifying possible 

sources of social criticism and resistance to policy implementation and the risks they present to its effectiveness. 

Finally, the report assessed the positive and negative effects that the policies may have on the poor. This 

consultative process included meetings with: (i) residents of vilas and favelas; (ii) leaders of community 

associations who participate in COMFORÇAs (the regional committees that oversee implementation of works 

selected by the OP participatory processes); (iii) social movements related with housing issues and participants at 

the OPH program; (iv) people affected by urban and housing upgrading interventions (Vila Viva) and the 

involuntary resettlement program (PROAS); (v) community leaders from neighborhoods that receive services 

from the BH Cidadania Program; (vi) civil servants unions and class associations; (vii) one NGO active in the 

vilas and favelas; and, (viii) scholars whose research focused on urban and housing upgrading, and popular 

participation and civic organization. 
22

 Ministério do Desenvolvimento Social, Panorama Municipal: Belo Horizonte, available at 

http://aplicacoes.mds.gov.br/sagi/simulacao/layout/teste/miv_novo.php. Nearly 183 thousand families are 

enrolled at the “Cadastro Único”, whereas about 73 thousand benefit from the Bolsa Família Program. Reaching 

5.3 percent, the unemployment rate in Belo Horizonte is the lowest among the Brazilian metropolitan regions 

(Fundação João Pinheiro/Seade-Dieese: Pesquisa de Emprego e Desemprego, 2012. 

http://www.seade.gov.br/produtos/ped/metropolitana/mensal/pdf/info_slides.pdf). 
23

 The housing deficit in BH is 8 percent. About 5 percent of this deficit is due to precarious housing, 41 percent 

to co-habitation, 47 percent to excessive burden, and 7 percent to overcrowding (Fundação João Pinheiro, 2007). 

http://aplicacoes.mds.gov.br/sagi/simulacao/layout/teste/miv_novo.php
http://www.seade.gov.br/produtos/ped/metropolitana/mensal/pdf/info_slides.pdf
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municipality have not reached the most vulnerable families, who have also been unable to 

participate in the city`s decision-making processes.   

121. In the city of Belo Horizonte, these major constraints to social inclusion and 

poverty alleviation were recently addressed through a holistic approach to problems 

related to urban and housing upgrading, social development, and participatory 

governance. The foundations of this approach are the funding mechanism of the Participatory 

Budget (PB), the planning tool developed by the BH Urbanization Company (URBEL) to 

implement urban and housing upgrading programs (Comprehensive Local Plan, PGE), and the 

social work program (BH Cidadania) implemented in the most deprived areas of the city. The 

stakeholder analysis has shown a high level of consensus about the positive effects that these 

tools have had in public service delivery and the quality of life at previously neglected city 

areas. Improved urban and housing conditions had a positive impact on the assets of poor 

people. Better access to education, health services, and social assistance had a positive impact 

on human capital and life expectancy. Improved participation in policy decision-making and 

shared authority and accountability had a positive impact on citizenship, agency, and 

community ties, improving the dignity of people’s lives. Finally, the combination of all these 

improvements had a positive impact on feelings of self-worth, respect, and self-esteem. 

122. A key concern related to urban governance and integrated development policies 

refers to the representativeness of the various groups participating in the municipal 

policy decision-making process. The stakeholder analysis has also shown that the 

Participatory Budget processes are strongly prized by most representatives of poor and 

vulnerable neighborhoods because they rendered vilas and favelas “visible” to public 

authorities, gave voice to their mostly deprived population, and provided public funds to 

address their priority needs. Despite all the gains associated with PB, this strategy of public 

governance is facing increasing criticism due to: (i) meager municipal resources allocated to 

PB works and the consequent slow pace and piecemeal character of its interventions; (ii) the 

capture of participatory areas by traditional political elites; (iii) the overwhelming influence 

that coalitions of community leaders have on the decision-making processes, hampering the 

inclusion of claims from neighborhoods that are not part of these leadership structures; (iv) 

the slow pace of turnover of community representatives engaged in these processes; and (v) 

the exclusion of the most vulnerable groups from the process as they lack the time and the 

means needed to participate. Consequently, trust in the participatory mechanism has been 

eroding and some consider that, although during its early stages PB responded to priority 

community needs and promoted civic awareness and agency among the city`s poor, it now 

risks responding mostly to political influences and clientelism. Some also stated that 

participation has declined. Indeed, in the 2009/2010 cycle, participation in OP reached its 

second largest figure, convening nearly 41 thousand people. However, in the following cycle 

it dropped to nearly 26 thousand people. Policy reforms supported by this operation have 

changed the rules of budget allocation among the city`s regions, favoring areas with less 

access to public services.
24

 They are also identifying and engaging new leaders in the 

evolving communities as well as attracting and engaging youth and the middle class by 

widening the focus of participatory meetings to include planning as well as budgetary issues. 

In doing so, the concerns expressed by most stakeholders will be answered and the 

achievements made by the poorer segments of the population in terms of public governance, 
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 Prefeitura de Belo Horizonte, Orçamento Participativo 2013/2014: Metodologia e Diretrizes,  
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community participation, and civic engagement with the participatory processes will be 

revamped, consolidated, and expanded. 

123. The operation supports land regularization, urban and housing upgrading 

policies, which directly address several concerns raised by representatives of social 

movements and NGOs as well as communities and families directly affected by 

involuntary resettlement and those participating in urban and housing programs. These 

policies include the consolidation of a tailored holistic approach of pre- and post-resettlement 

social activities, the implementation of an integrated plan to prevent invasions and/or recover 

those that have already been taken, and additional measures to prevent disasters related floods 

and landslides. They are expected to yield benefits to the poor population living in informal 

and precarious settlements, substandard housing, and at-risk areas. URBEL–the agency in 

charge of the municipal housing policy (PHB), the slum upgrading program (Vila Viva), and 

the involuntary resettlement programs (PROAS and PEAR)– has broad experience in dealing 

with urban and housing upgrading as well as with involuntary resettlement. Its efforts rely on 

the participation of affected families in all phases of the interventions and on intense tailor-

made approaches of close and ongoing social support provided to families before and after 

relocation (Programa Pré e Pós-Morar). URBEL’s positive reputation was highlighted during 

the consultation, and most stakeholders stressed the achievements made in terms of in-situ 

resettlement and reductions in the number of families living in at-risk areas. Representatives 

of poor communities and people affected by these policies have pointed to a wide range of 

positive impacts resulting from living in improved houses, in areas safe from floods and 

landslides, and in more secure neighborhoods. These gains are reflected in improved health 

and sanitation conditions, the increased value of their assets, and a sense of expanded personal 

freedom. Improvements in self-esteem and privacy have also been noted. But their most 

compelling argument in favor of these policies has to do in their newfound feelings of being 

more respected as persons, as well as their belief that their children are now better protected 

and can look forward to a better life. This new sense of dignity is reflected in their renewed 

hope regarding their ability to succeed in life. These psychological and emotional gains are 

reflected in their intention of remaining in their communities.  

124. The capacity to reach out to the most vulnerable through selected pilot projects is 

also a main social concern addressed by the policies supported by this operation. Most 

stakeholders interviewed during the preparation stage strongly approved of municipal policies 

on social services, emphasizing the gains the city has made in coordinating public services at 

the community level, as well as the new activities and opportunities offered to vulnerable 

children and youth, and efforts to prevent violence and criminality. Criticisms have been 

made in terms of a shortage of human resources and weak efforts for community mobilization 

and engagement as well as for the active outreach to those most in need of assistance. The 

municipality is well aware of the latter problem. The most vulnerable families have 

historically “fallen through the cracks” of the social services network. These are families 

characterized by higher than average rates of teen pregnancy and premature births; 

malnutrition, chronic diseases, and mortality among children; lack of respect for children`s 

rights (including negligence and violence against children), children out of school, and child 

labor; drug addiction by at least one of the members of the family, poor housing conditions, 

and high dependency on government income transfers as the main source of income and 

subsistence; the low levels of formal education of the mothers and the high numbers of elderly 

people. These factors yield a situation of self-perpetuating generational poverty that worsens 
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with each subsequent generation. In general, these families remain unseen, unheard, and 

unattended. The policies supported by this operation will address these problems through the 

Família Cidadã, Cidade Solidária program that tests a methodology for social inclusion. The 

pilot program will prepare and implement at least 750 Family Action Plans (PAFs) for 

vulnerable families identified in all 33 neighborhoods that receive services from BH 

Cidadania. Each PAF identifies the vulnerabilities of each family member, outlines the 

mitigating actions (on education, health and social assistance, job training and intermediation, 

housing improvement, etc.) required to overcome these vulnerabilities, and sets goals and 

deadlines to achieve them. Close monitoring and evaluation of results will be carried out to 

decide whether or not to scale up this pilot program as the proposed strategy to eradicate 

extreme poverty. It is expected that extremely poor families will have major gains related to 

their access to public services, human capital formation, new job opportunities, and 

enhancement of family assets. 

125. Gender aspects are also addressed by the reforms supported by this operation. 

They reinforce ongoing municipal policies of social assistance, and urban and housing 

upgrading, which have addressed the constraints to overcome gender discrimination and 

inequity as well as situations of domestic and gender violence.
25

 In BH as elsewhere in Brazil, 

social inequities are closely related to gender biases and poverty hits harder households 

headed by single mothers. Families headed by single women, families headed by youth, and 

families with large numbers of children are overrepresented among the most vulnerable 

people and those living in vilas and favelas as well as in at-risk areas.
26

 Urban and housing 

upgrading programs now include training and job qualification activities. They now also give 

priority to women and have made new income opportunities available to them.
27

 In addition, 

in resettlement, land regularization, and urban and housing upgrading programs, the land and 

housing titles are conferred in the name of both the husband and the wife. The full-time 

municipal units of child education (UMEIs) included as a main action in the BH Cidadania 

policy remove a major constraint to women`s entrance and participation in the labor market 

and economic independence
28

. Reinforcing the program Família Cidadã, Cidade Solidária 

will particularly benefit families that are headed by single women by improving their access 

to public services. One of the aims of the program is to reduce the incidence of women’s 

illnesses related to poor health during pregnancy, to reduce early and risky pregnancies, and 

to increase formal education among women, adolescents and children. These efforts are 
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 The city of Belo Horizonte counts with a Municipal Coordination and a City Council for Women Rights and 

develops programs and services related with affirmative action, social and productive inclusion, guiding and 

protection of women in situations of domestic and gender violence. 
26

 Source: CEDEPLAR. 2004.  
27

 Such activities are exemplified by the “Social Factory – New Hope Productive Unit” that was created by 

women from Vila São José, who were previously unemployed and, now, produce garments, bed linen and other 

sewing works and have created a sewing and silk association. 
28

 A recent study on the impact of Rio de Janeiro`s free childcare centers in low-income neighborhoods has 

shown that access to free publicly provided child care services (a) has led to a very large increase in the use of 

care; (b) encouraged mothers to enter the labor force, seek and find employment; (c) increased their earnings, 

boosted their household incomes, improved their own well-being and the well-being of their families. 

Nevertheless the study also found that access to free childcare centers has contributed to reduce the demand for 

privately paid centers and to crowd out private providers. Furthermore, its impact on household income is 

considerably smaller than the monthly public cost of service per child. In consequence, the study concludes that 

unless further research shows that the impacts of access to child care on early childhood development are large, 

the current high costs of service provision may be unjustifiable. (Paes de Barros et al, 2011).  
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expected to have a positive impact in overcoming the perverse cycle of poverty that hampers 

the prospects of children and women in households headed by single mothers. 

126. Finally, early consultations had raised some concerns about the policy reforming 

the municipality`s civil servants retirement system, which was initially seen as 

detrimental to their interests and had been repudiated by labor union and associations.
29

 

Consultations were held with representatives of the Municipal Sub-secretariat of Pension 

Management and representatives of civil servants labor union and professional associations 

(SINDIBEL, AFISA and APLENA).
30

 These key stakeholders agreed that the legislation 

(Municipal Law 10362/2011) was broadly and freely debated.
31

 There is also agreement that 

the law incorporates most of the terms demanded by the unions and representative 

organizations (27 out of 31 proposals). There was also agreement that the reform of the 

pension system would not result in decreases in pensions and retirements for civil servants. 

