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Preface

This paper examineshow property marketsfunction inthefavelas of Rio de Janeiro. The study compares and contrasts
theformal and informal property markets, concluding that whilethere are many differences between them, all property
transactions in the favelas carry a certain amount of informality and risk. The level of risk, however, varies greatly
depending on the specific circumstances of the property and partiesinvolved in the transaction.

This study was sponsored by the International Housing Coalition (IHC) and funded by a grant from the Reaume
Foundation. The IHC is a non-profit advocacy organization located in Washington D.C. that supports “Housing for
All” and seeksto raise the priority of housing and slum improvement on the international devel opment agenda. The
IHC supports the basic principles of private property rights, secure tenure, effective title systems and efficient and
equitable housing finance systems—all essential el ementsto economic growth, civic stability and democratic val ues.
To learn more about the IHC visit itsweb site at: www.Intlhc.org. The views expressed in the paper are those of the
author and do not necessarily reflect those of the International Housing Coalition.

About the Author

Dr. Perlman’s most recent book, FAVELA: Four Decadesof Livingon the Edgein Rio de Janeirowill be published
by Oxford University Pressin June 2010. It isafollow-up to her semina work: The Myth of Marginality (1976, UC
Press). Dr. Perlman is the recipient of a Guggenheim Award, Fulbright Award, the C. Wright Mills Award and the
Chester Rapkin Award. The research for Favela was supported by the Tinker, Ford, and Kellogg Foundations, the
World Bank, the British Department for International Devel opment and the Dutch Trust Fund.

Professor Perlman is President and CEO of the Mega-Cities Project, aglobal non-profit organization founded in 1987
to share approachesthat work among citiesfacing common problems. Shewas atenured professor in the Department
of City and Regional Planning at UC, Berkeley and has taught at Columbia, NY U, the Federal University of Rio de
Janeiro, the Institute of Brazilian Municipal Administration and the Getulio Vargas Foundation in Rio de Janeiro.

Dr. Perlman holds a B.A. from Cornell University in Anthropology and a Ph.D. from MIT in Palitical Science—
International Devel opment, Public Policy and Urban Studies. Sheiscurrently consulting and doing program eval ua-
tionsand policy research.
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The information for this report is based on the author’s previous research in the favelas of Rio de Janeiro and on
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conducted interviewswith the Residents A ssoci ation Presidents, officers and members and with recent and woul d-be
buyers and sellers. She visited several cartorios and real estate agencies and conducted interviews with planners,
practitioners, researchers, policy-makers, lawyers, architects, developersand real estate agents.

Interviewswith research scholarsincluded: Profs. Pedro Abramo; Mariana Caval canti; Marcel o Burgos; Paulo Knauss,
Mario Brum; and Mauro Amoroso. Interviews with consultants, construction companies, architects, investors and
financial advisorsincluded: Teresa Lobo; Nadia Reboucas; Paulo Ferraz; Taniaand Michele Kurc; Flavia Oliveira;
Antonio Carlos Vidigal; and Clara and Jacob Steinberg. Interviews with policy-makers from city, state and national
government included: Lu Peterson; Alfredo Sirkis; Arlindo Daibert; Sergio Magalhaes; and Wanda Engel Aduan.
Interviews with non-profit organizations included: IBASE; ISER; Viva Rio; Roda Viva; and the Observatorio das
Favelas.

The author extends aspecial thanksto Antonio Paulo Monnerat for hisbrilliant and patient help in understanding Rio
real estate markets; Ephim Shluger; the IHC team—Robert Dubinsky, Dave L eibson and Nicole Weir—for comment-
ing on earlier versions of thisreport; and Pedro Strozenberg, Jim Shyne and Allison Coffey.



Executive Summary

In this paper the author examinesthereal estate marketsin Rio de Janeiro, comparing the way property isbought and
sold intheformal city and theinformal city. Theinformal city, consisting of favel as (squatter settlements) andillicit/
illegal subdivisions, isoften referred to asthe morro (the hillside) as opposed to the asfalto (the paved city.) Themain
distinctionisthat the residents of informal settlements do not have official titleto the property they live on, eventhough
they may have devel oped theland and built their housesonit fifty yearsago. Thefavelacommunitiesexist outsidethe
purview of land-use, zoning, and construction regulations; of density, health and saf ety standards; and of thelaws of
private property. Nevertheless, there are thriving real estate marketsinthefavelas. Buyersand sellerscometo agree-
mentson val ue, procedure and payment and local Residents' Associationsvalidate the transactions.

The Perlman study found activereal estate marketsfunctioning in Rio’sfavelas (now numbering 1,025) from the most
recently settled to the oldest and most consolidated. Real estate transfersin the formal city are conducted through
“ Registries of Assets and Properties,” which require proof of ownership, thereby excluding all favelas. Inthe most
desirable locations, a handful of favelas haveinformal “real estate agencies’ (un-certified,) but for al therest, sales
are advertised through word-of-mouth and posted on thewalls of thelocal Residents’ Associations. Created by city
government mandate in the 1960s, these A ssoci ati ons serve asliai sons between the favelacommunities and the govern-
ment and are authorized to act with some degree of public authority within their own territories.

The magjority of property transactions inside favelas take place among residents or between friends and family of
residents, although some buyers come from other favelas or directly from the countryside. Property values are deter-
mined by the same general criteriaasin theformal sector —supply and demand based on location, size, security, and
quality. Building codes and permits, occupancy and health standards, and zoning regulations do not exist in favelas.
Thereisno housing finance system for favelaresidents. Even government mortgage programs designed to reach [ow-
income populations exclude virtually all favelaresidents due to their inability to prove ownership, to meet minimal
income criteria, or to provide proof of stableincome. Purchasesare generally made by full cash payment at the point
of sale. These salesare documented in the Residents' Associationswherethey are signed by both parties, at least two
witnesses, and the President of the Association. A degree of formality is sometimes conferred to the transaction when
the President’ssignatureis verified at the region’s “ Registry of Titlesand Documents” where acopy of the signature
iskept onfile.

Despite the apparently clear distinctions between real estate practices in the formal and informal sectors, the lines
begin to blur upon closer examination. The proceduresvary according to circumstance, location, political connections
and money. Evenintheformal city, there exist myriad exceptionsto every rule— building and zoning codes are often
ignored, clandestine constructionsare not registered, and property taxes not collected. Neither theformal nor informal
real estate markets could function without a strong dose of Brazilian jeito (a knack for making things happen and
getting around therules.) Inthewords of one downtown real estate agent, “ absolutely nothingisimpossiblein Rioreal
estate—it all depends.”



Introduction

Thisreport isbased on two original research studies conducted by the author in Rio de Janeiro. Themost recent study
is of real estate transactions in the city of Rio—including the formal city of the privileged and the informal city of
squatter settlements, known asfavelas or communities. Thisdistinctionisoften expressed asthe morro and the asfalto,
or the hillsides and the pavement. Thisresearch on housing marketswas conducted from June through October 2009
under acontract from the I nternational Housing Coalition with funding from the Reaume Foundation.

The second source is alongitudinal multi-generational study conducted between 1969 and 2009, during which the
author lived for six months each in three of Rio’'s favelas and interviewed 250 peoplein each. Thirty years later the
author returned to re-study the communities and the people, interview the surviving origina study participants and
their children and grandchildren. These study findings form the core of Perlman’s most recent book, Favela: Four
Decades of Living on the Edge (Oxford University Press, 2010.)

Theobjective of thisstudy isto understand how real estate marketsfunction in thefavelasof Rio de Janeiro, including
how property values are determined and how houses are transferred from sellersto buyers.

The question of housing and community development in the cities of developing countries is a critical one as the
world’'s poor continue moving from the countrysideto the city. United Nation (UN) projectionsindicate that the growth
of theworld’s population in the coming decadeswill be almost entirely urban, will take placein thecities of the global
South (Asia, Africaand Latin America,) and will be concentrated primarily in squatter settlements. These self-built
communities, called favelasin Rio, have different namesin different cities, but almost everywherethey are classified
by local governments as “irregular or subnormal agglomerations” set apart from the rest of the urban fabric. In their
myriad forms, they are collectively called “informal settlements’ or part of “theinformal city.”

In Rio, favelas are highly stigmatized urban spaces and the word favelado has acquired pejorative connotations.
Favelaresidents generally use the word “ community” in referring to where they live.? These self-built communities
wereoriginally settled by rural migrantsto thecity of Riowho gave up all they had in search of better opportunitiesfor
themselves and their children. They built their homes on lands (public and private) that were vacant —usually on
hillsidestoo steep for conventional construction or in swamps or riverbeds subject to periodic flooding. Some of these
areaswere vacant because municipal building codes prohibited their development, others dueto neglect by therightful
titleholders.

Thefirst favelain Rio that dates back more than 100 years was on the Morro de Providéncia near the downtown port
area. Sincethat time, efforts have been madeto prevent, restrict, and removefavelas. However, researchin the 1960s
conducted by this author and others demonstrated that they were not problems, for the city but —on the contrary—
solutions to the housing needs of hundreds of thousands of new urbanites who could not afford to buy or rent in the
“formal city.”®

The squatter settlements, tenement houses, and clandestine subdivisions that comprise the “informal city” are often
absent from city maps. The places that house some 40 percent of all urbanitesin the cities of the developing world
appear as unoccupied green spaces. They were historically “off the grid,” and not included in the coverage area of
urban services provided by city government.*

1 For more detail on this earlier study see Janice Perlman, Favela: Four Decades of Living on the Edge, (2010, Oxford
University Press) and The Myth of Marginality: Urban Politics and Poverty in Rio de Janeiro (1976, UC Press.)

2 See Janice Perlman, Favela, Chapter 1 for a detailed discussion of terms, definitions and distinctions regarding favelas
and an explanation of the difference between favelas and slums.

3 See John Turner, Housing as a Verb; Lisa Peattie, On Informality; and Janice Perlman, The Myth of Marginality.

4 In Rio, this began to change in the mid 1980s when Municipal authorities began extensive cadastral surveys

and maps of the favelas and of irregular subdivisions. These became the basis of upgrading programs such as “Programa
Mutirao (1984-1988) and later Favela-Bairro (1994-present).



In the case of Rio, the vacant lands where favelas arose tended to be either on hillsides too steep for conventional
construction, along the silted fringes of the bay, or in mosguito-infested swamps on the urban fringe. When these
settlements began to emergein the 1890s, they were seen asthreatsto the urban order and attemptswere madeto evict
theresidentsand eradicate their dwellings. Inthe 1970s, the city, state and national governments succeeded in remov-
ing more than 100 favelasin Rio, forcing nearly 100,000 people to resettle in housing projects. The possibility of
evictionismuch lower sincethereturnto democracy in 1985 following 21 years of military dictatorship, but in the past
fiveyearstheissue has been raised again. Asrecently as 2009, the Mayor of Rio declared that with regard to favela
policy, “nothing is off thetable.”