Afterwards the Management Council for the municipality`s civil servants retirement system 

has been nominated (Municipal Normative Instruction 5.551, February 15
th

, 2012) comprising 

an equal number of representatives of the municipal government and representatives of civil 

servants labor unions and associations. This Council is now fully operational with broad 

participation of all labor unions and civil servant associations, which indicates that early 

issues have been solved and overcome. 

B. ENVIRONMENTAL ASPECTS 

127. It is expected that the operation will produce net positive environmental impacts 

in the municipality and the metropolitan region. The policies and reforms supported by 

this operation are of great relevance to improving overall environmental management in the 

municipality of BH. Environmental challenges in BH are the result of rapid urbanization rates, 

long-term unplanned occupation, and lack of adequate infrastructure and monitoring. The 

operation will mitigate existing environmental impacts.  

128. The policies supported by this operation strengthen urban governance and 

promote a more inclusive and integrated urban development approach in the 

municipality. Given BH’s land restrictions and high population density, improvement in the 

delivery of services would mitigate potential negative environmental impacts. The main 

environmental problems identified in BH are related to dense urbanization associated with the 

unplanned occupation of environmentally sensitive areas and excessive pressure on water 

resources. Improvements in governance and social sector coordination should generate 

positive regional effects, improving the enforcement of land use regulations, and facilitating 

the implementation of basic infrastructure such as sanitation systems. Additionally, better 

governance mechanisms may increase the efficiency and effectiveness of the municipality’s 
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 The aspects of the policy that were questioned by the unions referred to the composition of the pension 

management committee, the rules for special retirement for civil servants working in unsafe conditions, and the 

definition of annual cost-of-living adjustment indices. 
30

 SINDIBEL represents about 22,000 public servants and has 8,000 affiliated members. APLENA represents 

450 engineers and AFISA represents 260 sanitary inspectors. 
31

 Four working meetings, one seminar promoted by the civil servants representative unions, and one public 

debate broadcasted by a local television network have taken place from February to September 2011, to debate 

and improve the Project of Law. These rounds of negotiation included representatives of Sindibel, Sind-Rede, 

Sinfisco, Somge, Sinmed, Aplena, Asfim, Apta, Aprom, the Municipal Secretariat of Planning, the Municipal 

Under-Secretariat of Pension Management, and municipal deputies. 



43 

 

environmental management programs. Land management and planning improvements may 

also have positive direct impacts on environmental conditions, inhibiting the occupation of 

environmentally sensitive areas and reclaiming preserved areas degraded by unplanned 

occupation. The proactive approach to DRM may benefit the population living in at-risk 

areas, and have a positive impact on the preservation of the region’s environment.  

129. The DPL supports specific actions to strengthen environmental management, 

specifically on climate change mitigation and adaptation. These include providing support 

to the municipality in its efforts to consolidate ongoing initiatives to improve efficiencies in 

the use of energy and water following a more strategic multi-sector approach. Such an 

approach would allow for capturing the benefits of global climate change and achieve local 

improvements in waste management, air quality, and other environmental areas. The 

operation will also support the enactment of a framework for developing and implementing a 

climate change action plan, which will strengthen the municipality’s capacity to prioritize and 

address mitigation and adaptation needs. These actions will result in overall improvements of 

the policies for environmental management in the municipality. 

130. Due to their nature, the land management and planning policies could result in 

local adverse environmental effects, but these are expected to be mitigated by the strong 

institutional capacity of BH. The housing and land management regularization programs 

could interfere with sensitive sites and preservation areas. However, the municipality has a 

comprehensive environmental policy framework, well-defined provisions, and a sound 

institutional capacity to internalize environmental and social considerations during the 

implementation of the policies.  

131. Environmental management in Brazil is decentralized across the three tiers of 

government (federal, state, and municipal). Municipal policies are in agreement with 

federal and state environmental legislation, and also comply with CONAMA Resolution 

369/2006, which establishes requirements for the occupation of protected areas (Permanent 

Protection Areas, APP). The municipality’s Secretary of Environment is responsible for 

recommending the issuance of environmental licenses by the Municipal Environmental 

Council (COMAM). Environmental licensing eligibility and requirements are defined in Law 

7277/1997. The municipality recently instituted a procedure for licensing urban 

developments, including housing developments of over 300 units. License applications are 

submitted to and evaluated by an Interface Committee that makes recommendations to the 

Municipal Urban Council (COMPUR). Urban development licenses are issued by the 

Municipal Secretary of Urban Services, upon approval by the COMPUR. 

132. Belo Horizonte has a comprehensive environmental policy framework that 

addresses environmental licensing, land use planning, and housing programs in 

environmentally sensitive areas. The system was conceived to include a Secretary of 

Environment, who responds directly to the Mayor’s Office. The Secretary has qualified staff 

in charge of environmental management and licensing, and issues numerous regulations about 

specific licensing procedures for small, medium, and large projects in sensitive areas. 

Currently, the Secretariat assesses over 1000 license requests per year. The Secretary of 

Urban Services (which is in charge of issuing urban development licenses), as well as the 

municipal agencies in charge of housing and infrastructure development in low-income 

neighborhoods (URBEL and SUDECAP) follow applicable legislation, including strict 

federal requirements for housing development in environmentally sensitive areas. Both 
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agencies have qualified environmental management staff and high-quality environmental 

management practices. BH also has comprehensive land use regulations, including zoning 

laws and protected areas.  

C. IMPLEMENTATION, MONITORING AND EVALUATION 

133. The Secretariat of Finance (SMF) will be responsible for the overall 

implementation of the proposed operation, for reporting on progress, and for 

coordinating actions. The SMF will be responsible for coordinating activities with other 

sector departments (urban development, housing, planning, budgetary planning, public sector 

management, social development, disaster risk management and environment). In this regard, 

two tasks are essential: (i) providing evidence justifying the disbursement of the loan; and (ii) 

overseeing and reporting on progress toward completion of prior actions, including 

monitoring the implementation of prior actions, facilitating the timely completion of the 

studies and activities required for meeting these prior actions, and consolidated reporting on 

outcome indicators.  

134. The operation will rely mostly on data and indicators already collected by the 

municipality to monitor and evaluate the project. This is the case of BH Metas e 

Resultados, BH Resolve and of the retirement system, whose indicators are already tracked on 

a regular basis by the municipality. With regard to the other policy actions, the indicators are 

being constructed based on existing primary data. This will reduce any drawback that the 

Bank might face during the supervision stage as well as improve the chances that the M&E 

framework enacted will last after project closing.  

135. It is worth noting that progress towards implementation between prior action 

undertaking and Board approval has been steady. Due to unusually long idle time of the 

operation between preparation and clearance for Board approval (due to client internal 

processing hurdles) the PBH had a chance to prove its commitment to the policy reform 

package and began its process of implementation of the program. Outcomes are steadily 

moving forward towards operation implementation. 

136. SMF will be responsible for marshaling the information necessary to 

demonstrate that the municipality has satisfactorily met prior actions and covenants. In 

the event that one or more prior actions are not met or are only partly met, the SMF will take 

the lead in identifying and explaining the reasons for this and determining what, if anything, 

can be done to mitigate the resulting risks. 

137. A Project Implementation Committee made up of officials from the agencies 

directly involved in the DPL-supported reform agenda will monitor implementation, 

including all essential technical assistance activities. In addition to monitoring and 

management systems, this project will support a number of evaluation activities that will 

generate data to inform city policies and thereby strengthen a culture of evidence-based 

policy-making. Several activities present opportunities for significant learning, both for BH 

and for other municipalities in Brazil. The major initiatives for evaluation activities are taking 

place within the social development sector. 

D. FIDUCIARY ASPECTS 

Public Financial Management (PFM) 
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138. Brazil’s public financial management (PFM) system is anchored in its 

constitution, which outlines the procedures to be adopted at all levels of government. A 

well-developed legal framework underpins the management of public finances at all levels of 

government. This framework is a result of many legal and institutional reforms that were 

introduced over a number of years to help strengthen accountability and transparency in the 

management of public finances in Brazil. Law 4.320 of 1964 regulates financial controls, 

budgeting, and reporting at the federal, state, and municipal levels. In particular, the Fiscal 

Responsibility Law (LRF), which was enacted in 2000, established specific requirements for 

macroeconomic and fiscal discipline that define many aspects of the PFM environment. All 

these developments are reflected in the PEFA assessment carried out for the federal 

government in 2009. More recently, the federal government embarked on an initiative to 

adopt international public sector accounting standards (IPSAS) that will improve financial 

reporting and accountability at all levels.  

139. The PFM system in Belo Horizonte features strong internal rules and controls 

that clearly define the responsibilities of relevant officials. In addition, clear institutional 

arrangements for managing public finances have been established. The planning and finance 

secretariats carry out executive functions related to budget preparation and execution. The 

Auditoria Geral do Município (AGM), the municipality’s internal audit agency, is vested with 

the responsibility of exercising the internal audit function. The budget classification system is 

governed by federal rules that are consistent with international standards. Accounting rules 

and regulations are generally respected and there is a high level of transparency of financial 

information on the municipality’s transactions. This is due to a number of factors, including 

the clarity with which relevant laws describe obligations in relation to the preparation of these 

financial statements, and the diligence with which they are applied. The municipality’s 

information system is also adequate for most purposes, making it possible to collect, maintain, 

and generate financial data.  

140. The municipality’s strategy to improve the delivery of services recognizes the 

crucial contributions of a strong PFM system. Thus, it has undertaken a number of reforms 

to enhance efficiency, transparency, and accountability in the use of public funds as a means 

of increasing its capacity to carry out accounting and internal audit functions. In addition, the 

municipality is currently undertaking activities in preparation for the adoption of IPSAS, 

which will enhance the quality of information available for accountability and management 

purposes. To this end, the municipality has already undertaken programs to train government 

officials and staff and make them aware of these new standards, and has implemented a new 

chart of accounts. Further, the municipality is reviewing its information systems to update 

their architecture and enhance integration in preparation for the new requirements on 

accounting. These activities are coordinated by a Technical Committee that was established 

through a mayoral decree to ensure their effective implementation. 

141. Belo Horizonte and the federal government of Brazil possess a great degree of 

budget transparency. The PBH publishes timely, electronically and in print form, its annual 

budget proposal as well as the approved budget. It also provides the general public with 

periodic budget execution reports. The same level of transparency is more than matched by 

the Brazilian federal government. In fact, the PEFA assessment for the federal government 

rated “A” for public access to key fiscal information (PI-10). 
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142. The municipality’s Organic Law (Lei Orgânica) requires its financial statements 

be audited by the Tribunal de Contas do Estado de Minas Gerais (TCE-MG, Court of 

Accounts for the State of Minas Gerais), which then submits its report to the City 

Council for final approval. The TCE-MG has a similar responsibility for all municipalities 

in the state. However, this mandate has not been carried out for a number of years, mainly due 

to a lack of capacity. To remedy this situation, the TCE-MG is currently undertaking a 

number of reforms to strengthen its institutional capacity and improve its audit methods, 

including the risk-based approach, as well as improve staff skills and knowledge. The reforms 

also recognize the need to accord BH a higher priority with respect to other municipalities. In 

this regard, it is in the process of creating a department dedicated to the audit of the financial 

statements of BH. It is estimated that this department will be operational by the end of 2012. 

The department will adopt the work methods that will enable the TCE-MG to issue audit 

opinions about the municipality’s financial statements. To facilitate this work, it is also 

upgrading its information systems to increase access to information on budget execution.  

143. In conclusion, the public financial management environment in Belo Horizonte is 

adequate to support the proposed operation. In addition, the municipality’s Strategic Plan 

indicates that there exists satisfactory commitment to improving the PFM environment.  

Foreign Exchange Control Environment 

144. Various assessments of financial vulnerabilities have been performed with the 

participation of the IMF, Central Bank of Brazil (BCB) and World Bank, the latest in 

2011. The assessments concluded that the BCB does not present widespread vulnerabilities 

that could compromise the safeguarding of Fund resources. In the Bank’s review of the 

financial statements of the BCB, it assessed the extent to which the foreign exchange control 

environment continued to be adequate. This included explanatory notes accompanying the 

financial statements and a report of the independent audit carried out by an international firm 

of auditors. The audit reports for these years contain an unqualified opinion on the financial 

statements. The explanatory notes, which are an integral part of the financial statements, 

provide an extensive explanation of the BCB’s risk management policies, including those 

related to financial instruments held to manage international reserves. In relation to 

operational risks, the notes state that the BCB “uses internal control systems, which are 

considered adequate for its activities.” The Bank’s conclusion based on the review of the 

financial statements was that the control environment governing the BCB’s operations within 

which the loan’s foreign exchange would flow continues to be adequate.  

E. DISBURSEMENT 

145. The proposed loan will follow the Bank’s disbursement procedures for 

development policy loans.  The funds will be disbursed against satisfactory implementation 

of the development policy program and will not be tied to any specific purchases.  Once the 

loan is approved by the Board and becomes effective, the World Bank will disburse the 

proceeds of the loan into a bank account held by the municipality at the Banco do Brasil S.A 

(New York).  This commercial bank is an acceptable financial institution for the Bank as it is: 

(a) financially sound; (b) authorized to maintain the account in the currency agreed between 

the Bank and the Borrower; (c) is audited regularly, and has received satisfactory audit reports 

(reviewed December 31, 2012 Financial Statements audited by KPMG); (d) able to execute a 

large number of transactions promptly; (e) is able to perform a wide range of banking services 
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satisfactorily; (f) is able to provide a detailed statement of the account; (g) is part of a 

satisfactory correspondent banking network; and (h) charges reasonable fees for its services.  

146. This account at the Banco do Brasil S.A (New York) is denominated in foreign 

currency, but does not form part of the country's foreign exchange reserves.  While the Bank's 

policy OP8.60 notes that the proceeds of a DPL are disbursed into an account that normally 

forms part of the country’s official foreign exchange reserves and held in the Central Bank, it 

recognizes that there are atypical situations, such as in this case, where the account may not 

form part of the foreign exchange reserves.   

147. Once the proceeds are disbursed, Banco do Brasil will, through a currency 

exchange transaction, immediately transfer an equivalent amount in Brazilian Reais 

into the municipality's single treasury account. The municipality will account for the 

receipt of this amount in its budget management system using regular budget management 

procedures. It will provide a confirmation to the World Bank that (i) the loan proceeds were 

received into the commercial bank account in the Banco do Brasil S.A (New York) account, 
and (ii) an equivalent amount was accounted for in the municipality’s budget management 

system; this confirmation should be sent to the Bank within 30 days after payment. Due to the 

adequacy of the municipality’s public financial management environment, no additional 

fiduciary arrangements will be put in place for the operation. 

F. RISKS AND RISK MITIGATION 

148. The proposed operation is considered to have low risk. The main risks can be 

classified in two categories: (i) political and institutional risks, and (ii) social and 

environmental risks. Since operation preparation and since prior actions have been 

undertaken, none of these risks have materialized.   

149. The main political and institutional risks revolve around municipality 

coordination and reputational risk. In terms of the first, the risks consist in the need to 

coordinate Bank interventions with those of other partners (IDB, IFC, other municipal 

programs). This risk is mitigated by the fact that the BH Government sees such coordination 

as a prerequisite for all programs, and this coordination has been occurring so far. The 

proposed Bank operation is designed to complement a number of other ongoing programs 

(e.g. IDB’s mobility project, IFC’s health sector PPP). In terms of reputational risks, these 

may arise in the event of natural disaster if people are not satisfied with the PBH’s response. 

The PBH has recognized the severity of the challenges in disaster risk management and is 

undertaking actions to address them proactively and systematically, including through this 

operation. An appropriate communication strategy will also be developed. 

150. The environmental risks of this operation relate to environmental impact. . Some 

of the policies supported by the DPL, such as housing and land management programs may 

have some negative environmental impacts. The Bank reviewed the environmental assessment 

and licensing process and found that the municipality has a good environment management 

system in place. Thus the risk of negative impact is deemed to be low due to the strong 

institutional capacity of the PBH. In terms of social risks, we can identify two types of 

situations. 
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151. Social risks of this operation revolve around risk of adverse social consequences 

in natural disaster risk areas and risks of benefitting the poor. On one hand, there is the 

risk of adverse social consequences and disputes arising from the government’s housing and 

disaster risk management policy, which may involve the resettlement of families living in 

areas at very high risk of landslides and floods. In response to this risk, URBEL’s current 

resettlement practices were assessed. Municipal regulations on resettlement include 

participation of the affected in all stages of the resettlement process, as well as the provision 

of resettlement options. Strong communication mechanisms and consultation processes during 

implementation are in accordance with provisions of the Bank's resettlement policies and have 

been introduced in municipal practices.  On the other hand, social risks also include the 

possibility that the poorest may not benefit greatly from the land use and regularization 

policies as the capacity of the private and public sector to implement the land management 

instruments supported by this operation is uncertain. The housing and land management 

program includes a strong social support program, reaching out to the most vulnerable 

populations with tailored assistance to individual families. Communication, outreach, and 

direct social support to poor families living in the favelas are the key measures to mitigate the 

social risks.  

152. Implementation risks of this operation relate to the multiple agency involved in 

implementation. The policies supported by the operation involve multiple municipal 

agencies (Secretariats of Finance, Planning, Housing, Public Works and Infrastructure, Social 

Assistance, Civil Defense), and the task of coordination among them during implementation 

can be complicated. The Government of Belo Horizonte has designated the Municipal 

Secretary of Finance as the leader responsible for overseeing the operation. High level 

representatives participating from all agencies are informed and involved in the preparation of 

the operation and are committed to working effectively during preparation and 

implementation of the operation. Also, the Government of Belo Horizonte has successful 

experiences with large programs (such as PAC) requiring coordination among multiple 

agencies 
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English Translation 

 

GP. EXTER-0703/OF 

Belo Horizonte, November 21, 2011 

 

His Excellency Robert B. Zoellick 

President of the World Bank 

1818 H Street, N.W. 

Washington, DC 20433 

United States of America 

 

 

Mr. President: 

 

 I would like to provide you with the background information and reasons for 

requesting the Development Policy Loan from the World Bank for the Municipality of Belo 

Horizonte. 

 

 The goal of the project is to support the strengthening of integrated development 

policies in the Municipality of Belo Horizonte, with emphasis on activities related to 

governance, urban development, social development and housing, and environmental and 

sustainable development policies, while maintaining fiscal balance.  

 

 World Bank assistance is sought with the policies of the Municipality of Belo 

Horizonte aimed at maintaining fiscal balance and improving the public sector, with the 

provision of services in urban slum areas, and the prevention of flooding and climate-related 

risks.  The assistance sought is in the form of a loan and possible technical assistance with 

projects.  

 

 The loan amount, to be disbursed in a single tranche, will strengthen the governance 

strategy with a view to achieving excellence in public management.  The loan will improve 

the financial flows of the municipality in the short and medium term, thus making it possible 

to channel more financial resources toward public investments so as to make public 

management more efficient and provide incentives to private sector development in the 

municipality.    
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The Municipality of Belo Horizonte — Fiscal Balance and Renegotiated Debt with the 

State 

 

 Over the course of the past five administrations, that is, during the post-Real Plan 

[Plano Real] period, the Municipality of Belo Horizonte has been concerned about and has 

paid special attention to the fiscal and financial balance of the municipal treasury. 

 

 On the revenue side, during the pre-stabilization period, runaway inflation, though 

blunted by indexation and a shorter tax collection period, eroded the real value of tax revenue. 

  

 On the expenditure side, rampant inflation led to distortionary effects, depending on 

the category of public expenditure.  Debt and debt servicing were fully indexed; consequently, 

their real values either held steady or increased.  Personnel expenditures did not follow a 

consistent pattern as they alternated between highs and lows, depending on the salary 

adjustment period.  The amount of public equipment and investment expenditure, in real 

terms, was reduced by systematically staggering the disbursement of budgetary resources and 

payments. 

 

 The introduction of the Real Plan made it possible to outline a plan for adjustments 

to the public budget.  From that point on, the administrations of Belo Horizonte addressed this 

concern and adopted measures on both the expenditure and revenue sides to achieve this fiscal 

balance objective. 

 

 With the stabilization of the Brazilian economy in 1994 and continuity in 

administrations since 1992, the Municipality of Belo Horizonte has managed to pursue and 

maintain fiscal and financial balance by designing and implementing policies suited to 

increasing municipal revenue, implementing public expenditure cuts and adjustments, and 

prudently managing municipal treasury debt.  

 

 In the meanwhile, Belo Horizonte, like several other federal entities, has paid very 

high interest rates on this renegotiated debt and, at the same time, has been penalized by the 

accelerated payment of principal amounts over the past six years.   The current debt balance is 

no more than R$300 million; during that period, amounts in this range were spent on debt 

servicing.  

 

Policies to Be Supported by the DPL 

  

 In keeping with its objectives, the integrated development project revolves around 

five components: (1) maintaining fiscal balance; (2) governance and participatory integration; 

(3) integrated urban development; (4) social development and housing; and (5) environmental 

policies.  These entail a coordinated set of objectives which, once achieved, should form a 

virtuous circle where each project component reinforces the other. Changing the public 

management context and adopting innovative development policies with the aim of attracting  
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private investment should therefore put the Municipality of Belo Horizonte on a path to 

sustainable development. 

 

(i) Maintaining Fiscal Balance  

  

 As of December 31, 2010, the funded debt of the Municipality of Belo Horizonte 

stood at R$1,417,778,000.00.   This amount is relatively small in relation to both the current 

net revenue of the municipality and the debt ceiling.  During the current year, funded debt was 

expanded to include municipal debt and PASEP [Programa de Formação do Patrimônio do 

Servidor Público]. Prior to this date, this expansion had been suspended by an injunction and 

legal rulings. In light of the final decision of the Federal Supreme Court [Supremo Tribunal 

Federal STF] at the end of 2010, the municipality was required to acknowledge the debt and 

share it with the federal government.  As of June 30, 2011, the debt stock amounted to 

R$1,606,668,000.00. Despite the low debt level, the renegotiated debt with the federal 

government is placing the municipality’s fiscal balance at risk for two reasons: 

 

 a)  The high cost of the renegotiated debt, based on the Provisional Measure 1969 of 

February 3, 1999, which stood at R$157.6 million as of December 12, 2010, the related 

charges for which are adjusted by the General Price Index/Domestic Availability [Índice 

Geral de Preços Disponibilidade Interna IGP-DI], plus the interest rate of 9 percent per 

annum, in keeping with the formula stipulated in the contract.  During the effective period of 

the contract (March 15, 2000 to June 2011), debt servicing rose 602 percent, a figure that 

translates into an effective rate of 18.92 percent per annum for the period as a whole.  During 

that same period, the Selic rate rose 398 percent, and inflation, measured by the IGP-DI and 

the consumer price index [Índice Nacional de Preços ao Consumidor Amplo IPCA], rose 156 

percent and 107 percent respectively, and the cost of external debt, based on fluctuations in 

the United States dollar and the LIBOR, increased by a mere 24 percent. 

 

 b) The accelerated amortization of a portion of the debt, pursuant to Law 8.727/93 

and the assumption of a portion of the PASEP. With a debt balance of R$286 million, debt 

servicing stands at approximately R$50 million per annum. In 2012, the renegotiated debt 

based on Law 8.727/93 will be fully paid off.  If the PASEP debt is added, which is spread 

over 60 months, payment will increase by roughly R$50 million per annum over the next five 

years. 

 This form of amortization is having a negative impact on the municipality’s cash 

flow and, without a doubt, is constraining its capacity to invest in sustainable projects.  In the 

2012-2014 period, using IBRD financing and factoring in the grace period, extra resources 

will be generated which should be channeled toward financing projects that are part of Belo 

Horizonte’s Goals and Results [Metas e Resultados] Program. 
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(ii) Participatory Governance  

 

a) Strengthening Municipal Governance through the Results-Based Management Program  

  

 Through the BH Goals and Results Program, the municipality is establishing a new 

strategic management model, which entails ongoing monitoring of the results of public 

policies, programs, and projects underway.  In addition, the Internet provides citizens with 

access to information related to the program, the goals, and programmed results, in addition to 

closer monitoring by citizens of government policies. 

 

 

b) Strengthening of Citizen Participation Mechanisms  

 

 Belo Horizonte is one of the cities in Brazil with the most extensive experience in 

participatory budgeting.  Over a 15-year period, work has been conducted with citizens, 

which has led not only to the urban and social development of the municipality, but also to 

improved relationships between the public authorities and citizens. 