Over time, the oldest favelas have improved in physical condition. The scrap housing materials were gradually
replaced by brick and mortar (precarious shacks grew into four -story residences, often with rental units) and the
people demanded urban servicesfrom thelocal government, tapped into theelectric grid (illegally) and built their own
infrastructure wherethey could. Thefavelasthat have existed for 50 or 60 years, referred to as” consolidated” favelas,®
now have nearly universal accessto electricity and running water, partial separation of drainage and sewerage, paved
access roads and stairways and thriving commercial areas.®

This constant, incremental improvement in the conditions and services in the older favelas means that the classic
definitions of favela, based on aseries of deficits—in housing and urban services—are no longer useful. The opera-
tional dividing lineislegitimate versusillegitimateland occupation. In Rio, most of the favelas occupy land owned by
the government, the military or the church. Liketheformal andinformal economiesin cities, theinformal and formal
citiesareintertwined and in many casesinterdependent, but only the formal sector ownership isrecognized intheeyes
of thelaw.

This report makes a distinction between how real estate transactions occur in the formal city where land titles are
legally documented and registered and the informal city where settlements that began as land invasions have never
beenregularized. Despite housing being improved and being passed down through generations, the propertiesremain
inlegal limbo. Therearethrivingreal estatemarketsin favelas, but the processof buying and selling housesisnot
thesameasit isin therest of thecity.

The research question is then: what is the difference between real estate transactionsin the informal city (the
favelas) and the formal city (the city of privilege)? Thiswould be colloquialy phrased as what is the difference
between the morro (hillside) and the asfalto (paved city)?

Research findings showed that these differences are clear in some respects, but blurry around the edges. It all depends
on the circumstances, the location, the timing, political ideology and resources. Neither the formal nor informal real
estate markets could function without a strong dose of Brazilian “jeito” (an ability to get around legal red tape.)

Theresearch resultsin thisreport show how buyers and sellersfind each other, how sales prices are established, how
payment is made, what role is played by rea estate brokers, how transactions are documented and how they are
enforced. In the concluding section, the issues of real estate markets and informality are related to the question of
housing and land rights and the larger issue called the “ Right to the City.”

5 For more on the concept of consolidated favelas, see Mariana Cavalanti, (2007) “ Of Shacks, Houses and Fortresses’, PhD
dissertation, University of Chicago Press.

6 The improvements were due to a combination of self-help efforts, and a shift in government policy towardsin situ
upgrading along with greater cooperation between public authorities and public service providers (CEDAE, COMLURB,
LIGHT) and line municipal departments (Secretarias de Educacao, Saude, Secretaria de Habitacao, Secretaria de
Desenvolvimento Social and IPLANRIO.
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Part I: Overview of Favelas in Rio de Janeiro

Population Growth. According to 2009 datafrom the I nstituto Perreira Passos (I PP), the Planning Department of the
City of Rio, there are morethan 1,025 favelasin the city. The current estimate isthat they house morethan 20 percent
of the municipal population. The informal sector also includes clandestine or irregular subdivisions (loteamentos
clandestinog/irregulares)” that account for another six percent of the city’s population, meaning that a quarter of
Cariocas (Rioresidents) liveininformal housing.

Population figuresfor favelasvary dramatically from 1.5 to 2.5 million people and above, depending on what defini-
tions are used, how the numbers are cal culated and what percent is adjusted for an undercount.®

Thecity isdivided into zones: the upscal e South Zone; the Center City; theindustrial and working class North Zone;
and the West Zone, which is the least dense, the newest, the poorest, and has the highest growth rate of informal
settlements. In the South and North Zones, the favel as are consolidated and the growth rateslow. Thevast mgjority of
housing in these zones is constructed with permanent materials, is often severa stories high, has amost universal
accessto electricity, running water and some form of sanitation and garbage collection, and has accessto schoolsand
clinics.

Since the first hillside settlements appeared in Rio more than 100 years ago, there have been consistent attempts to
remove them, prevent their growth and prohibit improvementsin building materials and housing conditions. All of
these attemptsfailed as shown in the four maps bel ow that track the consistent growth of favelasin Rio de Janeiro over
time.

Fonte: Pr6 - URB

FAVELA GROWTH IN RIO de JANEIRO

7 Loteamentos clandestinos or irregulars are areas that are illegally taken over by a person posing as a developer, who
subdivides the land and sells it to newly arrived migrants, giving them a phony title and disappearing with their money,
abandoning the families without water or electricity and forcing the government to deal with them. The city planning
department in Rio a so includes the 12 percent of Rio’s population living in conjuntos (public housing complexes) as part of
the informal sector since they are not part of the urban grid of the formal city.

8 There are many reasons for a wide variation in demographic data about the favela and informal sector in Rio. The
Brazilian census is conducted only once every ten years so officials are awaiting the 2010 census for more accurate
information. A comprehensive discussion of why the estimates vary so dramatically can be found in Perlman, Favela (2010,
Oxford University Press) Chapter One.



Rapid urban migration in the post WW Il period led to adramatic increase in the number and popul ation of favelas
in Rio. In every decade since the 1950s, the favela popul ation has grown faster than the population of the city of
Rio.

FAVELAS GROW FASTER THAN CITY OF RIO

Year Population of Total alb (%) Favela Rio Growth
Favelas (a) Population Growth Rate Rate by
of Rio (b) by decade decade
1950 169.305 2.337.451 7,24%
1950- 337.412 3.307.163 10,20% 99,3% 41,5%
'60
1960- 563.970 4.251.918 13,26% 67,1% 28,6%
‘70
1970- 628.170 5.093.232 12,33% 11,4% 19,8%
‘80
1980- 882.483 5.480.778 16,10% 40,5% 7,6%
‘90
1990- 1.092.958 5.857.879 18,66% 23,9% 6,9%
2000

FROM 2000-2005 FAVELAS GREW 6X MORE THAN NON-FAVELAS

Source: IBGE (Brazilian Institute of Geography and Statistics), 2000 33

As shown above, the single exception was the decade of the 1970s when more than 100 favelas were eradicated,
100,000 dwellings demolished and closeto 700,000 residents displaced. Catacumba, one of thethreefavelasinwhich
the author lived, wasremoved in 1970. The author wastherein 1969 to witnessthe eradication of afavelaof Praiado
Pinto on the opposite side of thelagoon. When thewomen and children stood in front of their community to prevent the
itsdemolition, the policeleft, only to set fireto the community during the night. The photograph below taken the next
morning shows the devastation as people tried to salvage the remains of their life possessions before being placed in
garbagetrucks by the helmeted police.®

REMOVAL of PRAIA do PINTO

9 All photographs were taken by the author, unless otherwise indicated.
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Since Brazil’sreturn to democracy in 1985, after 20 years of military dictatorship, the favelaremoval policies have
been gradually replaced by aseries of on-site upgrading programs, most importantly Favela-Bairro. (SeeAppendix 1.)
The demands of electoral politics mean that no candidate for local office iswilling to risk alienating a fourth of the
electorate by threatening favelademoalition. However, it does not mean that this cannot or will not changeinthefuture.
Thereisno guarantee.

Meanwhile, favel as have continued to grow upward and outward and new settlements have sprung up as new empl oy-
ment opportunities expand across the Rio municipality and in the Fluminense Lowlands to the North. The volcanic
upward thrust of vertical expansion as shown in the photograph bel ow reflectsthe high demand for spacein the South
Zone favelas, and the total absence of zoning regulations or construction codes. Rochinha is the largest and most
expensivefavelainthecity.

VERTICAL
GROWT




Land in Limbo. Rio'sfavelasare currently inlegal limbo asfar asland ownership is concerned. Theresidents have
“defacto” security to remain wherethey are for aslong as their votes have electoral clout, but they do not have “de
jure’ land tenure and the political situation may change. Meanwhile, a quarter of the city population lives under a
separate set of rules and regulations, without the full protection of the law.

Thecity government has del egated many responsibilitiesincluding thosefor real estatetothelocal Residents Associa
tions, but neither the associations nor the drug traffickers comprise a“ parallel state.” The government isresponsible
for providing education, health care, job training and other servicesand for protecting thelives of itscitizens. Favela
residents, despite 25 years of post-dictatorship democracy, are still pseudo-citizens. They live under the rule of Resi-
dents’ Associations most of which are under the control of the drug traffic, local militias or both.°

Only recently hasanew program, supported by the city, state and national governments, begun to re-claim the favela
territories from the traffickers and militias. The new program, called UPP—Unidades de Policias Pacificadores
(Units of peace-keeping police)—began in 2009 and has been successful in the handful of communitieswhereit has
been implemented thusfar. Police barracks are constructed within the favel as so that the policemen have afull-time
presence to keep out the drug gangs. Specially-trained police are assigned to help deal with conflictsand problemsin
the communities and—in some cases— reinforced concrete walls are built around the favel asto prevent the entry of
drug dealers and protect the surrounding forests from expanding settlement.

Thefavela, Santa Marta, wasthefirst in the UPP Program. Theformal city isilluminated
below and Sugar Loaf isvisible in the background.

There are 100 favelas currently eligible for the program. The projection is to reach as many favelas as possible in
preparation for the 2014 World Cup and the 2016 Olympic Games.

10 The favela residents have—for the time being—stopped mobilizing for their rights to land ownership, feeling a sense of
security and not wanting to incur the additional costs of property taxes. The international development agencies are
promoting land title as aform of collateral for loans, but there is very low demand for loans among favela residents because
they fear they will not be able to repay. What they want most is away to earn a decent living doing decent work. Without
jobs or incomes they are unwilling to incur any additional debts.
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II. Real Estate in the Formal City

To understand how real estate transactionswork in thefavelas, or theinformal city, it isnecessary to understand such
transactions in the formal city. The following section provides a baseline for comparison between the formal and
informal city, or as peoplein Rio would say, the morro (hill-
side) and asfalto (paved city.)

In the city of Rio, territorial control has been
in the hands of armed narco-traffickers or of
self-appointed militias. In an attempt to re-
assert control, the state intends to make the
favelas as safe and well protected by police
presence as any other neighborhood in the
urban area. The state has taken a position that
it will no longer accept the fact that armed
gangs control these areas and control the
police as well.

Evenintheformal sector, the processesinvolvedinreal estate
transactionsin Brazil differ significantly fromthoseinthe United
Satesor the United Kingdom. Appendix 3 containsalegd guide
toinform foreignersinterested in purchasing property in Bra-
zil. Asthisguide makes clear, many of theriskstypically asso-
ciated withinformal real estate transactions are al so associated
with formal transactions.

How Buyers and Sellers Connect

The search for ahouse or apartment does not begin in alocal

real estate office. Thereisnot yet amultiple listing service, (although some of the largest agencies have begun to
discuss creating such a system) so any one agency only has accessto avery small percentage of the total houses for
saleat any giventime.