 

 The challenge, in the case of citizen participation, is expanding and valuing citizen 

participation in city management by including new segments of society and investing in the 

mobilization and training of social groups, and strengthening interinstitutional cooperation, 

transparency, and social oversight of the initiatives taken by the municipal government. 

 

 To this end, an ongoing objective of BH over the next 20 years will be to adopt the 

most modern management tools, thus enhancing efficiency and effectiveness, which will 

permit the city to achieve excellence in democratic, participatory, and efficient public 

management. 

 

(iii) Integrated Urban Development 

 

 

a) Strengthening Urban Planning and Land Regularization and Management  
 

 Activities that foster the regularization of housing units built by the municipality since 

1993 seek to guarantee housing rights to beneficiary families through the municipal housing 

policy, which includes urban and legal regularization steps. 

 

b) Strengthening Disaster Risk Management Capacity  
 

 Working in partnership with the state and federal governments, the municipality is 

executing a significant number of works aimed at enhancing safety conditions for the 

population and mitigating disaster risk.  All told, more than R$600 million are being 

channeled toward the construction of retention basins, the installation of drainage systems, the 

treatment and cleaning of streams, the establishment of new rainwater networks, and the 

upgrading of roads and avenues.  A hydroclimatological network will also be instituted for  
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purposes of flood alerts and hydrological monitoring.  The hydroclimatological network will 

be composed largely of stations to monitor the water levels of streams, stations to measure 

rain water, and climatological stations which, in addition to measuring rainfall, will measure 

the humidity relative to the air, wind, solar radiation, and atmospheric pressure. 

 

 The municipality is also undertaking a series of civil defense activities targeting 

persons who live or work in areas identified as being flood prone, such as posting educational 

and warning signs providing guidance and information on flood risks and training the Rain 

Alert Units [Núcleos de Alerta de Chuvas NACs], composed of resident or worker 

representatives in flood prone areas, who act as voluntary civil defense agents in the event of 

flood-related risks. 

 

(iv) Social Development and Housing 

 

a) Improving Low-Income Housing Management 
 

 Activities are aimed at addressing the housing shortage, eliminating areas where 

social vulnerability is high, and expanding the green spaces in these locations.  These 

activities comprise the long-term social agenda for the state capital of Minas Gerais, and 

should be launched in the near future. 

 

 The flagship program of the Municipality of Belo Horizonte, Vila Viva, seeks to 

improve the quality of life of the residents targeted by the project through the provision of 

such public services as sanitation and housing units and the elimination of extreme geological 

risks, maintenance of the road network, installation of amenities in alleys, creation of parks, 

and home title regularization. 

 

b) Coordinated Social Activities 

 

 Activities target the promotion of vocational and professional training opportunities, 

with a view to supporting income generation, and constitute a key element of the strategic 

long-term agenda for Belo Horizonte. To achieve broader social inclusion, cultural 

performances and leisure, sporting, and entertainment initiatives are also promoted in the 

long-term strategy. 

 

 The BH program is based on a new model for managing social policies and 

incorporates the activities of the municipal departments for welfare, food supply, sports and 

civic rights, education, and health, as well as the Municipal Cultural Foundation and the 

municipality’s information technology company, Prodabel. Based on an intersectoral 

approach and focusing on families rather than on individuals in an isolated manner, the 

program seeks to guarantee access to basic municipal services in all regions of Belo 

Horizonte, with the aim of providing social protection and safeguarding rights. 

 

 



61 

 

GP. EXTER-0703/OF 

 

 

(v) Environmental and Sustainable Development Policies  

 

Belo Horizonte has distinguished itself through innovative public policies, as 

evidenced by the establishment in 2006 of the Municipal Committee on Climate Change and 

Eco-efficiency [Comitê Municipal sobre Mudanças Climáticas e Ecoeficiência CMMCE], 

composed of government and civil society representatives, with the aim of linking public 

policies and private initiatives, reducing greenhouse gas emissions, and raising population 

awareness of environmental issues. 

 

Belo Horizonte has in place a sound solid waste policy that includes selective 

collection, management plans for special generators, and the operation of three recycling 

plants for construction site waste. 

 

The city also stands out for its urban services and integrated socio-environmental 

interventions under way in low-income, urban sprawl areas (Vila Viva Program) and for its 

integrated actions to clean up existing streams (Drenurbs/Nascentes Program). 

 

Belo Horizonte has also started to transform a major source of pollution and global 

warming into a source of revenue and energy.  In January 2011, it began producing electricity 

from biogas derived from the sanitary landfill along highway BR-040, in the Jardim Filadélfia 

neighborhood. 

 

The Municipality of Belo Horizonte has institutionalized its climate change policy by 

including in its strategic planning the goal of reducing, by 2030, the municipality’s emissions 

by 20 percent and by promulgating Law No. 10.175/11 in May 2011 instituting a “Municipal 

Policy on Mitigating the Effects of Climate Change.” 

 

A contact will be awarded, through a bidding process, to update Belo Horizonte’s 

inventory of greenhouse gas emissions and to prepare a plan to reduce greenhouse gas 

emissions, which will facilitate the design of measures to control and reduce emissions, in an 

effort to achieve its pre-determined targets.  
 

The Municipality of Belo Horizonte introduced the Environmental Sustainability 

Certification Program, which seeks to promote technologies that contribute to the reduction of 

greenhouse gas emissions in Belo Horizonte. Through the Environmental Sustainability 

Certification, Belo Horizonte, as the venue for the 2014 World Cup, is seeking to achieve the 

targets set by FIFA’s Copa Sustentável Program, which was also instituted for the World Cup 

events held in Germany and South Africa. 

 

Request for Financial Assistance 

 

 Through the policies described above, the Municipality of Belo Horizonte is 

demonstrating a coordinated and sustainable approach to supporting economic and social  
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development and is profoundly committed to continuing and expanding the development 

program and the specific policies supported by the DPL. 

 

 By means of this letter, the Municipality of Belo Horizonte requests financial 

assistance from the World Bank in the amount of US$200,000,000.00 in the form of the 

Development Policy Loan (DPL). 

 

 

 Sincerely, 

 

 

 

 

 

 

MÁRCIO A. LACERDA 

Mayor 
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ANNEX 2: BELO HORIZONTE MUNICIPALITY INCLUSIVE URBAN DEVELOPMENT POLICY LOAN MATRIX 

Objective Strategy Prior Action Outcome Outcome Indicators 

Policy Area # 1: Promote inclusive urban development through innovative policies that focus on poor and vulnerable citizens. 

a) Strengthen 

land 

management 

and planning  

Modernize regulatory 

system for land use and 

facilitate supply of land to 

be used for affordable 

housing  

Policy Action 1: The PBH has (a) strengthened its 

urban legislation by incorporating several innovative 

instruments in matters of land use, management and 

urban planning to reduce social exclusion; and (b) 

supported the expansion of private sector provision 

of low-income housing to its population. 

(Land Use Law 1765/1996 as amended by Law 

9959/2010 and Land Donation Law 9814/2010 

published in the public Gazette) 

 

Improved access to land 

for the poor. 

Number of households benefitting from 

land regularization between 2009 and 

2013. Baseline 2011 = 8,768; Goal 2013: 

12,155.  

Number of new housing starts of formally 

developed low-income housing units. 

Baseline 2011 = 1,470; Goal 2013 = 

5,302. 

Number of plots transferred by CAIXA. 

Baseline 2011 = 0; Goal 2013 = 1,470. 

b) Improve 

living 

conditions and 

inclusion of 

vulnerable and 

poor citizens 

1) Strengthen mechanisms 

for inclusion of resettled and 

newly housed families in 

new communities 

 

2) Facilitate service delivery 

to the most vulnerable 

families 

Policy Action 2: The PBH has enhanced resident 

ownership in its low-income housing program by 

developing and implementing a model for social 

inclusion and sustainable livelihoods. (Decree 

14641/2011 instituting Pré and Pós Morar program and 

its management team) 

Improvement in living 

conditions of poorer 

segments of the 

population in terms of 

housing, access to basic 

services and better 

integration in the 

economic fabric of BH. 

 

Improved living 

conditions of vulnerable 

families that have 

historically “fallen 

through the cracks” due to 

intrinsic disadvantages. 

Number of people remaining in social 

housing developments after 2 years 

Baseline 2011 = 75 percent; Goal 2013 = 

> 85 percent. 

Number of families with a dedicated 

action plan implemented. Baseline January 

2011 = 750; Goal December 2013 = 1,500. 

Percentage of female –headed households 

with a dedicated action plan. Baseline 

2011 = 0 percent. Goal 2013 = 60 percent. 

Number of rehabilitated homes as a result 

of the program. Baseline December 2011 

= 0; Goal December 2013 = 250. 

Policy Action 3: The PBH has launched a program to 

identify the most vulnerable families in its territory 

and has enabled the development of a vulnerable 

family-dedicated plan with tailored assistance. 
(Decree 14878/2012 instituting the Família Cidadã 

Cidade Solidária program and defining its manual of 

operation and methodology) 

c) Strengthen 

service delivery 

to all citizens  

Reduce the bureaucratic 

burden on all processes 

dealing with citizen services 

to provide uniform and 

rationalized treatment 

Policy Action 4: The PBH has improved its service 

delivery by establishing a functioning single point of 

access for comprehensive delivery of all municipal 

services to the population.   
(Law 10101/2011 and Decree 14600/2011 

institutionalizing BH Resolve, activity report) 

Improved satisfaction of 

citizens with services 

delivered and improved 

efficiency. 

Number of services rendered at BH 

Resolve units. Baseline 2011 = 94,678; 

Goal 2013 = 148,500. 
 

Percentage of users rating the services 

rendered as good or excellent at BH 

Resolve units. Baseline 2011 = 0 percent; 

Goal 2013 90 percent.  
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Policy Area #2: Support green and sustainable practices. 

d) Improve 

capacity in 

mitigation of 

climate change 

and green 

development 

Improve mitigation efforts 

related climate change and 

environmentally sustainable 

policies 

Policy Action 5: PBH has strengthened its legal and 

institutional framework for climate change 

mitigation and has promoted sustainable growth 

policies. 

(Climate Change Law 10175/2011 and Decree 

14794/2012 on process to achieve the Municipal 

Climate Change Action Plan published in the public 

Gazette) 

Strengthens inter-sectoral 

coordination for strategic 

planning and investment 

for climate change 

mitigation actions. 

 

 

Municipal Climate Change Action Plan 

that integrates and benchmarks existing 

sector-specific initiatives in solid waste, 

water, energy, and urban forestry sectors 

with the goal of promoting efficiencies 

and sustainability. Baseline 2011 = 0; 

Goal 2013= 1. 

e) Improve 

capacity in 

adaptation to 

climate change 

(Disaster Risk 

Management) 

Improve coordination in 

adaptation and response 

efforts related to occurrence 

of disasters 

Policy Action 6: The PBH has established a disaster 

management strategy (the Plano Diretor da Defesa 

Civil) and has put into operation a monitoring and 

alert system for high rainfall events in critical areas 

of its territory.  
(Decree 14879/2012 institutionalizing the Strategic Plan 

of the Civil Defense, Contingency Plan for early alert 

system is issued, activity report from system) 

Enhanced preparedness 

and planning for disaster 

risks.  Monitoring system 

functional and alerts 

issued.  

Consolidated database of: (i) hydrological 

and climate-related parameters; and (ii) 

disaster events and damages. Baseline 

2011 = 0; Goal 2013 = 1. 

 

Number of monthly performance reports 

of the early warning system issued. 

Baseline 2011 = 0; Goal 2013 = 12. 

Policy Area #3: Enable socially and fiscally sustainable urban governance. 

f) Strengthen 

urban 

governance 

through results 

based 

management 

(RBM) and 

participatory 

urban planning 

1) Create a long-term plan 

for the city, building upon 

the existing medium-term 

project portfolio and its 

RBM framework 

 

2) Strengthen mechanisms 

of citizen participation in 

urban planning and 

management 

Policy Action 7: The PBH has promoted long-term 

sustainable city development by establishing a 

results-based management model for long-term 

governance. 

(Law 10101/2011 establishing the permanent secretariat 

for BH Metas and Resultados, and Decree 14791/2012 

issuing the Vision 2030 published in the public Gazette) 

Increased efficiency and 

transparency in 

management of long term 

planning for the city. 

 

Greater citizen’s voice in 

planning and budget. 

 

Percentage of results completed yearly 

according to schedule. Baseline 2010 = 33 

percent; Goal 2013 = 70 percent. 

 

Effective demand of projects decided by 

the community that are included in the 

city’s multi-year plan. Baseline 2011= 0 

percent; Goal 2013 = 25 percent. 

 

Increase in the number of civil society 

participants in participatory processes (OP 

Digital, OP Regional, PPR). Baseline 2011 

= 10 percent; Goal 2013 = 15 percent.  

Policy Action 8: The PBH has strengthened urban 

governance by broadening participatory mechanisms 

for budget execution. 

(Decree 14724/2011 recognizing the 40 territories and 

Decree 14607/2011 institutionalizing Committee for 

Participatory Planning) 

g) Strengthen 

long-term fiscal 

sustainability  

Increase fiscal space by 

addressing long-term fiscal 

risks (retirement plan) 

Policy Action 9: The PBH has improved long-term 

fiscal sustainability by reforming its civil servant 

retirement system.  
(Law 10362/2011 reforming the pension system) 

Reduced pressure on 

future revenue to fund 

retirement plan deficit. 

Civil servants retirement plan actuarial 

deficit. Baseline 2010 = R$6.933 billion. 

Goal 2013 = R$6.857 billion. 

 

 

 



65 

 

ANNEX 3: RECENT ECONOMIC DEVELOPMENTS IN BRAZIL 

1. The Brazilian economy slowed significantly over 2011 and 2012. Real GDP grew 

at a meager 0.9 percent in 2012 compared to 2.7 percent in 2011. With trend growth estimated 

at around 4 percent, this growth slowdown represents a major weakening of economic 

performance. The slowdown was driven by domestic and external factors. Tighter monetary 

and fiscal policies aimed at curbing earlier overheating pressures weakened domestic demand. 

External demand was dampened by protracted weakness and uncertainty in advanced 

economies and slowing growth in major emerging economies such as China.  

2. While the slowdown was felt across the board, industrial output and investment 

demand were affected disproportionately (Figures 1 and 2). The all-important services 

sector cooled significantly but it was the industrial sector that slowed the most. This occurred 

on the back of weak demand conditions, a still relatively strong real exchange rate (despite 

recent depreciation) as well as long-standing structural impediments affecting external 

competitiveness (such as high real interest rates, infrastructure deficiencies, and human capital 

shortages). The poor performance of industry was also mirrored in the weakness of 

investment demand. With export demand stagnant and import demand weakening as a result 

of softer consumption, the contribution of external demand strengthened in recent quarters 

even if it remained negative. 

 
Figure A3-1. Four-quarter growth contributions by sector 

 
Source: IBGE and World Bank staff calculations 

Note: Rolling four-quarter year-on-year contributions to value added growth defined as growth rate of sum of value added of quarters t 

through t - 3 with respect to the sum of value added of quarters t-7 through t-4. Value added is measured at factor cost. Growth breakdown 
for the 4Q2012 was estimated using annual growth for 2012. 
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Figure A3-2. Four-quarter growth contributions by expenditure 

 
Source: IBGE and World Bank staff calculations 

Note: Rolling four-quarter year-on-year contributions to GDP growth defined as growth rate of sum of GDP of quarters t through t-3 with 

respect to the sum of GDP of quarters t-7 through t-4. Growth breakdown for the 4Q2012 was estimated using annual growth for 2012. 

3. Tentative signs suggest that the business cycle may have finally started to gather 

forward momentum. Quarterly data suggest a number of improvements. Following four 

consecutive quarters of contraction, investment demand saw for the first time an expansion in 

the last quarter of 2012. The modest increase at 0.5 percent was helped by a sharp increase in 

BNDES loans. The service sector also registered improved momentum, at a solid 1.1 percent 

during the last quarter of 2012 compared to remaining flat during the previous quarter. 

However, the industrial sector decelerated from the previous quarter, even though it continued 

to sustain a positive trend (0.4 percent q-o-q s.a).  Monthly indicators suggest that industrial 

production showed good growth in January (2.5 percent m-o-m s.a.), with nearly 67 percent 

of the industrial sector showing growth. Similarly, capital goods expanded strongly at 8.2 

percent, following two months of decline. 

4. Following a period of aggressive easing amidst mounting concerns about growth, 

the monetary policy stance has recently tightened as concerns about inflation increased.  

The Central Bank of Brazil initiated a series of adjustments that lowered the policy rate to 

7.25 percent by October 2012 – a cumulative reduction of 525 basis points since August 2011. 

These measures were accompanied by complementary efforts to raise the supply of credit and 

reduce bank spreads.  The monetary policy stance was put on hold from November 2012 to 

March 2013 reflecting a careful balancing act between, on the one hand, the need to protect 

growth amidst a still-weak economy and an uncertain global outlook and, on the other hand, 

the resurgence of inflationary pressures. Meanwhile, annualized inflation rose to 6.6 percent 

in March 2013, which is well above the 4.5 percent mid-point of the inflation target and 

prompted the monetary authorities to raise the policy rate by 25 basis points in April 2013.   

5. Cyclical revenue weakness combined with discretionary stimulus measures made 

fiscal policy more expansionary, but debt levels remain at moderate levels. Weak revenue 

growth as well as tax cuts and faster spending are estimated to have led to a primary surplus 
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of 2.4 percent of GDP for 2012, which is well below the target of 3.1 percent. To counter this, 

the authorities tapped into the sovereign wealth fund, brought forward dividend payments 

from the BNDES development bank and deducted from the primary surplus target 

expenditures made on investment projects. Supported by underlying strengths such as a 

government debt profile with limited foreign currency exposure and a high level of 

international reserves, debt levels remain well controlled at around two-thirds of GDP. 

Projections indicate a continued decline in Brazil’s public sector debt over the medium term. 

As of January 2013, the consolidated public sector posted a higher-than-expected R$30.3 

billion primary surplus. On a twelve-month rolling basis, the consolidated public sector 

primary surplus rose to 2.46 percent. 

Table A3-1. Brazil: Selected Economic Indicators and Projections (2006:2016) 

 

6. Recent fiscal interventions focused on boosting the performance of industry. A 

first stimulus package was launched on April 2012: payroll taxes were reduced for industries 

hardest hit by the slowdown, additional funding to the BNDES development bank was 

provided and selected taxes on sales of durable consumer goods were cut. A second stimulus 

effort in June 2012 saw a lowering of the BNDES lending rate by 50 basis points to promote 

Estimates

Indicator 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

National Accounts

  Real GDP Growth 4.0 6.1 5.2 -0.3 7.5 2.7 0.9 3.1 3.7 3.5 3.7

  Gross domestic investment 16.8 18.3 20.7 17.8 20.2 19.7 17.6 20.8 21.2 21.5 21.9

External Sector

Current account 13.6 1.6 -28.2 -24.3 -47.3 -52.5 -54.2 -62.9 -69.3 -82.7 -87.4

  Merchandise trade balance 46.5 40.0 24.8 25.3 20.1 29.8 19.4 15.0 14.5 8.2 6.2

Exports (fob) 137.8 160.6 197.9 153.0 201.9 256.0 242.6 262.2 274.8 299.8 331.2

Imports (fob) 91.4 120.6 173.1 127.7 181.8 226.2 223.2 247.2 260.3 291.6 325.0

  Nonfactor services, net -9.6 -13.2 -16.7 -19.2 -30.8 -37.9 -41.1 -41.9 -44.9 -45.9 -47.1

  Income and current transfers, net -23.2 -25.3 -36.3 -30.3 -36.6 -44.3 -32.6 -36.0 -38.9 -45.0 -46.5

Direct investment, net -9.4 27.5 24.6 36.0 36.9 67.7 68.1 60.0 60.0 60.8 62.9

Portfolio equity, net  1 6.8 24.8 -7.3 39.7 43.9 16.0 3.3 4.6 4.7 4.8 4.9

Gross international reserves 85.8 180.3 193.8 238.5 288.6 352.0 373.1 390.6 404.7 423.9 437.3

Current account (% of GDP) 1.3 0.1 -1.7 -1.5 -2.2 -2.1 -2.4 -2.4 -2.5 -2.8 -2.7

General Government

  Total Revenues and Grants 34.6 34.3 35.0 33.9 35.4 35.0 35.0 35.3 35.4 35.5 35.5

  Total Expenditure 38.1 36.9 36.3 36.9 38.1 37.6 38.1 38.2 38.3 38.3 38.2

  Current Expenditure 36.1 35.1 34.0 34.7 34.1 35.4 35.6 35.7 35.7 35.7 35.5

of which: Interest payments 6.8 6.1 5.4 5.2 5.2 5.7 5.4 5.2 5.1 5.0 4.9

  Capital Expenditure 1.9 1.8 2.2 2.2 4.0 2.3 2.5 2.5 2.6 2.6 2.7

  Primary Balance 3.3 3.5 4.1 2.2 2.5 3.1 2.4 2.3 2.2 2.2 2.2

  Overall Balance -3.5 -2.6 -1.3 -3.0 -2.7 -2.6 -3.0 -2.9 -2.9 -2.8 -2.7

  Gross Public Sector Debt 66.7 65.2 63.5 66.9 65.2 64.9 65.0 62.7 60.6 58.7 56.9

Prices

  GDP Deflator 6.1 5.9 8.3 7.2 8.2 7.0 6.0 5.5 5.3 4.9 4.9

  Consumer Price Index (eop) 3.1 4.5 5.9 4.3 5.9 6.5 5.8 5.8 5.7 5.3 4.9

  Producer Prices (eop) 4.3 9.4 9.8 -4.1 13.8 4.1 11.1 4.8 5.1 4.7 4.7

Memorandum items:

  Nominal GDP (in R$ billions) 2,369 2,661 3,032 3,239 3,770 4,143 4,403 5,294 5,768 6,273 6,809

Source: IMF, BCB, IBGE, EIU, WB Calculation

Projections

Note 1: Porfolio equity does not include debt securities

(in percent of GDP)

(annual percent change)

(annual real percent change)

(in percent of GDP)

(in US$ billions, unless noted)
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investment, complementing earlier measures to support consumption. In response to 

disappointing third-quarter GDP results, the authorities announced further measures in 

December 2012: a payroll tax reduction in civil construction, a Program to Sustain 

Investments, a further 50 basis points-cut in the BNDES lending rate (bringing the rate to 5 

percent). Efforts are also underway to reduce energy costs for companies and households.
32

   

7. Following rapid capital inflows, efforts were made to curb exchange rate 

appreciation. In response to significant currency appreciation, the authorities attempted to 

curb capital inflows through a financial transactions tax and enhanced foreign exchange 

intervention. Against a backdrop of looser monetary policy and heightened risk aversion due 

to a weak global economy, these actions helped dampen short-term capital inflows and led to 

a real effective exchange rate depreciation of 25 percent between July 2011 and December 

2012. To avoid further depreciation and its attendant effects on inflation, the central bank 

relaxed early December some of the restrictions by exempting loans with maturity over a year 

from the financial transactions tax. As a result, the REER appreciated almost 3 percent in 

January 2013. Continued appreciation pressures could lead to new interventions in the FX 

market in order to protect industry competitiveness.    

8. As Brazil navigated through global turbulence, its financial system remained 

sound and resilient.  Following a period of rapid credit growth (with credit outstanding to the 

private sector reaching half of GDP), asset quality indicators have broadly stabilized. As of 

January 2013, around 8 percent of consumer loans and 3.7 percent of corporate loans were 

classified as nonperforming (overdue for more than 90 days). Lower interest rates have eased 

pressures on borrowers, keeping delinquencies at thus far manageable levels.  The banking 

system appears to be well-cushioned to withstand losses, with loan loss provision coverage at 

160 percent of nonperforming loans and solvency ratios at 16.4 percent as of June 2012. 

While the rapid growth of home lending has fueled concerns about a bubble, these loans still 

represent only 13 percent of total private sector credit and their delinquency rates have 

recently fallen thanks to improvements in mortgage foreclosure processes.   