Most potential buyers search the real estate section of newspapers, in hard copy or online. The best source is the
newspaper O Globo—the Sunday section, “Morar Bem” or the Wednesday listings by neighborhood. For upscale
properties, people aso check O Estado de Sao Paulo and for less expensive properties, O Dia. The website
www.zap.com.br has almost al the listings and isfree. The twenty largest real estate agenciesin Rio have agreed to
create and manage ajoint website and have been discussing the benefits of cross-listing.
(Www.rederiodeimoveis.com.br)

At the neighborhood level, propertiesfor sale are commonly advertised in flyers on the streets and through the grape-
vine of conciergesand doormen on the block. The doormen are one of the main sourcesfor information about proper-
tiesfor saleand they generally receive some payment if they find a buyer, which makesthem indirect competitors of the
real estate agencies. Thisisa perfect example of theinformal market operating in the formal sector.

Sinceword of mouth or tips by doormen are transmitted more quickly than printed media, abuyer who has selected a
particular neighborhood or block can often beat out potential competitors by getting theinside scoop before the apart-
mentisofficially listed for sale.

Among sellers, about 75 percent list with areal estate agency or agent. It is considered risky for the seller to list
directly in print or online as advertising apersonal number can be dangerous. Asaconseguence, the number to call is
generally that of thereal estate agency or broker with whom the seller hasregistered. Thelistings are supposedly all
exclusives. Intheory, each seller should have an exclusive contract linking the property for salewith asinglereal estate
agency or agent. However, in practiceit does not alwayswork that way. Ownerstend to give“ authorizationto sell” to
various agenciesat the sametime. The Regional Council of Real Estate Agentsisopposed to thispractice, but thereis
littleit can do to prevent it.

Individual real estate brokers (“ corretores deimoveis’) that are not connected to any agency have the same profes-
sional certification asagency brokers, but they conduct transactionson afreelance basis. Thefeeissupposed to bethe
same—five percent of the purchase price, but the independent agents accept dightly lessbecauseif they wereworking
for an agency, they would pay the agency afee of 0.8 percent to one percent of the sale price.



In either case, the freelance agent or the real estate agency takes care of the paperwork and the legal aspects of the
property transfer.

HowPrices are Determined

Real estate appraisers (avaliadores) generally work with the agencies and will cometo the seller’s house and give an
appraisal of the value of the property. It isoften the case that friends know friendsin thereal estate business and they
will givetheir evaluation aswell.

Aselsewhere, propertiesare valued according to market demand. L ocation, size, condition and age of the property are
some of the key factorsthat determine demand, with location foremost. The purchase price is negotiated by the real
estate agent and then authorized by the seller. Thereisalot of leeway for negotiation. Inspections are not routinely

conducted and are not required by law. Homeownersinsuranceis not mandatory and it is not common practice.

The Housing Finance System in Brazl

From 1964 through 1986, Brazl had a highly developed housing
finance system, The National Housing Bank (BNH.) It made
moderate and low income housing available using pension funds.
When it was closed, its banking functions were assumed by the the
Caixa Economica Federa and its housing finance for moderate
and low income was dropped. Since then, the main beneficiaries of
housing finance have been public functionaries and civil servants.
They do not need to make any down payment for housing loans,
they get a discounted interest rate and they have their monthly
payments deducted directly fromtheir salaries.

Home loans for non-gover nment workers are only available for
employees in the formal sector (who have signed work cards.) The
minimum down payment is typically 20 percent. If financingis
approved, the balance of the debt can be paid directly in monthly
installments or can be automatically deducted from the worker’s
retirement fund-the Fundo de Guarantia de Tempo do Servico
(FGTS)

In either public or private housing loans, the monthly payments
cannot exceed 30 percent of the family income (as defined by the
earnings of up to three family members.) This meansthat if family
income declines, the monthly payments will decline and the
balance will be added on to the end of the loan repayment period.
The loans are generally for 15 or 20 years.

Payment and Financing

Traditionally, most properties were paid “ a
vista,” meaning the full sales price, at thetime
of purchase, in cash. Credit was difficult to
obtain even for the middle and upper class and
non-existent for the lower class. Brazil had—
and still has-the highest interest rates in the
world. Inthe past, interest rates were close to
25 percent, plus adjustmentsfor inflation. Now
the official interest rate is about 8.75 percent
plusinflation correction—still one of the high-
est in the world. Buyers who borrowed money
at these rates often ended up owing the bank
more than the property was worth.

It iscommon practicein Rio for apartmentsin
new buildings and developmentsto be sold be-
fore ground-breaking begins on the construction
site. Thisisespecialy trueinthe Barrade Tijuca,
which was undevel oped beachfront only afew
decades ago and isnow filled with modern high
rise buildings for the upper and upper middle
class. The buyer purchases the property on the
basis of a floor plan. An entrada (down pay-
ment) usually ten percent is paid up front and
the monthly payments (prestacoes) beginimme-
diately. In most cases, the builders of the new
complexes are associated with abank and they
facilitate the loan process through their bank.

Recently Brazil has begun to expand access to credit and to develop a home mortgage system through the Caixa
Economica Federal. A new program called Minha Casa, MinhaVida (My House, My Life) was created to servelow
and moderate income families, but is not accessible to the majority of favelaresidents since the loans can only befor
formal sector housing (with land title) and require proof of afixed family income. (See Appendix 2 for more detail .)
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Registration of Sale

All propertiesand all property transactions (“ compras e vendas’—buying and selling) must beregisteredin Cartorios
deRegistrodel moveis(Real Estate Registries.) Thereare 11 of themin Rio, al but one of them located in the center
city of Rio. Each oneisresponsible for specific administrative districts within the city. A seller must provethat he or
she hastitle and that the property is legally owned and registered in his or her name at the Cartorio de Registro de
Imoveisfor thedistrict in which the property islocated. No favelapropertiesare dealt withintheseregistries, since by
definition, favelas are considered irregular dwellings given that they were built without a construction permit, do not
conform to building code normsand occupy thelandillegally.

Intheformal sector, anumber of documents are needed to buy or sell apiece of real estate: a Carteira de ldentificacao
or ldentidade (1D card); a CPF — Certidao de Pessoa Fisica (registration card for individual s as opposed to corporate
entities); and—if any financing is involved—a Contra-Cheque (cashed salary check) which proves how much you
earn. Thisisused to ensure that your loan paymentswill not exceed onethird of your family income.

Enforcement

For homes bought with public financing, if the buyer is more than three months behind in payment of monthly install-
ments, agrace period of six monthsisgiven for catching up by paying more each month. If that provesimpossible, the
buyer can resume regular payments and add the defaulted monthsto the end of the loan period. For those who default
beyond the three months, their homeissold at public auction. Thisisan added disincentivefor low income households
to borrow money for home purchase. Evenif they might qualify at one point, they are not guaranteed that their family
income will remain sufficient for repayments, so they prefer not to put their homein jeopardy.

II1. Real Estate in the Informal City — Favelas

Land Ownership

To understand the process of buying and selling houses in favelas, the key point to bear in mind is that the favela
residentsdo not legally own theland upon which they havebuilt their homes, except in afew cases. For example,
in the first half of the 20" century, a parcel of land or a small farm (sitio) may have been purchased from alarge
landowner, granted to people who worked there by a Baron or even given to asmall group of residents by the land
owner.®

Later, from the 1980sto 2000, afew public policiesattempted to transfer land ownership to favelaresidents, but these
initiatives were sporadic and small in scale and did not have alasting impact. Thusit is safeto say that favelareal
estatetransactionsdo not imply the purchase of land, but only of thehouseand any other buildingsor improve-
mentson that site.

Even in settlements that have been established on the same site for 60 years and where 150,000 people may live, the
vast majority of residentsdo not have land title and—in most cases—do not have any housingtitle either. The people
with legal title are generally those who have abill of sale from their own or their parents’ purchase of the house from
aprevious owner. But most have either an “informal title” which may be a handwritten paper from the community
association attesting to their residence, or notitle at al.

11 There were three such parcels in the favela of Catacumba, which were purchased or bequeathed in the 1920s and 30's,
well before the post World War |1 cityward migrants began squatting there. These plots were used to raise chickens, goats,
and pigs or to grow vegetables, and the owners shared their produce with one another. The owners had legal title. But when
the favela was removed in 1970 and al the families put into distant public housing, the real owners were treated no
differently from the squatters. (See Perlman, Favela, Chapter Three.)
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Most of theland on which favelasarelocated isowned by the state (federal, state or municipal government); the armed
forces (army, navy, or marines); or the church. Privately owned lands, whether individual or corporate, arelesslikely
to have favel as on them because attempts at encroachment were spotted immediately and evicted before acommunity
was established. 1n some cases, such as the Tuffy Factory in Nova Brasilia, an enterprise ceded part of its land to
squatters (but not with ownership rights) in return for an agreement to protect the other part from settlement. This

arrangement hasworked since the 1950s.

There are favelas in which land ownership of a

particular parcel iscontested among the descen-
dents of private owners who claim to have his-

toric deeds. Under existing land use laws, these

claims have to be adjudicated parcel by parcel
and lot by lot, so no overall resolution of land

tenurefor the entire community ispossible. The

city office of theAttorney General isin charge of
these cases, and has an interminabl e backl og of

pending cases. There is ho end in sight until a

new systemisput into place. Sofar, that hasnot
happened even with the ambitious squatter up-
grading program, Favela-Bairro.

Theonly placein Rio that low income settlements

on privately-owned lands are commonplaceisin
the West Zone, and that happened in the past two
decades. Largelandholdingsin that region, mostly

for grazing or non-intensive agriculture do not have well-guarded perimeters, making it fairly easy to penetrate and
occupy the property without detection. Favelas and |oteamentos clandestinos (irregular or clandestine subdivisions)

When asked, Marlene, a resident of Rocinha,
the largest, best located and most expensive
favelain Rio said if she wanted to sell her
home, she would advertiseit:

...by putting up printed flyersin the street, on
walls, light posts, etc. Thereisalso the
Residents’ Association whereyou can listssales
and an “agenciazinha’” (little agency) whereyou
can post notice of what you want to sell. . But
using a“corretor” (real estate agent”) isn't very
common becausethey chargethe buyer a
percentage of the sale. If you put your own
name and number on theflyer, they can contact
you directly.*?

have been growing at the fastest rate of any informal or formal
settlementsin Rio, starting in 1990 and continuing through 2007.

Despite many half-hearted and aborted attempts to regularize the
issue of land title and land ownership in the favel as, the issue re-
mains unresolved. Its state of legal limbo may explain some of the
contradictionsuncovered by thisresearch.

How Buyers and Sellers Connect

Housesfor salein favelasdo not appear in the classified section of
newspapers or on theinternet. They are mostly found by word of
mouth—" boca a boca” —and through the Residents Associations,
towhichthecity hasdesignated responsibility for all internal trans-
actions. Most Residents’ Associations haveawall or atack board
where community memberswith homesfor sale can post their an-
nouncements.