9. The current account deficit was fully covered by foreign direct investment in 

2012. The weaker external environment dampened the volume of trade and led to a 

deterioration of Brazil’s terms of trade, which both acted to sharply reduce the trade balance 

leading to a current account deficit of 2.4 percent. At 2.9 percent of GDP, Brazil was the 

fourth largest destination of Foreign direct investment in 2012. Foreign portfolio flows, 

however, have shown less stability. Buoyed by interest rate differentials, portfolio inflows 

were initially strong, boosting the exchange rate and leading to financial transaction tax 

measures. The latter, alongside increased global risk aversion, led to a significant cooling of 

portfolio flows. This was compounded further by the lowering of the policy rate, which 

helped reduce interest rate differentials. Current account deficit deteriorated to 2.6 percent in 

the twelve-month period to January 2013.    

 

                                                 
32

 Fiscal stimulus measures are estimated to entail an overall tax cost of R$40 billion for 2012, with a significant 

share accounted for by the temporary reduction of IPI tax on cars, consumer appliances and furniture (R$8.5 

billion) and the reduction of capital goods taxes (R$7.6 billion). Other measures included the reduction of 

payroll taxes and of electricity prices. In addition, CIDE fuel taxes were reduced to compensate for fuel hikes 

(R$6.8 billion tax). 
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MACROECONOMIC OUTLOOK  

10. Growth is expected to gradually strengthen over 2013, settling at 3.1 percent for 

the full year. Domestic demand is expected to drive forward momentum. As consumer 

confidence strengthens, consumption, which previously slowed but remained relatively 

resilient – should get a boost on the back of favorable fundamentals. Investment, which saw a 

major decline, should see a revival as sentiment improves and will be aided by the 

development of new offshore oil fields and the preparations for upcoming mega events. While 

the external environment is likely to stabilize if not improve, the contribution of external 

demand will likely remain dampened by structural factors affecting export competitiveness as 

well as the likely boost to import demand arising from domestic demand strength.  

11. The inflation outlook remains a challenge. The negative output gap that resulted 

from the economy’s recent underperformance did not prevent inflationary pressures from 

emerging, a trend which may be further accentuated as the recovery takes a firmer hold. 

Inflationary risks have emerged on the back of rapid wage growth (in excess of productivity 

growth) partly due to a tight labor market, with wage increases particularly affecting services 

prices. Price pressures are also related to external factors such as the severe drought in 

America’s Midwest. After reaching 4.9 percent in June, 12-month inflation accelerated to 6.6 

percent by March 2013. Despite two years of weak growth, inertial inflationary forces are still 

strong and are contributing to keep inflation high. This prompted the central bank to initiate 

monetary policy tightening at its last meeting in April 2013. 

12. Looking ahead, policymakers will need to walk a fine line to effectively support 

the baseline scenario of a continued recovery amidst an uncertain inflation outlook. 

Even if being actively used to support the recovery, fiscal policy is expected to maintain a 

prudent stance, which is considered appropriate given the need to build on past credibility. 

The implementation and impact lags of fiscal policy may also render it a less suitable 

instrument of demand management policy, particularly in an uncertain environment that 

requires agility in the policy response. With monetary policy expected to bear the brunt of 

countercyclical adjustment, policymakers will however need to walk a fine line. On the one 

hand, to manage inflationary expectations, the strength and nature of incipient price pressures 

will need to be monitored closely and contained should they become more entrenched. On the 

other hand, the recovery is still tepid and the external environment remains complex, which 

highlights the need to exercise caution so as not to choke off growth momentum before it 

becomes more broad-based.  

13. Risks to the near-term outlook remain centered on the external environment. A 

worsening of the global economy caused by a possible U.S. and/or Chinese slowdown, 

coupled to a worsening of the fiscal situation of some countries in the euro zone, may 

translate into lower external demand for Brazil’s exports, given the composition of its export 

markets. In the first half of 2011, exports to the US, Europe, and China represented 50 percent 

of total exports, with China accounting for 18 percent, the EU-25 for 20 percent and the US 

12 percent.
33

 External vulnerabilities also arise from the growing share of commodity exports, 

                                                 
33

 Staff simulations suggest that a 1-percent decline in China’s GDP growth would lead to a decline of Brazilian 

exports to China of 0.97 percent for all merchandise goods and 0.68 percent for just commodities. Brazilian 
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estimated to have exceeded 58 percent in the first half of 2012, driven largely by price 

increases of the main export commodities in recent years. As prospects for China’s economic 

growth that supported high commodity prices in the past abate, Brazil’s terms of trade are 

expected to continue declining, leading to a further weakening of the real. Like other 

emerging market economies, Brazil also remains vulnerable to market sentiment, posing a 

risk to both portfolio and FDI inflows. Nonetheless, Brazil’s vulnerability to external events is 

likely to remain moderate due to its high reserves, the favorable external debt composition, 

the disproportionate role of foreign direct investment in the financing of the current account, 

the relatively low degree of trade openness compared to other emerging markets and the low 

share of government debt held by non-residents. 

14. Notwithstanding its currently stable position, the banking sector remains 

vulnerable to a prolonged global and domestic slowdown. Small and medium sized banks, 

currently holding 8 percent and 12 percent respectively of the Banking system’s assets, are 

exposed to liquidity risk given their reliance on more volatile sources of domestic financing, 

while the larger banks, with greater access to external financing could face difficulties in 

rolling over external debt. Indeed, rising private sector external debt levels, largely reflecting 

increased issuance of bonds by corporates and banks, have raised concerns about the capacity 

of some companies to carry their debt. However, most traditional capital structure metrics 

suggest that the level and composition
34

 of private sector external debt pose no particular risks 

to stability of the financial sector at this stage. Overall, system-wide assessment of banks 

indicates that risks are well managed. Brazil’s banking system currently has solid liquidity 

levels, adequate capital cushions and the system’s direct exposure in foreign currency is 

limited: 7.2 percent of liabilities and 4 percent of assets.  

15. A further worsening of the global economic environment poses a risk to the 

fulfillment of fiscal targets. The achievement of primary surplus targets may be affected by 

the deceleration of economic activity, as federal revenues tend to decline and social protection 

expenditures tend to increase. Moreover, as record low interest rates and rising  have limited 

the room for further monetary easing, the spotlight has shifted onto fiscal and quasi-fiscal 

instruments to stimulate the economy. Additional fiscal risks to be monitored stem from 

multiple sources, such as the January 2013 minimum wage increase, tax relief for selected 

industries, and quasi-fiscal activities by BNDES.  

16. In spite of these risks and challenges, Brazil’s overall macroeconomic framework 

is deemed adequate and sustainable in the medium term. Brazil’s policy framework (see 

Box 1 for more details on Brazilian Fiscal Federalism) has provided the Government with the 

flexibility to successfully respond to the 2008/09 global financial crisis as well as to the 

ongoing worsening of the external environment driven by the European fiscal crisis with an 

array of fiscal, monetary, and external measures to stimulate domestic demand. Gross public 

sector debt is expected to decline in the future, despite difficulties in maintaining fiscal 

balance in the face of large investment needs and pressures from current expenditure growth. 

Moreover, flexible exchange rates and relatively large foreign reserves should help Brazil 

address the consequences of a potential external crisis, including a possible abrupt shift in 

market perceptions and an associated turn-around in capital flows.  

                                                                                                                                                         
exports to the EU or the US would be more resilient, declining for both destinations by about 0.91 percent for all 

merchandise exports and 0.60 percent for just commodities.  
34

 Short term private sector external debt levels remain relatively low, despite some increase since 2007. 
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17. Brazil’s medium- to longer-term outlook will critically depend on its ability to tap 

into a large unrealized growth potential.  While from a historical perspective the Brazilian 

economy has clearly experienced a period of accelerated growth over the last decade, the 

counterfactual perspective is that growth could have been significantly stronger given the 

country’s vast unrealized potential. For Brazil to continue its ascent up the per capita income 

ladder, while at the same time ensuring that growth is both inclusive and sustainable, it will 

need to take advantage of this unrealized potential by creating better conditions for growth. 

This will require not only tapping into Brazil's internal growth dynamic (which is tethered to 

its large domestic market and rising middle class) but also deriving greater benefits from 

Brazil’s ongoing integration into the world economy. 

18. Energizing the underlying drivers of growth will require determined multi-year 

efforts in tackling long-standing structural bottlenecks. Key among these challenges is the 

need to accelerate and strengthen the quality of human capital formation to raise living 

standards and boost productivity growth. In addition, there is the need to raise public and 

private investment, to address growing infrastructure bottlenecks and lay the foundations for 

innovation-led growth. Further key challenges relate to the importance of developing a private 

long-term capital market, a more flexible labor market, and a more agile business 

environment that promotes internal competition and external competitiveness.  

19. The authorities have launched various efforts in this respect. The Plano Brasil 

Maior (2011-2014) of the Ministry of Development, Industry and Trade (MDIC) aims to 

boost the competitiveness of the Brazilian economy by tackling cross-cutting bottlenecks as 

well as providing sector-specific support. The plan foresees to reduce business costs, 

accelerate productivity growth and strengthen Brazil’s external competitiveness in the global 

marketplace. In addition, recent initiatives were launched to stimulate private investment in 

infrastructure and to reduce electricity costs. While the newly announced infrastructure 

investments are not small in absolute terms (about US$66 billion for roads and railroads), they 

amount to only 0.3% of Brazil’s GDP, to be spread over 25 years.  However, the plan has an 

important signaling value, showing the Government’s increased emphasis on (i) boosting 

investment (in addition to consumption) as a means for accelerating the economic recovery, 

(ii) strengthening the foundations for sustained medium-term growth (not just the short term 

recovery) and (iii) enhancing private sector participation in infrastructure development, 

complemented its limited fiscal space for rapidly expanding public investment. 

 

 

 

 

 

 

 

Box A3-1: Brazilian Fiscal Federalism and the Control of Sub-National Fiscal Performance 

 

The fiscal stance of Brazilian states has always been an important element in macroeconomic management 

in Brazil. Until the late 1990s, the expansionary fiscal policies by the states and the lack of effective controls 

over their indebtedness resulted in frequent sub-national debt crises.  On three different occasions (1989, 

1993 and 1997) the Federal Government had to take on and reschedule the debts of the states.  The largest 

operation occurred in 1997, under Law 9496, when the Federal Government restructured R$200 billion (12 

percent of national GDP) of the debts owed by the states. 

 

 In the 1997 refinancing operation, the debts were refinanced for 30 years.  This refinanced debt, so called 

intra-limited debt, carries a real interest rate of 6 percent with the nominal value of the debt rising by 

inflation.  The debt service was capped at 13 percent of states’ net current revenues.  Any debt service above 

the 13 percent cap is recapitalized and added to the intra-limited debt stock.  At the end of the contracts (in 

2028), if there are residual debt balances, the state must pay off the remainder within 10 years. 
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The 1997 bailout was conditioned upon the state’s compliance with medium-term fiscal adjustment and 

structural reform programs.  In exchange for the rescue package, the debt renegotiation contracts mandate 

the implementation of three-year rolling PAFs to be agreed upon by the STN and the 25 states that had their 

debt rescued by the National Treasury Secretariat during the period of the contract.  The PAFs set annual 

targets on indebtedness, primary balances, personnel spending, tax revenue and public investment, in order 

to guarantee a gradual decline in indebtedness. In addition, the PAFs include structural reforms such as 

privatization or other public sector modernization initiatives. 

 

The controls on sub-national fiscal performance were further strengthened by the approval of the Fiscal 

Responsibility Law (Lei de Responsabilidade Fiscal—LRF) in 2000. The LRF institutionalized fiscal 

discipline at all levels of government, incorporating hard budget constraints into a single unifying 

framework. It explicitly prohibits debt refinancing operations between different levels of government, 

thereby addressing the moral hazard problem in intergovernmental fiscal relations caused by sequential 

bailouts. Complementary Senate resolutions also prohibit borrowing if: (i) the net consolidated debt 

exceeds twice net current revenue (Receita Corrente Líquida – RCL)) (ii) new credit operations exceed 16 

percent of RCL; and (iii) debt service exceeds 11.5 percent of RLC. Borrowing is also prohibited if it 

violates the debt reduction schedules set by the debt renegotiation contracts under the Law 9496. Finally, as 

per a resolution from the Federal Senate, issuance of sub-national governments bonds is prohibited through 

2020.  

 

This system of controls has resulted in repeated state and municipal surpluses—an adjustment that has 

continued through four federal administrations. In addition, this system has also favored the adoption of 

appropriate expenditure programs by sub-national governments. Besides the controls on indebtedness, LRF 

requirements improved transparency and strengthened budgetary practices. 

 

Transparency: budget outturns and compliance with the LRF —including a statement of corrective 

measures if the relevant provisions are breached—are reported on a regular basis. Municipalities and states 

are also required to report the fiscal outturns of the previous year to the Ministry of Finance. The legislative 

branch of each level of government, aided by its respective Court of Accounts, monitors observance of the 

fiscal targets and ceilings.  

 

Budget Institutions: the LRF introduces more stringent requirements on fiscal targets in the preparation of 

the Budget Guidelines Law (Lei de Diretrizes Orçamentárias—LDO), strengthening its role in budget 

preparation and fiscal management in general. The LRF also calls for a detailed assessment of the 

Government’s contingent liabilities and strengthens the link between the Annual Budget Law (Lei de 

Orçamento Annual—LOA) and the LDO. A complementary Fiscal Crime Law is applied to all levels of the 

public administration, with the possibility of detention for those public officials not complying with the 

LRF. 
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ANNEX 4: BELO HORIZONTE FISCAL ANALYSIS 

20. The municipality of Belo Horizonte is in a solid fiscal situation that continues to 

improve. Measures of fiscal health for the municipality fall well below all the limits 

established by the Fiscal Responsibility Law (FRL). Moreover, it is gradually incorporating 

sound budget and public finance management practices in order to generate sustainable 

balanced budgets. The existing stock of debt is small and the debt service is manageable even 

under worst-case scenarios. Lastly, the government of Belo Horizonte has cleaned up its 

balance sheets by recognizing long standing arrears and judicial disputes, such as debts owed 

to the bus companies, public utilities, and precatórios.   

 

Revenues 

21. The municipality’s revenues increased by 83.2 percent in real terms between 2004 and 

2012. Total revenues rose from R$3.7 billion to R$6.9 billion. Revenues are composed mainly 

of current revenues, which reached R$6.2 billion in 2012 (90 percent of total revenues). 

Current revenues include transfers of R$3.1 billion, (49.3 percent), tax revenues of R$2.2 

billion (32.1 percent), fines and collection of arrears totaling R$349.7 million (5.6 percent), 

and small items such as user fees. 

22. Belo Horizonte gets most of its current revenue from transfers from the federal and/or 

state government. This situation is not different from that of most state capitals. In fact, only 

São Paulo and Rio de Janeiro have larger own-source revenues (tax receipts) than transferred 

revenues.
35

 

Figure A4- 1. Current Revenue Composition: 

2012 

Figure A4- 2. Current Transfers Composition:  

2012 

 
 

 Source: PBH Annual Balance 2012. 

23. From 2004 to 2012, transfers grew at a slower rate than tax revenues, (80.4 percent 

compared to 88.6 percent). Transfers from the federal government (81.4 percent) grew faster 

than transfers from the state (70.1 percent) government. In addition, federal transfers were 

slightly higher than state transfers (R$1.6 billion compared to R$1.4 billion in 2012). They 
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also differ in nature as most state transfers take the form of revenue sharing (R$783 million 

from the ICMS and R$422 million from the IPVA), while the largest federal contribution is 

an earmarked health transfer (R$1.2 billion). In addition, the municipality also received 

R$432 million for education from FUNDEB.
36

 

24. Transfers from the state (VAT, ICMS) suffered the most during the recent world 

economic crisis. In fact, Minas Gerais recorded the highest losses in tax collection in the past 

years. FPM also suffered during the crisis and only in 2011 it recovered to its 2008 level. 

However, transfers from the motor vehicle property tax (IPVA) and health transfers increased 

throughout the period. Lastly, the increase in FUNDEB transfers is mainly due to the gradual 

increase in resources foreseen by legislation. 

Figure A4- 3. Evolution of Transfers: 2007-2012  

(R$ Million – real values) 
Figure A4- 4. Evolution of Tax: 2007-2012 

 (R$ Million - real values) 

  

 Source: PBH Annual Balance 2007-2012. 

25. The second major source of resources is tax receipts. The larger revenue stream comes 

from the tax on services (ISS), followed by the urban property tax (IPTU) and the tax on real 

estate transfers (ITBI). This pattern has been in place since 2006, when ISS revenues 

surpassed IPTU. However, revenues from ITBI posted the largest real growth rate between 

2004 and 2010, rising by 233.9 percent, compared with 113.9 percent for the ISS and 63.3 

percent for the IPTU. 

26. This pattern is common to other Brazilian state capitals. It derives from improvements 

in the ISS federal legislation introduced in 2003 and also from innovations in municipal tax 

administration that spread throughout the country. The increase in ITBI revenues is more 

recent and is largely attributable to the increase in real estate values and mortgages in larger 

cities, as well as the shift of many municipal governments from levying the real estate transfer 

tax on the historical value of property to doing so based on current market values. A 

characteristic of Belo Horizonte is the relatively higher proportion of ITBI and IPTU revenues 

in total revenues.  

27. Although ISS tax rates vary from 2 to 5 percent, the higher rate is the most prevalent. 

The city has around 174,000 ISS taxpayers, 8,000 of them account for 85 percent of total 

                                                 
36

 FUNDEB is a fund for financing basic education whose resources come from the state and municipal 

governments. The federal government also contributes to the fund for states that do not meet the minimum 

expenditure level per student set by law. In 2012, BH contributed with R$ 432 million and received R$ 311 

million, a net gain of R$120 million. 
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revenues. The bulk of the revenues come from the finance sector (18 percent) and IT and 

professional services (13 percent), followed by the construction and health sectors. ISS 

enforcement is well carried out. Since 2005, adequate measures have been in place to prevent 

tax avoidance arising from fiscal war. Moreover, electronic fiscal invoicing has been in place 

since November of 2009. Data cross-checking and statistical and economic analysis of 

taxpayers is employed to inform tax inspection routines. Recent factors that explain ISS 

revenue increases include agreements that settled long-standing disputes with large non-

compliant taxpayers such as COPASA, the water and sewage company (2010), and with bus 

companies (2006). Also, the ISS rate for professionals such as lawyers, which is set as an ad 

rem rate, was raised in 2010. 

28. There are approximately 700,000 taxpayers who pay the urban property tax (IPTU). In 

2011, 12.4 percent of taxpayers were fully exempt from the IPTU as a result of constitutional 

provisions or local laws. In addition, 4.8 percent of the taxpayers enjoyed partial exemptions. 

Full exemptions are granted for government buildings, churches and residences with values of 

less than R$40,000. The tax rates are set progressively according to the value of the real 

estate, starting at 0.6 percent for residential properties and 1.2 percent for commercial 

properties and going up to 1 percent and 3 percent for residential and commercial properties, 

respectively. 

29. The department in charge of tax administration (SMAA) has recently taken some 

measures to strengthen IPTU collection. It has purchased an aerophotogrammetric study for 

the whole city, which prompted taxpayers with divergent cadastre information to legalize their 

situation with City Hall. Property values were also updated to conform to market values, 

resulting in impacts on tax bills in 2010 and 2011.
37

 However, in exchange, the municipality 

did not readjust the garbage collection fee during these two years. In addition, there is close 

coordination with the property licensing department in the city hall to update the IPTU 

cadastre.  

 

Expenditures 

30. Total expenditures amounted to R$6.9 billion in 2012, a 87.2 percent real increase 

from 2004.
38

 Current expenditures account for 81.1 percent of the total, while capital 

expenditures make up the remainder. Between 2004 and 2012, current expenditures grew by 

76.9 percent real terms, while capital expenditures posted a 149.8 percent increase. 

31. Current expenditures totaled R$5.6 billion in 2012, posting an annual average growth 

rate of 6.5 percent between 2004 and 2012. The world-wide economic crisis and a more 

prudent fiscal stance yielded a lower growth rate in the last two years of the range. The main 

current expenditures in 2012 were payroll (including pensioners and retired public servants), 

totaling R$2.6 billion; services contracted out by the municipality totaling R$1.5 billion; 

subsidies, adding up to R$463 million; and debt service payments of R$372 million. 

                                                 
37

 From 2004 to 2011, the number of properties in the cadastre increased by 8.3 percent, while the tax base grew 

by 96 percent. 
38

 All expenditures numbers cited here are calculated at the commitment stage, or initial stage, which makes it a 

broader concept. 
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32. The total payroll for the municipality, including pensioners and retired civil servants, 

amounted to R$2.6 billion in 2012, posting a 73.6 percent real increase between 2004 and 

2012, and rising in tandem with overall current expenditures.  

33. From 2004 to 2010, the municipality restructured most of civil servant careers, which 

led to an increase in personnel expenditures. According to the Sub-secretariat of Human 

Resources (SMARH), there are only three careers left to be reorganized, which are small in 

size. Also, the meal allowance was raised in 2011 to implement a higher and uniform value 

(R$15 per day) for all municipal employees. The number of civil servants also increased due 

to the creation of two new career paths: municipal security guard (2,337 employees) and 

kindergarten teachers (2,111 teachers). Another factor that led to an increase in the number of 

public sector employees was the public prosecutor’s demand that outsourcing and temporary 

contracts be discontinued. The growth rates of 2011 and 2012 proves that this was one off 

measures and no major pressures from payroll is expected on expenditures in the coming 

years. 

34. The municipality had 41,267 civil servants on its payroll as of December 2012, 

including state-owned companies and foundations. The number of civil servants increased by 

31.7 percent from 2004 to 2008, but by only 4.8 percent from 2008 to 2010. Most of workers 

(66 percent), including teachers and health professionals, are hired by the regional 

administrations, reflecting the decentralized way in which Belo Horizonte works. As of 

December 2010, the average monthly wage for public employees in Belo Horizonte was 

R$2,809, but the average salary in some Secretariats can be as high as R$9,000. 

35. The municipality is also taking some actions to strengthen HR administration. The IT 

system that handles HR and payroll routines is being upgraded and unified for all 

administrative bodies. The municipality is gradually implementing a merit-based payment 

linked to the BH Metas e Resultados and is initiating studies for work-force planning. 

Figure A4- 5. Expenditures Composition - 2012 

(R$ Million) 

Figure A4- 6. Evolution of Expenditures:  

2007-2012 (R$ Million – real values) 

 

 

 Source: PBH Annual Balance 2007-2012. 
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36. PBH’s existing policy on public salaries includes an annual cost of living increase for 

all civil servants. However, health and education professionals were recently granted higher 

increases by a decision of the Mayor’s. Health and education workers have received a 20 

percent pay rise for 2011 and 2012, while other civil servants have received 13.92 percent.
39

 

37. Debt service payments do not exert a large pressure on the municipality’s budget. 

Interest and amortization payments in 2012 accounted for R$372 million, which is equal to 

only 5.4 percent of total expenditures. However, the municipality has two costly debt 

contracts (PASEP and Medida Provisória 1969/99) that could generate significant savings if 

refinanced at a lower rate. 

38. The most significant items in recurrent expenditures are the services contracted out by 

PBH and subsidies paid by the municipality. The first is comprised of all sorts of services 

hired by the municipality, including public building and city maintenance (gardening and 

street cleaning). Although these services amounted to R$1.5 billion in 2012, this budget item 

has grown by 63.1 percent from 2004 to 2012. Nevertheless, this growth rate remains below 

revenue and total current expenditure growth, thus not posing a threat to fiscal sustainability. 

The increase in subsidies reflects an administrative decision to delegate school maintenance 

tasks to the schools. It should thus stabilize in the near future. 

39. Since 2004, the municipality has been able to maintain a high level of investments. In 

2012, investments amounted to R$1 billion, which is equal to 15.1 percent of total 

expenditures. The higher investment figures from 2008 onwards were possible due to loans 

and extraordinary revenues, which came from the sale of stocks held by the municipality in 

the state-owned water and sewage company. In 2012, most investment expenditures were 

directed to roads and public transportation construction, housing, water drainage, and schools 

and health units. 

Figure A4- 7. Evolution of Payroll Expenditures: 

2007-2012 (R$ Million – real values) 

Figure A4- 8. Evolution of Civil Servants:  

2007-2012  

 

 
 

 Source: PBH Annual Balance, 2007-2012, PBH SMARH. 