12 Marlene works as a maid in nearby Gavea and owns a home in Rocinha whose population is estimated at 150,000. It is
located in the upscale South Zone, between two of the city’s wealthiest neighborhoods—Gaveal Leblon/Lagoa and Sao
Conrado/Barrade Tijuca. It is highly developed (as seen in the photos in the text), has spectacular views, is just a kilometer
from the beach, and serves a huge job market in the vicinity. Whereas some favela residents travel for 4-5 hours a day to get
towork in thisarea, if you live in Rocinha you can walk or take a 10-minute ride on a kombi (a mini-van) that passes every

few minutes and costs just afew cents.
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Word of mouth works quite effectively sinceeveninthelarger favel as, everyone knows everyone el se and keegps abreast
of what isgoing on, where and when. |f someone needs or wantsto sell ahouse or afloor of their house, or abackyard
cottage behind their house, neighbors, friends and relatives know first, then the word spreads and soon the entire
community isaware. |n addition, the houseswill havelarge“ FOR SALE” signsinfront of them or in the front window.

TheResidents Associationsaretheinternal arm of local authority, the liai son between the community and the govern-
ment and the voice of the favelacommunity in public matters. Starting in the 1960s, each favelain Rio wasrequired
by city government to create aResidents’ A ssociation which coul d speak for—and negotiate on behal f of—the commu-
nity at large. They have“fe publico,” meaning they are authorized to act with some degree of public authority within
their ownterritories.

Theheadquarters buildings of these associations are usually located near the main entranceto thefavelaor at acentral
point of easy access. Up until 1985, the president and officers of the Associationswere el ected by the community and
accountable to the community. From that point on, the drug traffic began to enter the favelas that were “no-man’'s-
lands,” not protected by the police and full of narrow alleyways making them convenient placesto hide.

Asthesaleof drugsand armsincreased, territorial control became very lucrative and the drug gangs began to take over
the Residents’ Associations by driving out or killing the el ected presidents.* Today, the majority of favelas are under
the control of the drug traffic. At the end of 2009, variousfavelasin the area south of theriver were“ pacified” by the
State Government and the traffickerswere expelled. Butitisstill to be seen whether thisreality will hold or what will
beitsimpact onthereal estate market. The money at stakeisenough to buy off the police, to trump any legitimatejob
offer for the youth and to buy much more sophisticated weapons than those of the city and state police.*

Who are the Sellers?

There are awide variety of reasons for people to sell favela properties. These include: fleeing the drug violence;
moving inwith relativesto save money; needing to move dueto marriage or the number of children; or moving out to
amore peripheral part of the city where they can exit favelalife and live on the asfalto. Usually the salereflects a
dramatic changeinlife circumstances. For peopleinthefavelas, their houseistheir only asset and, unlike apartments
intheformal city, it can be expanded to accommodate family growth or generate rental income. Surprisingly, half of
the 750 peoplethe author interviewed in 1969 were still living in the same placein 2001. The major reason for leaving
in the past decade has been to escape the violence, particularly to protect the children and to keep teenagers out of
harm’sway. Sometimes, it isamixture of desirefor safety plusthe need for more space or a spouse that comesfrom
another area. If both husband and wifewere born and raised in the same community, it israrethat they will sell unless
forced to do so.

Thereisno safety net in the favelas. Any crisis such as an accident, illness or the death of the main breadwinner can
change the survival strategy. A disaster for one family that forces a move to a smaller, cheaper or more remote
residence may be aboon for another family, opening up new opportunities.

Absence of Real EstateAgenciesin Favelas. Only inasmall number of the best located and most desirablefavelas,
such asVidigal and Rochinha, aretherelocally-run real estate agencieswithin the community. The people who work
therearenot certified real estate agents (coretoresdeimoveis) and the homes they are selling are not on legally-owned

13 There are three drug gangs (or factions) in Rio. The first gang, the Comando Vermelho - CV (Red Command) was forged
from the mixture of political prisoners and common criminals in the Ilha Grande penitentiary during the dictatorship. The
leftist intellectual s taught the criminals how to think strategically and explained the historic roots of their oppression, while
the criinals taught the radicals how to fight and how to finance their struggle. The other two factions in Rio are the Terceiro
Commando—TC (Third Command) and the Amigos de Amigos—ADA (Friends of Friends).

14 See Chapter 7 in Perlman, Favela. In the past several years militias (comprised of retired or off-duty policemen and
firemen) have taken over some of the favelas and rid them of drug dealers. They earn money by “protection” feesto the
local residents.

13



property. These agencies mainly serve people from the outside—outside the community, outside the lower class, out-
side Rio or outside the country. The buyers are attracted by the low cost, the good location, and the spectacular views
intown. They are people willing to assume a degree of risk (both of violence and of losing their investment if the
government expropriatesthe land) for the social and artistic freedoms offered in the favelas.

Whereas local residents—and their relatives and friends—use the grapevine or the Residents’ Associationsto learn
about what isavailable, outsiders go to thereal estate office. This givestheimpression that they are not dealing with
the drug traffic, but that is amistake. The sales arranged by the handful of real estate agenciesin the favelas are al
subject to the signature of the president of the Residents' Association, and the majority of these presidentsare put in
place by the drug traffickers.

Who are the Buyers?

The desirability of locating in any given favelavaries by location, security and other factors and the potential buyers
vary accordingly. Inmost cases, the buyersare people aready living in the community, peoplerelated to aperson from
that community or people who know familiesin the community. Thereislow, but constant turnover and need for a
separate house or alarger house or asmaller house, or onewith rental potential. Some long-timeresidents of afavela
acquire several housesthat they rent out to pay their expenses.

Inthe newer favelas, particularly inthe West Zone, almost all salesareto newcomersfrom the Northeast, particularly
the state of Paraiba, one of the poorest regionsin Brazil. A daily bus arrives from the capital of Paraibato the City of
God, in Jacarepagua. People need an inexpensive place to live and a place to find work when they arrive. In earlier
times, they found asmall settlement where they knew someone and built their shack. Today they might be enticed into
aclandestine subdivision on the promise of easy ownership, or might start by renting asmall house or part of ahouse
in awell-located favelauntil they can find work and save enough to purchase aplacein amore distant favela. Again,
they would locate the property through word of mouth.

In the older and best-located favel as of the South Zone, housing isin high demand and there arerel atively few dwell-
ingsfor saleat any giventime. Inthefavelasof Babylonia, Chapeu Mangueiraand SantaMarta, which werethefirst
to benefit from the Peace-keeping Police Units (UPPs,) the demand iseven greater and thereisamovement to prohibit
outsidersfrom buying.

Directors of the Residents’ Association in the Morro de Babilonia report that many outsiders have been trying to
determine who ownswhat property and which onesarefor sale. In response, the A ssociation was considering aban on
salesto anyone not from the community.

Babyloniaisthe favela of Beneditada Silva, the black woman who became anational Minister of Social Action, and
it has benefited from many government programs. As of June 2009, it was one of thefirst of four favelasto benefit
from the state’s UPP program of “ pacification” in which the drug traffic isexpelled. In addition to having an internal
barracksfor the full-time peace-keeping police and keeping drug dealers out of the area, the government has set up job
training and computer courses in temporary structures in the central plaza. The focus is on providing alternative
livelihoodsfor youth who would otherwise earn their living from the drug traffic.

Itistill too early to say whether the“liberated” areaswill remain free of the drug traffic or what will be theimpact on
thereal estate market if the government succeedsin creating safe favelacommunities through the UPPs.

However, itisaready clear that when the drug deal ers are gone and violence drops, life conditionsimprove and home
values tend to increase. People in the UPP favelas including Babylonia are already concerned about gentrification.
Some express fear that when their own families grow and need more space, the prices will be too high and they will
haveto moveto cheaper locations. Othersfear that their friendsand neighborswill sell to outsidersfor seemingly large
amounts, only to find that they still cannot afford to buy a place closer to their work and are then unable to afford to
returntotheir original community.
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Thisform of gentrificationissometimesreferred toin Brazilian literature as* expulsao branco” or whiteexpulsion, in
contrast to the forced evictions during the military dictatorship. In Babylonia, too, the Residents Association leader-
ship and members are considering aban on selling housesto anyone from outside the favel a.

In some of the best located favel as such as Rocinhaand Vidigal, there has already been speculation. Some absentee
landlords own as many asfive housesin one community and somelocal residents have bought the homes near them
when they could. But by far the most dramatic example of land acquisition in afavela was in 2009 when a multi-
millionaire German businessman bought up more than 50 favela propertiesin Vidigal. The story is revealing about
what could occur asthe primelandsin Rio’sfavel as become sufficiently secureto attract privateinvestment. The case
isdescribed in Appendix 4.

How Prices are Determined

Asintheformal city prices are determined by supply and demand. Many of the same factors affect priceswithin the
favelas and in the formal city. But there are no real estate appraisers. Instead, there is simply widespread consensus
among local residents about the value of any given property at any giventime. Thefinal priceis negotiated directly
between seller and buyer withinwhat is considered “fair market value.”

Property values within the favel as are determined by a combination of such factorsas:

e Location of the favela—proximity: Proximity of the favelato upscale neighborhoods where service jobs are

concentrated means higher prices, some higher than in certain areas of theformal city.

L ocation of thefavela—per sonal safety: Relativeto violence and personal safety, the safer thefavela, the higher
the price; and the safer areas within the same favel a, the higher the price.

* Location of thefavela—risk of removal: Security of placeisadeterminant of both the pricein agivenfavelaas
awhole (the more secure, the higher the price) and the location of the specific home within the favela (the more
secure, the higher the price). Thefavelaswhich were upgraded by the Favela-Bairro Program or which have been
the beneficiaries of other government investments (including the new UPPs) have the lowest risk of removal.

*  Proximity of thedwelling within the favelarelative to the main street addsto desirability. The higher up the hill
and the more difficult the access, the worse the conditions and the lower the price.

* Risk of eviction/expulsion. Some of the houseswithin the favel as are more secure and therefore more expensive
because the owners have had a form of title from a previous government program (such as former Governor
Brizola s CadaFamiliaUm Lote—each family aland parcel); or because they have been paying property taxes;®
or because they are not in an area considered to be an environmental risk.

* Sizeof houseand of property: Number of rooms—how many bedrooms and how much spaceisavailableon the
laje (the roof) for awashing and recreation areaor for building another floor affect thevalue. Sizeof lotisalsoa
factor.

e Building material and quality of the home construction: Factors ranging from crumbling stucco (waddle and
daub) and/or wooden hutsto perfectly finished brick houses (plastered over and painted) threeto five storieshigh
withtiled floorsand wallsin the kitchen and bathroom; air conditioners; and modern windowsin aluminum casing
affect thevalue.

* Urgency of thesale: If thereisastrong need for the family to sell, for reasonsranging from death threats by local
traffickersto theimminent arrival of ababy or the death of the breadwinner, the house may be sold for less than
market value.

* Length of timetheproperty hasbeen on themarket: Thelonger the property goesunsold, thelower theasking
price becomes, until the point when the investment cannot be recovered and the seller removesthe property from
themarket.

* Amenities: Thebetter theview, thefresher theair, the more sunlight, and the larger the garden, the higher the price
will be.

15 The property tax would be a plus in terms of legitimacy but; but a negative in terms of added expense. (The property tax,
called IPTU is not very high by US standards. Those | spoke to in favelas who do pay, say it isonly about R$ 60 /year —
approximately US$ 30.00 a year.)
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Payment and Financing

PurchasePrices: Inthe dozen favelas studied for thisreport, the prices ranged from alow of R$15,000 reais (about
US$7,500) in the North Zone favelas to ahigh of R$150,000 (US$ 75,000) in the South Zone favelas of Vidigal and
Raochinha, but these are going up.

For the same price it is possible to buy a small house or apartment in some neighborhoods in the formal city—o
asfalto. Itisaquestion of trade-offs. Favelasmay be stigmatized and dangerous, but they may also offer better access
to job opportunities, proximity to extended family and friends, more space for the same cost, greater acceptance of
non-conventional behavior, more freedom to expand the house (no zoning or building codes and regul ations) and other
benefits.

Theauthor’sfour decades of inter-generational research showed that not al familieswho have the economic conditions
to move out of favelasdo so.'®

Inthe words of Marlene from Rocinha:

You almost always pay “avista’, with money in hand. Sometimes, if you are “muito amigo” (very close
friends) with the sellersthey will accept payment in afew installments, but usually it all must be paidin full
within the first month after the sale.

It'sdifficult for any of usto get aloan,. Usually peoplewill work for many, many years so that they have the
cash to buy. For loansyou need al kinds of documents such as proof of how much you earn, how much your
houseisworth, title of your house and land, etc. We do not have these, so normally people here do not eventry
toget loans.

Therearetwo aspectstothelack of loan financing for favelaresidents, or anyonelivingin theinformal sector.
First, most favelaresidentsare not eligiblefor loan financing, even in the new programs, like Minha Casa, MinhaVida,
that are targeting poor and underserved populations. They are generally disqualified because they cannot prove that
they have aregular source of incomefrom salaried jobsor if they have aformal job, they may earn at thelowest end of
the spectrum and are not competitive for theloans.

Second, evenif they haveaformal job, they may not want to move out of their community to amore distant neighbor-
hood, which would bethe only place they could afford to buy in the formal sector.

There is no housing finance for favela properties as they are not part of the legal housing system. In the case of
predatory loan financing described below, the family waswilling to move out of the favelainto aformal sector subdi-
vision outside the Rio municipality, which iswhy they believed they could qualify for the housing loan.

The Real Estate Transaction

When you want to sell your house and find a buyer, you go to the Residents’ Association to take care of it. The
Association will do the research to be sure al of the documents are in order. You have to show them something that
provesyou aretherightful owner, which may beaproblemif your parents or grandparents built the house and you do
not have any documents. (Marlene, Rochinha)

16 A multi-variate analysis of “favela exit” and of the correlates of moving into a formal neighborhood appear in Perlman,
Favela, Chapter 9. The cost comparisons between property in the informal and formal sectors are well documented in the
work of Pedro Abramo, who has long made the point that in some favelas property is more expensive than in some
legitimate neighborhoods See, most recently, Pedro Abramo (ed.) , Favela e Mercado Informal, Colecao Habitare, Porto
Alegre, 2009.
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Therearetwo separate and unequal systems
for buying and selling property. Theonein
theformal city hasbeen described inthefirst
part of thisreport. Theoneinfavelasisrun
entirely by the Residents' Associations
(RASs) which have authority vested in them
by city government to manage matters in-
cluding real estate transactions within the
communities. The processissimilarin all
favelas.

The Role of the Residents' Association

It isthe responsibility of the RA President
and officersto keep track of who “owns’ or
at least who “occupies’ what property in
their community. Until recently, the RA
Presidentswere el ected and they had gener-
ally been born and raised in the community
sothey knew everyoneand knew which fam-
ily had what property.

Since the 1960s when the RAs were estab-
lished, property sdleshaveinvolved thesdller
and buyer signing adocument (co-signed by
two withesses,) whichisthen signed, sealed
and dated by the RA President, making it
“official” in the unofficial world of the
favela. The grey areais that the sale and
the RA signature might not stand up in a
court of law in the formal sector, sincethe
entire transaction is based on the selling a
property—usually adwelling—in aspecific
location on a specific piece of land that is
classified under the law as illegally occu-
pied.

Anexampleof thestandard (boilerplate) sale

Defrauding the poor. Scams have already devel oped around the new
low-income housing finance program, Minha Casa, Minha Vida. One
woman interviewed was about to sell her favela house for R$25,000
and to buy one in a legal subdivision for R$35,000. She went to look at
the house for sale. She could not pay it up front until her other house
sold and even then she would need an additional R$10,000.

She was told she could get a loan to make up the differencein
purchase price, which seemed entirely reasonable as the property she
was buying was legally registered. She was directed to the second floor
of a nearby shopping mall to an apparent real estate loan agency
called Casabella (Beautiful House.) There she was greeted politely
and given a glossy folder with a set of papers inside. The documents
describing the loan had the logos of the Caixa Economica Federal
(Brazil's National Bank) and the Itau Bank, one of the richest in the
country.

She was asked for a cash deposit of R$1,050 to begin the loan process
and told where to sign the papers. She believed she was getting a
bridge loan until she sold her house. Her understanding was that she
could pay back R$25,000 as soon as she got the money from her house
sale, and then her loan would revert to the R$10,000 she needed.

When she got home and looked at the small print of the papers she had
signed, she discovered that she had agreed to borrow R$35,000 and
pay it back over six years (or 192 months) at 12 percent interest. When
she did the figures, she discovered that she had agreed to a home loan
that would cost her of R$50,000 considerably more than the value of
the house. Shetried to get out of the agreement, but it had legal
standing because it was signed by both parties and there was a “ no-
escape clause.” The lawyer she consulted in her favela told her that
the selling agency pays high commissions for each loan made and so
the person who had talked her into this was making a profit from her
naivete.

document used in the favelasis shown on the following page. The document is printed on the RA stationary with its
logo on the upper left hand corner and letterhead acrossthe top. In trandation it reads asfollows:

The President of the Association signs and stamps the document with arubber seal. In most cases, the saleiscomplete
onceitisthussigned and seal ed.

The Residents’ Association charges the buyer afee of five percent of the purchase price for non-members and three
percent for members. Membership isvery inexpensive, but lessthan half of the residents are members and those who
dojoinrarely pay their token monthly dues.

The witnesses are generally neighbors who can verify that the seller is the resident and the property lines and house
description are correct.

Theformsattached to the signed sale document describe the property and generally include adetail ed description of the
location; specifications of the property size and boundaries, the material of construction and condition of the house; the
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RESIDENTSASSOCIATON OF the VILA of VIDIGAL
Registration number of the RA, telephone number
Address
Considered as a public entity by state law # 2348 — 10/10/1994

I, (name) a Brazilian, bearer of the identity card (number) and the CPF, (number), resident of (address) in Vidigal, Rio
de Janeiro RJ, herein referred to simply as “the seller”, have lived in this house for (# of years) declare that | am hereby
transferring, with all improvements, the property located at the address (street name and number) VIDIGAL-Rio de
Janeiro- RJto Mr(s). (Name), a Brazilian, bearer of the identity card (#) and CFP (#), from here on known as the
buyer/owner. The price of thissaleis (sum in reais) being effective according to the agreement of both parties.

The property consisting of (description attached) is transferred starting on this date upon the registration of the
property in the category of an improvement and registered in this Association. For legal purposes, | have no objection
to the sale of this property.

As proof that thisis true, there are witnesses:
1 Witness. name and ID #

2™ Witness: name and ID #

We declare having verified the physical space cited above with the commission of buildings of this Residents Associa-
tion, which assumes all responsibility with the signing of this transfer registration.

Rio de Janeiro, 21 of May of 2009

(seller)

(buyer-new owner)

(witness)

(witness)

Jose Valdir Correia Cavalcante
President of the ResidentsAssociation of the Vilaof Vidiga

size of the house, the number of roomsintotal, and of bedrooms and bathrooms specifically and the existence of any
other improvements on theland.

Ownership istransferred when the money is exchanged.

But, it depends. In somefavelas, it iscustomary to take the signed document to alocal “ Cartorio (Registry) for Titles
and Documents” wherethe President’ssignature ison file and can be confirmed. Thereisasmall fee (about $20) for
thissignature verification. Insuch cases, the saleisnot complete without this notary function.

It isincreasingly common for the Association Presidents to be appointed by the drug lord of the dominant faction
(gang) inthat community. Theformer Presidentswerelong-time community members, well-known, trusted and €l ected.
Thenew onesmay befrom outsidethe favela. And in more than one case, the Residents A ssociati on was burned down
and all recordslost when the drug traffic took control from the el ected President.
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Ownership is a relative thing.

Inthefavelas, ownership isnot astatic state but acontinuum. Even today with thefour to five-story brick and concrete
structuresin the favel as, the majority of homes are self-built, works-in-progress and are owner-occupied. People are
constantly investing in their homes, which they pass down through the generations.

Faveladwellingstypically started out as small shacks (barracos), made of wattle and daub or wood, cardboard and
other kinds of scrap materials. Over time the families expanded and improved these dwellings. It is an incremental
processthat continues acrossthe generations asthe families grow, children are married and have children of their own,
and perhaps rental units are added. Homes expand upwards as new stories are added and outwards as new rooms are
attached inthe back or onthe sides. Bater umlage, adding another story to one’shome, isan aimost constant process.
The house isthe main family asset (the only asset in most cases) so the favelaresidents are alwaysimproving it.t”

Inanearlier program called “ Cada FamiliaUmLote” (Every Family aPiece of Land,) Governor Leonel Brizolagave
out “title papers’ in some of the favelas and, if the household has continuously paid property taxes, this can be
considered alegal title. But the program did not last very long nor did it have an extensivereach, so the number of such
titled unitsisvery small.

Even in favelas that benefited from the Favela-Bairro program, land regularization proved impossible and no titles
could begranted. Theland ownershipissue proved too complicated to resolvein thetime period it took to install steps,
paved roads, water and sanitation systems, overpasses or funiculars.

Thecity government was ableto set up local officesor service centerscalled Pousosin someof the several areaswhere
Favela-Bairro programs had operated. These are now part of Favela-Bairro Phase 11 for all communities. The Pouso
has acity-paid staff of architects, engineersand social workers. Their main function isto verify the soundness of the
dwellings. For those homes deemed safe or brought up to safety standards, the government givesthefamily apermit of
occupancy called Habite-Se. Thisisnot atitle.

The Habite-Se document has the name of the family and the address of the dwelling. It triesto get around the contra-
diction of lack of land title by providing a form of title to the dwelling. Should environmental risk or the right of
eminent domain be used to remove adwelling or apart of afavela, the government is obliged to provide replacement
housing for thefamily. Ideally thiswould beinsidethe same community or as closeto the community aspossible. This
scenario occurred during several of the Favela-Bairro projects when streets were widened to allow access for emer-
gency vehiclesor open spaceswere created, or homeswith no accessto fresh air were destroyed in the densest parts of
somefavelas. These"replacement houses’ typically follow the precepts of the“ new urbanism”—that islow rise/high
density. The pattern is a good one for maximum use of land, with attached two (or three)-story housing in small
clusters. They arebrightly painted and well-designed, but tend to be smaller than the previous homes.