Fiscal Results 

40. Budget results have improved in the last couple of years, after posting some negative 

results due to the revenue shortfalls resulting from the global economic crisis. In 2012, the 
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municipality posted positive primary and overall balance, showing that the municipality has 

been able to pay for all its expenditures without generating arrears. 

41. Primary deficits have been a byproduct of higher investments financed by non-primary 

revenues, such as loans proceeds and asset sales, since the municipality has generated positive 

current savings. Lastly, nominal results are a reflection of variations by the in the stock debt, 

which, in turn, were mainly due to external shocks (general price index and exchange rates) 

and new loans contracted. 

Figure A4- 9. Net Consolidated Debt/ Net 

Current Revenue: 2007-2012  (%) 

Figure A4- 10. Payroll Expenditures/ Net  

Current Revenue: 2007-2012  (%) 

  

 Source: Relatório de Gestão Fiscal 3
o
 Quadrimestre 2007-2012. 

42. The municipality has obeyed the limits set by the Fiscal Responsibility Law (FRL) 

throughout this period. Personnel expenditures as a percentage of net current revenues (NCR) 

have fluctuated within the 41 percent to 44 percent range, well below the 60 percent limit. In 

2012, the ratio stood at 42.2 percent. The municipality has not issued any guarantees and its 

loan proceeds revenues have stayed below 16 percent. 

43. FRL limits over debt stock and services were also met. The net consolidated debt 

(NCD) over NCR ratio has been kept fairly constant from 2007 (36.9 percent) to 2012 (34.8 

percent). In February of 2013, it reached 21.3 percent. Changes in the stock of debt are 

associated with the recognition of debts and new loan contracts. Debt service expenditures 

varied from 3.3 percent in 2005 to 5.4 percent in 2012, well below the 11.5 percent threshold. 

Precatórios 

44. Precatórios are judicial claims filed against the municipality where a judgment was 

issued against it (that is, City Hall lost the case). As a result, the municipality has to pay a 

court-ordered amount of money in reparations. These judicial claims must be paid within at 

most 18 months; however, like other Brazilian cities and states, Belo Horizonte is in arrears 

on these payments. 

45. A constitutional amendment (Emenda Constitucional 62/09) was introduced to address 

those arrears. In accordance to that amendment, the municipality opted to pay all its 

precatórios in 15 years (including those that are currently in arrears and any new ones). In 
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addition, the municipality was authorized to seek a discount (limited to 50 percent) from the 

holders of precatórios and the interest accrued to precatórios was also reduced. 

46. However, a recent ruling from the Supreme Court judged the above amendment 

unconstitutional and put the payment of precatórios in great uncertainty. Thus, in the short 

and medium term, the municipal accounts might be pressured by higher than expected 

precatórios payments. The municipality has R$379 million in precatórios debt. 

Public-Private Partnerships 

47. The municipality enacted a law governing Public Private Partnerships (PPP) in 2005 

and currently has seven projects in its portfolio in different stages of implementation. PBH 

has one active contract for landfill management, which costs R$30 million per year. It is also 

constructing a hospital (Hospital Metropolitano do Barreiro), which will be partially operated 

by a private partner at an annual cost of R$55 million. The municipality has also put to public 

hearings a project for the construction of 37 schools. Other projects in the pipeline include 

health units, a subway system, fiber optic network, and urban drainage. 

Debt Sustainability 

48. Belo Horizonte’s gross total debt, including precatórios, reached R$2.59 billion at the 

end of 2012. This figure was reduced slightly to R$2.49 billion by the end of February 2013. 

The contractual debt makes up the largest part of the gross debt (85 percent). 

49. The majority of the debt is contracted internally. In fact, the municipality has only one 

external debt contract with an outstanding value of R$80 million as of the end of 2012. The 

municipality’s main lenders are the bus companies and COPASA (21.2 percent), the Federal 

Savings Bank, CEF, (46.4 percent), the federal government (20 percent), and the National 

Social and Economic Development Bank, BNDES, (7.2 percent). 

50. Most of the loans are indexed either to the consumer price index (IPCA) at 20.8 

percent, or to the savings account index (TR) at 47.9 percent. Other relevant indices are: the 

general price index (IGP) at which 9.3 percent of the stock of debt is indexed, and the long-

term interest rate (TJLP) with 7.2 percent. The PASEP debt is the only contract indexed to the 

SELIC rate. 

51. Finally, regarding the repayment and maturity profile, the municipality’s debt displays 

a smoothly declining trend. Debt contracts have long maturities and there is no maturity 

concentration in the near future. Debt service will account for an average of 4.8 percent of net 

current revenue (NCR) from 2011 to 2014, and the stock of debt will remain fairly constant 

from 15.3 percent of NCR in 2012 to 16.2 percent in 2015. 

52. The sensitivity analysis also shows that the projected debt service is robust to relevant 

shocks in its mains drivers. The exercise simulated the debt service trajectory by doubling the 

expected variation in IGP and SELIC. The largest variations were recorded when the shock is 

applied to the IGP. The deviation from the baseline scenario reaches 0.08 percentage point of 

NCR in 2023, while the average deviation for the next three years is 0.02 percentage points of 

NCR. A shock in SELIC alters debt service by 0.01 percentage point of NCR at most. A 
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shock in the IPCA was not simulated since revenues are supposed to grow alongside with 

consumer inflation. 

Figure A4- 11. Debt Stock by Index: 2012 

(%  of Total) 

Figure A4- 12. Debt Stock by Lender: 2012 

(%  of Total) 

 
 

Figure A4- 13. Projected Debt Service: 2011-2030 

(% of Net Current Revenue) 

 

 Source: World Bank calculations based on PBH SMF data, PBH DMF. 

53. The debt stock and projected debt service will not be significantly impacted after the 

WB loan is contracted by the municipality, since PBH has committed itself with the federal 

government to use these resources to repay more expensive outstanding loans. Nonetheless, 

the WB loan would add an extra 0.29 percentage points of net current revenue annually on 

average from 2012 to 2014, if the municipality chooses not to repay any outstanding loans. 

 

Fiscal Projections 

54. Figure A4- 14 below shows actual and projected fiscal data for Belo Horizonte in the 

Government Financial Statistics (GFS) format. Projections are carried out to assess 

sustainability. 

55. Fiscal figures were projected starting in 2013, taking into consideration existing 
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years, the Bank tried to identify the trends in place behind the major revenues and 

20.8%

9.3%

47.9%

7.2%

6.0%

IPCA IGP-M TR TJLP US$

46.4%

20.0%

21.2%

7.2%
5.2%

CEF Gov federal Onibus + Copasa BNDES Others

7.49%

3.68%
3.23%

2.45%
2.14%

1.81%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030



81 

 

expenditures items, as well as to spot one off factors that could impact the fiscal accounts in 

the mid-term. When needed, the macroeconomic forecasts used are those presented in the 

CPS. 

56. Most of the tax and transfers revenues were estimated taking the previous year’s 

figures, increasing by inflation and applying the same growth rate as that for overall national 

GDP. There is thus a conservative underlying assumption for the elasticity of revenues equal 

to one. The exceptions were the IPTU and ITBI. The first one is assumed to grow along with 

inflation and the growth of the real estate stock, while ITBI projections were supplied by the 

Secretariat of Finance, since it is influenced by real estate market value and the number of 

transactions in the market. 

57. With few exceptions, all other revenues were assumed to increase along with inflation. 

Specific revenue items such as the revenues arising from concessions are forecasted to only 

last through 2013, according to the contract between the municipality and the bus companies. 

Loan proceeds were projected by smoothing out the funds from contracts already signed. 

58. On the expenditures side, the approach was similar. However the rigidity of 

expenditures due to earmarks and some permanent and contractual items (such as payroll and 

debt service) means that most expenditures items grow by specific rules. 

59. Payroll expenditures are supposed to increase by the rate of inflation plus 3.5 percent 

in real terms. The real increase is allowed to take into account the natural growth rate of 

personnel expenditures arising from automatic promotions and payment increases built in the 

legislation (2.5 percent yearly), and also the expansion of the merit-based payments and some 

real gains that civil servants have historically received. Pensions and retirement benefits are 

increased in the same proportion since legislation guarantees that most beneficiaries will 

receive the same pay increases as active civil servants. Other employee payments are 

projected to grow along with the inflation rate. 

60. Interest payments and amortizations are obtained from the baseline scenario in the 

debt sustainability exercise. An underlying hypothesis is that the municipality will not take 

out any new loans during this period. The WB loan was not included in the present scenario. 

61. Lastly, investment is projected to face several simultaneous constraints. First, it must 

not cause the budget to fall afoul of the golden rule, according to which capital expenditures 

must be equal to or less than capital revenues. Second, any budget gaps or unforeseen 

expenditures are adjusted for via investments, thus they must also be fine-tuned to obtain 

primary and budget results that maintain BH’s fiscal position in a sustainable path and allow 

the municipality to obtain guarantees from the federal government for its loans. 

62. The scenario presented is conservative. Revenues and expenditures have been 

projected slightly on the pessimistic side of the probability distribution. Nonetheless, the 

budget results are in line with pre-crisis levels. A sensitivity analysis shows that the major 

influence (both positive and negative) is GDP growth, since most expenditures are already 

contracted out and lower than expected revenue might force PBH to reduce investments or 

weaken budget results. On the other hand, a higher than expected GDP will leave the 

municipality with more fiscal space to increase investments or repay more debt. 
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Figure A4- 14. Belo Horizonte Fiscal Projections: GFS Standard 

 
 Source: World Bank calculations based on PBH SMF data. 
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IRRF 331.0 371.3 404.6 442.6 482.4

Taxas 140.2 152.7 163.0 174.1 185.4

Social Contributions 2.0 2.1 2.4 2.5 2.7

Transfers 3,396.0 3,695.0 4,026.7 4,405.3 4,801.2

Current Transfers 3,273.9 3,487.8 3,800.8 4,158.3 4,531.9

Capital Transfers 122.1 207.2 225.8 247.1 269.3

Other Current Revenues 424.6 423.7 422.8 422.3 444.7

Interest Revenues 69.8 56.3 59.5 62.8 66.1

II. EXPENSE 5,216.3 5,613.7 6,219.8 6,670.3 7,085.3

Compensation of Employees 2,439.4 2,642.7 2,878.3 3,097.8 3,210.5

Interest Payments 121.9 110.5 146.8 77.9 71.7

Other Current Expenditures 2,655.0 2,860.5 3,194.7 3,494.5 3,803.2

III. GROSS OPERATING BALANCE (I - II) 818.5 893.1 787.8 916.9 1,129.8

% of NCR 14.0% 14.7% 11.9% 12.8% 14.2%

IV. TRANSACTIONS IN NON-FINANCIAL ASSETS 887.2 1,041.8 820.9 963.3 1,115.9

Investiment in Non-Financial Assets 34.9 40.9 32.2 37.8 43.8

Investment in Financial Assets 852.3 1,000.9 788.6 925.5 1,072.0

V. NET LENDING / BORROWING (III - IV) -68.7 -148.7 -33.0 -46.4 13.9

VI. PRIMARY BALANCE (V + Net Interest Payments) 53.3 -38.2 113.7 31.5 85.5

% of NCR 0.9% -0.6% 1.7% 0.4% 1.1%

VII. TRANSACTIONS IN FINANCIAL ASSETS AND LIABILITIES 125.7 136.2 78.8 242.4 258.2

New Loans 284.3 390.1 427.5 427.5 427.5

Amortizations, net -218.2 -262.4 -348.7 -185.1 -169.2

    Amortizations received 0.0 0.0 0.0 0.0 1.0

    Amortizations paid 218.2 262.4 348.7 185.1 170.2

Asset sales 59.6 8.5 0.0 0.0 0.0

VIII. GROSS FINANCING NEEDS (Net Debt Service - VI) 68.7 148.7 33.0 46.4 -13.9

% of NCR 1.2% 2.4% 0.5% 0.6% -0.2%

VIII. OVERALL BALANCE (VI + VII) 179.0 98.0 192.5 273.8 343.8

Memo Items:

Net Current Revenue (NCR) 5,860.9 6,092.8 6,612.2 7,155.3 7,945.8

Non-Financial Investment / NCR 0.6% 0.7% 0.5% 0.5% 0.6%
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ANNEX 5: COUNTRY AT A GLANCE 
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ANNEX 6: MAP OF BELO HORIZONTE MUNICIPALITY REGION 

 

 