In addition to these policy-related permutations, thereisgreat variation in terms of documentation. Some people have
handwritten notes of sale signed by the seller; others have documents from the Residents' Association; others have
some government issued certificate from aprevious administration. Almost none of these are documents confer officia
title that would stand up in acourt of law— since the land beneath the dwelling is not owned by the seller.

Registration of Sale

Asmentioned above, the Residents’ Associations are responsiblefor authorizing and recognizing internal salesinthe
favelas. They issuethe sale and purchase document—the“ promessa de compra evenda” (apromiseto buy and sell.)

As Zoraide, a lawyer who works in the favela of Borel put it, the associations have fe publico (public trust/faith)
meaning that they act as the municipally recognized local government within the favela territory. They act as the
government’s arm within the areaand in that capacity have the right to authorize land transactions.

17 Mariana Cavalcanti goes into excellent ethnographic detail on this point in her dissertation.
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Even when the Residents’ Association is controlled by a known criminal, put in place by a known drug don, the
President isofficially responsible for the community. It ishis persona signaturethat provideslegitimacy for all real
estate transactionsin the community, a contradiction in terms since the occupation of the favelaland is not legiti-
mate. Once the buyer and seller and their respective withesses have signed the sale papers, the Association President
signsand sealsit.

Registering Sgnatures versus Registering Property Transfers

The signatures of the Association Presidents are registered at a Cartorio de Registro de Titulos e Documentos
(Registry of Titlesand Documents) inthedistrict wherethey arelocated. If aRA President isreplaced (usually dueto
another faction taking over the community) the new President goesto this same cartorio and registers hissignature and
that becomes the new required “official” signature. It isto verify the signature as the authorized one (and prevent
opposing claims of purchases and sal es) that the buyer and seller take the purchase document to the local cartorio. It
isnot to register the saleitself which isbinding within the favelaas soon asthe RA President has signed it, but is not
accepted asalegal sale outside the favela since by the laws of the formal city, property not legally owned cannot be
legdly sold.

The cartorios which perform this signature-verifying function are concessions. They are private enterprises, but they
perform aquasi-public function. Itisalucrative business asfees are coll ected for each transaction and the owner of the
concession retains apercentage of every fee.

All documentation from birth certificatesand marriagelicensesto identity
cards and company registration are registered at the cartorio of the local
area. It is at the cartorio that power of attorney is signed over, that apart-
ment rentals are registered and that contracts of any type are signed by the
concerned parties. What isinteresting isthat the signature verification of a
favelaAssociation President isjust business as usual to the cartorio. Itis
theformalization of aninformal process.

| The photograph to the left showsthe cartorio on the Praca General Osorio,
the oneresponsiblefor the area of |panemaand Leblon and for thefavelas
of Vidigal and Rochinhaused.

The quasi-legalization of an extra-legal property transfer is yet another example of how the boundaries between
legitimate and illegitimate fall apart upon closer inspection. It isakind of perverse formalization of the informal
sector, which leavesthe urban poor without protection of the law while offering aveneer of legitimacy.

The Cartoriosde Registro de Titulose Documentos (Titles and Documents Registries) are not to be confused with
the Cartoriosde Registro de I moveis (Real Estate Registries) whereformal sector real estatetransactionsareregis-
tered. They aretwo different types of registries serving completely different functions. No favela properties meet the
criteriafor registration at these Real Estate Registries. They are exclusively for the asfalto.

Enforcement

Sincethereareno legal titles, onewondershow real estate disputesareresolved inthefavelas. Inthe casethat either the
seller or buyer hasnot kept hisor her word, thereisno recourseto the law. These mattersare handled by the Residents

Association or the dispute resolution center (if thereisone.) If that fails, thingsare taken care of by extra-judicial use
of force. Physical threat backed up by the power to inflict harm isthe ultimate enforcer of the non-binding contract.
Thereistotal impunity. No government agency, no police, no juridical processwill get involved aninternal homicide
within afavela.'®

18 For more detail on this see Chapter 7 of Perlman, FAVELA.
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IV. Summary and Conclusions
“All That Is Solid Melts into Air.” *°
The Intersection of Formal and Informal

Theblurry line between formal and informal intheworld of real estate beginswith thefact that the Residents' Associa-
tions—by agreement with city government—handleinternal real estatetransactionsin aperverse cross-over between
formal and informal, especially since the late 1980s when independently el ected Presidents began being replaced by
appointees of the dominant drug gang in each locale.

The practice of signature confirmation of RA Presidents at the Title and Document Registry office confers the trap-
pingsof legitimacy on sales, which arenot legitimate and not legally binding. The documentswould not standupina
court of law sincethe seller could not providelegal proof of ownership. So the properties purchased are under acertain
risk of expropriation.

What allows the real estate markets to function as if the residents had land title is the low probability of the local
government daring to demolish afavelawhen nearly 40 percent of the city’selectoratelivesininformal settlementsor
neglected housing complexes (conjuntos.) Thishas given thefavelaresidentsde facto land tenure and taken theissue
of title off their priority list. They are more concerned today with earn-

ing anincome or getting work than with having title papers.
As Luiz, a downtown real estate agent
repeatedly stated in response to this
author’s persistent efforts at clarification

However, the redlity isthat they are vulnerable and their lifetime in-
vestmentsin their homes (their main asset) are not without risk. Evenif

the city does not expropriate theland of thefavelas, if they continueto
abdicateterritorial responsibility to the drug gangs and avoid responsi-
bility for protection of lifeand limb, they are acquiescing in thedemise
of these communities.

Intheformal sector, on the other hand, the city turnsablind eyeto the
myriadillegal andillicit rea estate dealings. Building and zoning codes
are not enforced, clandestine constructions not detected and taxes not
collected. As adowntown real estate agent put it, “nothing isimpos-
sibleinRioreal estate.” Every boundary ispermeable. For every rule,
exceptions can be made. Itisaquestion of money, power and connec-
tions. In effect, the poor and disenfranchised are held to unfavorable
pseudo-legal arrangementswithout protection while the elite manipu-
late and maneuver to their advantage.

of the terms and conditions, “ Tudo tem
comoresolver; nadaeimposivel” —
Everything hasasolution; nothingis
impossible’ in Rioreal estate. Thereis
a jeitinho (knack, a way around) for
everything and everything hasits price.
Such things as zoning regulations,
building codes, land use restrictions etc.
are all negotiable.

"Depende’—It all depends, he says. |
ask, “ Depends on what?” He responds
“that depends.”

Onemight expect that in the formal sector, home and land ownership would be clear-cut. But even on the asfalto, there
aregradationsin degree of ownership and intherel ationship of the seller to the property. Theseinclude“ possession” of
the property, which may not imply legal title; “userights’ to the property, which likewise does not necessarily imply
title; ownership with debt (such asamortgage or other loan); and outright ownership with no debts, liens or encum-
brances. The old saying, “ possession is nine-tenths of the law” , is often an applicable rule of thumb. For areal estate
transfer intheformal sector, asin theinformal sector, the seller needs—above all—to bein possession of the property
and to have that confirmed.

Thisismorefluid thanit sounds. Just asproperty salestake placein the favelaswithout ownership title, property sales
intheformal city sometimestake place without official documentation. For example, aproperty owner who buildsa

19 Thisis the title of a book by Marshall Berman (1982). It is aline from Karl Marx’s Communist Manifesto.
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multi-family dwelling or small apartment building on hisown land can sell the apartments, but will often do soinfor-
mally, whichisillegal. To do thislegally, the seller would need a building permit, would need to show conformity with
the zoning regul ations of the area, and would need to register the new structure(s) and pay taxes and feesaccordingly.
Insofar asthese requirements are not met, which is quite often the case, the propertiesare both illicit and illegal. But
wherethereisdemand and code enforcement islax, real estate transactions are conducted among consenting parties,
money istransferred and occupation follows. It isclandestine occupation of aclandestine building hiding in plain sight
intheformal city.
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Summary of Research Findings

Thefollowing isasummary of how real estate marketsfunctionin Rio de Janeiro.

1

2)

3)

4)

5)

6)

7)

8)

9)

10)

11)

12)

13)

14)

There are active real estate markets functioning in al of Rio’s favelas— from the poorest to the
richest.

Buyers and sellers find each other by word of mouth or through postings in the local Residents
Association.

Turnover rates of homeownersarerelatively low and familiestend to occupy the same housing for
severa generations.

Most buyers come from the samefavel a, marry someone from that favela, or havefamily or friends
inthat favela. The next largest group of buyers comes from more distant favelas and have “traded

up.”

Property values in the informal sector are based on the same general criteria that formal sector
buyers use—supply and demand determine price.

The agreed-upon sales priceisusualy paid up front in cash.

The Residents Association servesasthelocal authority within favelas by agreement with city gov-
ernment and it isresponsiblefor certifying property transfers.

It isthe signature of the President of the Association that |egitimatestheinternal sales document after
the buyer, seller and witnesses have signed.

The signature of the RA Presidents are on file at the “ Registry of Titles and Documents” for their
locale and (in some cases), the saleisonly final when hissignatureisverified, creating aveneer of
formality for an informal sector transaction.

A handful of favelasin the most desirablelocations haveinformal “real estate agencies’ but for the
salesthey arrangeto have validity within the community, they need to be signed by the RA President.

Real estatetransfersintheformal city (outside the favelas) are done through official “ Registries of
Assetsand Property” and requirelegal proof of ownership—thereby excluding all favelaproperties.

Building codes, building permits, occupancy standards, health standards and zoning regul ations do
not apply insidefavelas.

In afew instances, outsiders have begun buying up propertiesin the best located favelas or in those
with the protection of the new peacekeeping police, but the residents and the city government are
opposed to what they consider land specul ation.

The boundaries between formal and informal real estate practices are permeable. Including the ex-
cluded urbanites depends on money, power, and political will—or lack thereof.

In order to further clarify the nuances of this complicated question the author has written up a series of
answersto frequently-asked questions. These are spelled out in Appendix 4.
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Contending with Complexity

In order to provide some nuanced understanding and additional clarity to the above summary | have compiled the most
frequently-asked questions about how real estate worksin the favelas of Rio asfollows:

Given that the favela homeowners do not have a legal title to their land, what is their liability in terms of being
expelled?

They haveaform of “useright” subject to the government or private owner deciding to assert their ownership rights.
Expropriation remains apossibility until land isregul arized.

What does an owner in the favelas sell?

The owner sellsthe house and all physical improvements on the land along with a non-written use right to the land
beneath and around the house (according to the property line which iswell defined.) The contract of sale used by the
Residents’ Associationisnot explicit on thispoint. But it isunderstood that if theland is expropriated by the govern-
ment, the buyer hasright to receive a substitute dwelling. In this case the Residents' Association will determinewho
ownswhat insidethefavela.

If a person built a house on squatted land does he own the building and would he be able to dismantleit and take it
(along with other improvements) to another location in the case of eviction?

Theoreticaly yes, although in the past, aswith the removal of Catacumba, the builder/owner-occupier family could
only bring with them what they could carry to the curb and what would fit—with them and all the other 2000 fami-
lies—-into the garbage trucks provided to rel ocated them and their belongings. They were not permitted back on the
favelasiteto take down their homes and salvage the materialsfor use or sale. All of their homeswere bulldozed down
immediately and ahigh barbed wire fence erected to seal off the area.

I's the Habite-se document a form of occupancy permit? Does it mean anything about ownership of the land or the
dwelling?

The ownership situation is unchanged—they own the building but not the land—same aswhat all favelashave. But the
Habit-se affirmsthat the building is safe and solid in construction and that the inhabitants have theright to bethere. It
addsadocument from city government which confers asense of greater security—although in the past, these types of
documents have been ignored by subsequent city administrations, especialy if they arefrom adifferent political party

Snce the homeowner owns the dwelling, can he or she sell the improvements?
Yes, theoreticaly, but thisisonly relevant for the newest favel as since the consolidated favel as are comprised of multi-
story dwellings of brick and reinforced concrete. If they are newer migrantsin make-shift shacksthey may belivingin
aclandestine subdivision on private land in which case they would not have theright to take anything if expelled by the
landowner. It would not make any differenceif they had built their home themselves or bought it from another builder.

Are property sales in the favela legally binding?

They are binding inside favela aslong as the favela stays where it is and no public action destroys them—that is ho
planning decision is made to widen aroad, or put in acable car (as done recently in several of the steepest favelas).
They will bethe guideto ownershipif theland isregularized and will determinetheright to areplacement dwelling if
the current oneistaken over by eminent domain.

What about favelas where the government has invested in upgrading?

Once the city government has invested in infrastructure upgrading and urban services asit has done in most of the
South Zone and many North Zonefavelas, the chances of removal are greatly reduced. Yet thereisalwaysarisk where
land values are high such asthe primereal estate in the south zone.
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Land Ownership andThe Right to the City

The workings of the real estate market in the favelas of Rio reflect alarger reality of afundamental lack of equal
protection under therule of law. Thisisat the heart of the debates about “theright to the city.” What isat stakeis“who
isthecity for?’

Up until thelate 19" and early 20™ century in Brazil the answer was clear—the city wasthe unquestioned citadel of the

elite. Those who lived in the city were the land barons whose accumul ated wealth was then invested in industry. The
hierarchy of privilege had rootsin the monarchy and wasreinforced by slavery which only ended in 1888. The concept
of “acity for all” was unthinkable.

When thefirst low income migrants arrived from the countryside, the reaction was to expel and exclude them and to
treat them asdangerous, criminal, immoral and unfit.?’ Thislegacy has continued to the present although in modified
form. Sincethe end of the 20-year military dictatorship in 1985, there has been an ongoing struggle for inclusion.

The process of drafting the new 1988 constitution included aseries of public meetingsthat ended up in the creation of
the “ City Statute,” which mandated the creation of local plansin cities over a certain population size and mandated
broad public participation in the formulation of theselocal plans.

In other places, theideaof a“right to the city” may seem abstract or ideological, but in Brazil, it wasthe basisof along
and widely debated process. Theideawasto extend the concept of individual rightsto the concept of collectiverights
to spaceand placein thecities. Theimplicationsof thiswere not only theright to movefreely withinthe urbanterritory,
but also the right to avoice in the decision-making process concerning land use, service delivery and budget alloca-
tions. The hope wasthat widespread participation would lead to amore equitable and just city. Thisdream hasyet to
bereaized.?

In understanding the way the haves and have-nots negotiate the space of the city and the urban territory, we are
addressing the central issuetheworld will befacing over the coming decades. Virtualy all the population growth from
now until 2050 is expected to be urban growth in the cities of the devel oping world and to be concentrated in squatter
settlements. Our collective ability to understand and deal with these marginalized populations will determine our
ability to create sustainable, safe and productive cities.

20 For more on this see Perlman, The Myth of Marginality.
21 Perhaps with the Mayor and Governor of Rio city and Rio state belonging to the same political party and sharing an
alliance with the national government for the first time since democracy was reinstated, this can be seriously addressed.
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Appendix 1: Favela-Bairro

Favela-Bairro, one of the most ambitious squatter upgrading programs in the world, was initiated in 1994. It is
supported by apartnership among the InterAmerican Devel opment Bank, the Brazilian national CaixaEconomicaand
the Rio municipality. Currently it isin Phase Three each phase lasting for five years. Favela-Bairro has noticeably
improved living conditionsin the favel as which benefited from the program, but has reached only asmall percent of
Rio’'s favelas and began with the smaller and least dangerous ones. There are now parallel programs for the largest
favelas.

Yet, the program could not be said to have succeeded in its goal of integrating the favelas into their surrounding
neighborhoodsvisually, politically or socio-economically. Favelasremain highly stigmatized territories of exclusion.

My longitudinal research on favelasreveal ed that discrimination against favelaresidentsis greater than discrimination
against dark-skinned people, women, migrantsfrom rural areas or any other

Despite the construction of paved plazas at the entrance to many of the participating favelas, no oneisin doubt asto
wheretheformal city (called the asfalto or paved city) endsand theinformal city (called the morro or hillside) begins.

Violenceper petuatesstigmaand reduceshousing valuesin favelas. One of thefactorsthat has deepened thisstigma
isthehigh level of lethal violencerelated to drug and armstraffic in favelas. Onein every fivefamilies| interviewed
had lost afamily member to homicide, often through stray bulletsin the turf wars among rival gangs or in the shoot-
outs of the policeraids.

Appendix 2: Minha Casa, MinhaVida

“Minha Casa, Minha Vida” (My Home, My Life) isanew low-moderate income housing finance system. It serves
families earning 1-5 minimum wages per month or about $200 to $1000/month.? Itisillegal for employersto pay less
than the minimum wage, so those who earn less are not officially employed—although they may be working for a
private company under thetable or working in odd jobs on asporadic basis. They not eligiblefor any housing finance.
Those earning morethan 5 minimum wages are eligible for other housing finance programs.

The family has to show proof of fixed income, which disqualifies most low-income families. The maximum loan is
30,000 reais (US $15,000) and the land or house being purchased can cost up to 50,000 reais (US $25,000 dollars).
The property must be formally registered with legal land title and must show proof of paying property taxes— PTU—
if itisahouseor territorial taxesif itisvacant land. Inthelatter case, theloan can al so go towards purchasing building
materials.

Thevast mgjority of favelaresidents cannot qualify for this program because:

1) they do not have proof of steady income or employment; 2) they earn too little or at the low end of the range (1-3
minimum wages) which makesthem less desirabl e borrowers; 3) they cannot afford to buy ahousein theformal city,
onethatislegally registered outsideafavelaor irregular subdivision; and 4) if they could afford it, the property would
likely be so far from work that they could not manage the time or money for the commute.

1 The minimum wage was raised in February 2009 to 465 reais ($200.95) a month. That represented a 46% rise since 2003
when President Luiz Inacio Lula da Silva came to power. Program eligibility is determined in ranges of minimum salaries
rather then ranges of reais, the local currency, to adjust for inflation and cost of living. The minimum salary is periodically
adjusted. Thisform of monetary correction derives from the experience of triple-digit inflation in Brazil which rendered
absolute earning ranges meaningless. If you ask people about their individual or household income, they will answer you in
terms of how many minimum wages. Many people in favelas earn one half minimum wage a month or less; a small fraction
may earn five or even six minimum wages.
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The program intendsto finance one million “ affordable” housesto begin reducing the national housing deficit whichis
calculated at 7.2 million units.

However, according to the people interviewed about the program, Minha Casa, Minha Vida is about another matter
entirely. It isnot really aline of finance for low income home buyers wanting to enter the legal housing sector, but
rather asubsidy for the construction and sale of new houses that can be bought by anyone who is currently livingin
Rio. It does not pertain to aready existing dwellings or to home improvement. It was a counter-cyclical plan to
revitalizethe construction industry by the government’sbuying up land, giving it to devel opers, and then buying it back
to sell to moderate and low incomefamilies. Some view the program as more of a stimulus plan for the construction
industry or “work guarantee for builders’ than ahousing guarantee for the poor.

Appendix 3: Guide to Buying Property in Brazil- the
formal way

The passages below are excerpted from Guide to Buying a Property in Brazil2. Although it was written for foreign
buyers, it detailstheformal real estate process and indicatesthe areaswhereinformality, irregularity or illegality may

creepin.

Istheway you buy ahousein Brazil the sameasat home?
No. The systems abroad for buying property are very, very different from the English, Irish or USway of doing
things.

Unfortunately, very often people buying property overseastakelittle or no legal advice and arefar too “ casual”
about the purchase and about the signing of legal documents... They may find there is no title to the property, that
the property was built without planning permission . . . or that the property does not even exist! (Author’sitalics)

Can you makeall thesamechecksin Brazil that you would makein Britain?
No. Aswe have already said, the systemsin Brazil are very different.

Theroleof thereal estateagent in Brazil (US: realtor)

Most (but not all) estate agents are, of course, honest, but however honest and helpful they may be you must
remember that they are only paid if the property is sold and that they are not able to give you independent legal
advice.

Bevery careful before using the services of the estate agent’s“ own” lawyers.

Salesdirect from a seller or developer

Increasingly, our clientsare buying property directly from aseller or devel oper, without theintervention of areal
estate agent. Take all the same precautions.

Even some major devel opers sell property that isillegally constructed or not safeto buy.

TheRoleof theNotary in Brazil (Notario)

The Notary isan official who isthereto put on the public record the fact that the formal documents recording the
sale/purchase have been signedin hisor her presence and understood by the parties concerned.

2 The International Law Partnership LLP, “Buying Property in Brazil”, http://www.lawoverseas.com
The Vaults, Holborn Hall, 193-197 High Holborn, London, WC1V 7BD, United Kingdom, (UK) 020 7061 6700,
info@lawoverseas.com. Updated 03-Jul-2009
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The Notary also carries out a number of checks asto the status of the property and/or the buyer and seller. The
Notary may act for both buyer and seller.

Brazilian mortgagesar edifferent from UK/USmortgages.
Itisnot, at present, usually possiblefor aforeigner to obtain amortgage secured on their Brazilian property. The
situationis, however, changing all thetime.

Some devel opersare offering ‘in house’ mortgages on propertiesin their projects.

Sructural surveysin Brazil

Itisprudent to have the property you intend to buy surveyed/inspected)...especialy in the case of older or unusual
property or in the case of property that has been extended or modified. Structural surveystypicaly take 7 - 10 days.
Thetime and cost varies from placeto place.

What isthe process of buying a property in Brazil ?
There are many waysto purchase the property. These include:
. inyour own hamealone
inyour name and in the name of your co-purchaser(s)
wholly or partly inyour children’s names or in the name of somebody whom youwould like (eventually!) to
inherit the property fromyou
inthe name of alimited company, whether English, Brazilian or “ off-shore”
viayour pension fund
viaan investment fund
viaan investment club
viaatrust

The'Reservation Contract’, ‘ Offer toBuy’ or ‘ Preliminary/Promissory Purchase Contract’

A Reservation Contract (Contrato de Reserva) isashort contract under which you pay about $3,000 to take the
property off the market for ashort time (typically 2 to 4 weeks). During this period lawyers can verify if everything
isin order. Then sign apromissory purchase contract and pay over afull deposit. If you pull out because of legal
problemsyou will be contractually entitled to your money back. If you simply change your mind you will often lose
the deposit.

An Offer to Buy isaformal written offer to buy a property. It should be drafted by alawyer or aqualified real
estate agent. If it isaccepted by the seller this can create alegally binding commitment. An Offer to Buy isnot a
document to be signed lightly.

A Promissory Purchase Contract —Contrato Promessa de Compra e Venda— isalegally binding contract to
buy the property. Itisfollowed up by aformal contract of sale, so to that extent it isa preliminary contract, but it
islegally binding. If you do not go ahead with the purchase you lose your deposit and may face further action from
theseller.

These documents are not always what they seem.

Finding aclean titleisacrucial task in thismarket. It is possible to buy property with its history properly and
legally recorded.

After you havesigned a Reservation Contract

We recommend avariety of checksto make surethat the property iswhat it seems. Theseinclude:
alLand Registry check to make sure that the person selling the property isitsregistered legal owner and
that the property isfree from debts or other onerous burdens
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aplanning enquiry to establish the current planning status for the property. Ideally, thiswould show that
thereis (in the case of anew property) aconstruction license for the building of the property or (in the case
of aresale property) ahabitation certificate authorizing the occupation of the property asadwelling.
checks on the proposed contract of saleto make sureitstermsare fair and cover al of the necessary points
checking that, where these are required, the proper guarantees securing the compl etion of construction of
the property will be made available

If you want asurvey (which we recommend — see above), now isthetimeto doit. The same appliesto
obtaining an approval, in principle, of any mortgage. If you wish to make alterationsto the property, for
exampleto put in apooal, thisisthetimeto check that the authoritieswill, in principle, approve the project —
though you will not usually be able at this stage to get a binding commitment to do so. If you have not
already done so, now isthetimeto decide who will become thelegal owner of the property (see above).
Therewill usually a so be someissues specific to your property that will need to be checked at this stage.

Be aware that, in many cases, all isNOT asit should be, even if you are buying from a reputable estate agent or
a substantial looking developer.

If you decideto go ahead, you then sign the Preliminary/Promissory Purchase Contract and pay over adeposit,
typically in the case of aresale property 10 percent of the price. For property bought off plan the deposit (often
30% of the price) isusually followed by aseries of stage payments as the building work progresses.

After you havesigned a Preliminary/Promissory Purchase Contract

Final Contract of Sale/Title Deed (EscrituraPublicade Compra e Venda) needs proof of tax number, bank
account and other official documentation. A Notary,(Notario) preparesfor the signing of the Final Contract of Sale/
Title Deed (Escritura Publicade Comprae Venda).

Thereisno cooling off period when you buy a property in Brazil. Once you have signed the Contrato Promessa de
Comprae Vendayou are committed and you can only ‘ escape’ from the contract for good legal reasons—those
stated in the contract or laid down by the general law.

SigningtheFinal Contract/Deed of Sale (EscrituraPublicade CompraeVenda)

Assoon aseveryoneisready to proceed, the Final Contract of Sale/Title Deed (Escritura Publicade Comprae
Venda) issigned. Thisis, normally, when you pay over the balance of the price of the property and all necessary
feesand taxes. This Escritura Publicade Comprae Vendaisthe document transferring ownership to you. This
must, by law, be prepared by and signed in front of the Notary (Notario).

Thewhole process up to the signing of the Escritura Publica de Comprae Vendawill (inthe case of aresale prop-
erty with no mortgage) typically take about 12 — 16 weeks, though this can vary enormously. In the case of a
property under construction, the paceis usually determined by the speed of construction —typically, perhaps, 18
months.

Once the Escritura Publica de Compra e Venda has been signed we make arrangements for your titleto beregis-
tered at theL and Registry. Thisisthe main protection of your right of owner ship and must be done without
delay in order to safeguard your position.

Some dangers may arisein every country and every transaction. For example:
. Doesthe seller have good legal title and the right to sell?

Isthe property affected by debts?

Hasthe building been constructed legally?

Doesthe property suffer from any defects?

Iswhat the Seller and the agent have told you about it true?
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Inaddition, in Brazil there are other issuesthat often need special attention. Theseinclude:
. Correct form of legal ownership—the restrictions on freedom of choice asto who can inherit your property
makethisvital.
Isthe property subject to any rights of pre-emption? These give certain people (including, in some cases, a
government department) theright to buy it in preferenceto you.
Some of those propertieswill suffer from considerablerestrictions on what can be donewith them. Even
something simpleisoften not straightforward or may be prohibited completely.
Isthe property built in an areathat is specially protected?
Arethe boundaries of the property clear?
Isthe existing planning status of the property clear?
Isthe Seller asking for illegal “black money” payments?
The price you declarein the Deed of Sale asthe price paid for the property should, legally speaking, bethefull price
paid. Thisisthe value used to calculate al of the taxes arising out of the transaction. Declaring any other value can
lead to al sorts of problems, both locally and in the country whereyoulive.

Despitethis, in many parts of Brazil thereisstill aculture of under-declaration. Thisis part of the wider addic-
tion to ‘black money’ —money that iskept well out of sight of the taxman.

Therewill usually be other issuesthat arise in the special circumstances of any particular transaction.

Land Registry system in Brazil
After the Final Purchase Contract/Deed of Sale (Escritura Publica de Comprae Venda) has been signed we will
arrange for it to be registered at the appropriate Land Registry and for the payment of any Land Registry fees.

Appendix 4:The Case of Vidigal: Gentrification in favelas?

Vidigal isaparticularly well located favel abetween thetwo richest areas of the city —the old wealth in the South Zone
(Ipanema, Leblon, Lagoa, Alta Gaved) and the new wealth along the coastline including Sao Conrado, and Barrade
Tijuca. It sitsatop ahillside providing spectacul ar views of the ocean, the fresh water lagoon, the Corcovado and the
city. Itssteep streetsare paved in cobblestone, itsalleyways are narrow, itshouses are colorful and it isin the midst of
the Florestade Tijuca (atropical forest and ecological reserve). In any other city, thisreal estate would be occupied by
the elite of the dlite. In Rio it is a favela—on one side of the main street, that is. On the other side properties are
legitimately owned and were once occupied by famous artists and musiciansincluding Gal Costaand Caetano Vel oso.

Asstated above, it isararity for someone unconnected by relativesor friendsto buy property inafavela. A handful of
students and artists have done this and there are now afew pensiones or bed and breakfasts (and even ahotel or two)
in the best located favel as catering to young European and American travelers. So it made big newsin 2009 when a
wealthy German businessman (name?) was discovered to have incrementally and quietly purchased 52 propertiesin
thefavelaof Vidigal.

Here was someone who —on the positive side—saw the potential for economic and touristic development inthefavela
and had abusiness plan for job creation and generation of profit. He told peopl e that he wanted to turn the favelainto
a“tropical Positano.” His plan wasto open a European-style “ pensione” which would be serviced by local residents.
InJune, 2009 he spoke of Vidigal being “the next hottest real estate property in Rio” and tried to interest the author in
buying one of his properties.
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In order to deal with hisholdings, thisinvestor opened areal estate officein Vidigal, close to the main road, Avenida
Neimeyer, and hired alocal resident, ashisreal estate agent.® He al so founded anon-profit organization, “ Vidigal Feliz”
(Happy Vidigal) to promote tourism and economic devel opment within the community.

There had been previous cases of real estate speculationinthefavelaof Rocinha, when an absentee landlord bought up
ahalf dozen houses and rented them out as a business operation. Even some of thelocals acquired an extra property
or two for rental incomeor futurere-sale. But when amulit-millionaire from another country started buying up homes
by the dozens, it rai sed questions about the future of the community for itslongtimeresidents. People suspected that he
wanted to ultimately make a European enclave and get them all out through sticks or carrots.

The houses he bought were left unoccupied. They were boarded up and each had theword ONG (meaning NGO) and
a number representing the order in which they were acquired painted on the front door. When the city authorities
learned of this around April 2009, they too became suspicious and issued a “stop work order” forbidding him to
develop any of hispropertiesuntil they could investigate the matter. 4

But thisis the land of “it depends.” A few months later the way was cleared for him to continue his project. He
apparently reached an agreement with the city government. They decided he could go ahead with hisbuilding project as
long as any improvements made or jobs created in the process would be attributed to the Mayor and to his palitical
party and that they would have alarge asign posted at the entrance to the community attesting to that.

Then four months|ater the city government reversed its position once more and denied permission to proceed with his
project.® He put up his properties for sale and disappeared.

Thiscase of Vidigal wasthefirst large-scal e attempt by an outsider to conduct real estate speculationin Rio’s pictur-
esguefavelasand it raisesthe question of theright to the city. Will the original residentswho built up their communi-
tiesfought successfully to resist being displaced by the state, now be displaced by the market? Will they any right to
remain wherethey are and how will local government seethisin terms of getting “full market value” for theland?

3 The agent was formerly an ambulatory vendor on the |panema beach. He befriended a Swiss tourist and arranged tours of
Rio for groups of Europeans sent over by this friend. He was a natural for the German to call upon and he has already
registered his own tourism agency. He is using his home in Vidigal as his persona office. He has 3 computers going there,
posters, business cards and other tourism paraphernalia all over his living room and bedroom, and all his family members
are helping him. Thisisabig step forward in hislife—alife | am told was almost lost to drug use.

4 The Mayor’s office told him that “the only entity permitted to benefit the poor or provide social assistance
(assistencialismo) was the government itself, since “that is our way of getting votes.”

5 According to email correspondences received on December 3, 2009,he had left Brazil. There are two versions of what
happened: 1) Aslong as he acted discretely, he was not doing anything less legal than any other person buying ahousein a
favela. Itiswell known that some favela families (and some foreigners) in Rocinha own several properties which they
bought and rent out. The irregularities were the “ordinary” ones such as buying houses which sit on invaded (not legally
owned) lands; setting up a business without legal registration or authorization; and avoiding property taxes on his holdings,
etc. Inthisversion of the story, his big mistake was to agree to do an interview for the cover story of Sunday Magazine of
the most widely-read newspaper in Rio, O Globo (the equivalent of the Sunday New York Times Magazine). Evidently this
caught the attention of the municipal government officials—some say it was a direct affront to the city government. He was
fined and barred from continuing with any irregular transactions. The second version is that he paid the local drug dealers
and they kept on charging him more and more until it became non-viable for him to continue.
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