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Incorporando la estructura tributaria a la teoria: analisis de las reformas fiscales en
Argentina, Chile y Uruguay (1990-2008)
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Abstract: The evolution of income tax in the region since@%hows that there has been a steady
increase regardless of the political party govegrah any given time. The income tax policies ohtig
wing governments emphasized the taxation of congsaand did not play a main role in the political
agenda. The taxation policies of left wing governtaéhave included macro — reforms, with a centria r

in the agenda and are based on ideological argemelatwever, in Chile the government operated in
agreement with the right wing parties, focusing iteoteases on companies and removing fiscal pslicie
from the arena of political discussion. In Argeatiand Uruguay, where the left wing projects did not
require such a great deal of negotiation, increagm® focused on reforms of personal taxation, with
more progressive designs, and politically conflieti

Resumen:La evolucion de los impuestos a la renta en l@redesde 1990 muestra que estos
aumentaron bajo gobiernos de todo signo, peroati@@@ndose en sus componentes y en la estrategia de
reforma. Con gobiernos de derecha la imposici@rarta mantuvo el énfasis en la tributacion stazre
empresas y tuvo escaso relieve en la agenda. Leerdg aplicé macro-reformas, con un lugar certnal

la agenda y argumentadas en términos ideoldgico€Hile el gobierno operé en acuerdo con la detecha
centrando el incremento en el impuesto a empregagando la politica fiscal de la discusion paatid.

En Argentina y Uruguay, con formatos menos negasa€l incremento se centrd en reformas de la
imposicién a la renta personal, con disefios m&gesov/os, y politicamente mas conflictivas.
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1. Introduction

In 2007 the party in office in Urugua¥rente Amplio implemented a fiscal
reform which raised income taxes and reduced coesulxes. The government
presented this change as one of the fundamentalabxts policy, and the opposition’s
rejection turned it into one of the key issues dlftizal debate in the period.
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A year later, while the conflict generated by tkeéorm was still developing in
Uruguay, the Argentinean government of CristinanBadez was immersed in a
political crisis originated by the increase in viatidings on exports of products from
agriculture. Such imposition was supported by acalisse based on income
redistribution through taxation. Orientation towai@ more progressive tax system had
become an explicit goal of th&lianzas government (1999-2001) and the following
administrations maintained an increased proportofndirect taxes compared to
consumer taxes.

In Chile, raising income taxes was one of the nraforms with which the
Concertaciors first government marked a shift in public podisiafter dictatorship.

The regional experience shows that shifts in thigigal spectrum from more
liberal positions to the center-left have deterrdinglevant changes in tax policy. Such
modifications include a greater growth of direcxes and a particular emphasis on
progressiveness of the fiscal system as an ouistarbjective in the government’s
agenda.

The aim of this article is to account for the diéflece made by the governments’
ideological matrix on taxation policy in the SoutlhéCone and its particularities with
regard to the debate in other regions. On the Begtion the theoretical distinction
between left and right wing fiscal policy is explad, as well as the key features that
have characterized the policies developed in Laftmerica. On the third section a
typology of ideological matrixes in taxation policy proposed based on the regional
experience. In the following three sections theemtation of tax reforms in Chile,
Argentina and Uruguay is analyzed, emphasizindhosd applied since the 1990s.

2. ldeology and fiscal policy
The European context and OECD

The extensive literature produced in developed t@msabout socialdemocracy
and liberalism makes little reference to the contmos of tax load as a source of
differences between the two models. Such piecewark are connected with two
perspectives of analysis: the construction of d#feé kinds of welfare state
(distinguished from Titmuss’'s work) and the rolee tetate has as the engine of
economic development investing in infrastructurel &wmman capital (line especially
developed by Myrdal for socialdemocraty)

In both aspects the socialdemocrat perspectivdbbas differentiated from the
liberal by the total amount of tax load: greaterlp income to sustain greater
redistributive spending and greater participatidnthe state in producing economic
growth.

Such is the distribution pointed out by Garrett dralhge (1991), and later
studied by Boix (1998) for the group of countriéddlee OECD. In those analyses fiscal
progressiveness is barely incorporated as a rdlevamable when referring to the
tendency of socialdemocracy to define more progresscales in Personal Income
Taxes. Instead, no relationship between ideology lamsiness tax levels is found

! See Titmuss (1958) and Myrdal (1960).

2 In the United States, Quinn and Shapiro (1991jtifled in democrat administrations a tendency to
raise taxes on businesses’ income and holdingsapftat, while republicans prioritized incentives
towards investment. For Europe, however, Garrel &aange (1991) explicited the absence of



Moreover, relative participation of direct and iredit taxes, that is, the progressiveness
of the fiscal system as a whole, is excluded frbenanalysis.

Why have comparative studies on ideology and palitparties not accounted
for this dimension for developed countries? Simpgcause there is no correlation
between the tax system’s progressiveness and miealomatrixes implicit in the
different models of welfare state.

Nordic countries, which exemplify the socialdemaoenadel, with high levels of
public spending and fiscal collection, do not preésbowever, progressive tax systems.
Together with a high range of income taxes theylyagm even greater level of
consumer taxes, whose global result is neutral egressive in terms of income
distribution. Thus, the European socialdemocramfda in terms of taxes is not
oriented towards progressiveness of the tax systarh,to maximization of total
collection and to redistribution through spending.

In the opposite extreme, the Anglo-Saxon model doatha strong bias towards
income taxes with more modest levels of fiscal gues and income redistribution by
means of public polici@s Therefore, the European scene does not allovingisshing
between liberalism and social democracy accordimgthe tax structure and its
progressivene$s

The Latin American context

In Latin America, comparative study of fiscal tid@ries following partisan-
ideological factors is still an area to be devetbpé&lowever, there are several
antecedents of comparative analysis on the coniposdf the tax matrix in the
continent. These highlight a strong bias towardssamer taxes as opposed to the
reduction of tariffs and the stagnation or backwas$ of income taxes (see for
example, Gomez Sabaini, 2006). Even so, they #tatethese conclusions have to be
analyzed according to the different performanceben cases and subregions.

That is why it is relevant to study the trajectéollowed in the Southern Cone,
through the cases of Argentina, Chile and Urugiitaigese countries show a similar path
in terms of composition and fiscal pressure, arel/ thlso have a unitarian structure
(Chile, Uruguay) or a very weak federalism (Argeaji and ideological bias of the
government can be easily expressed on tax policy.

correspondence, even stating that there coulddireet relationship between liberal matrixes anghbr

tax rates on businesses.

% For example, the USA has collected around 90%sofdital fiscal income through income taxes. In
Sweeden, the composition has been around 60% lefctioh through consumer taxes and 30% through
income taxes; a very similar composition to thaSofith America, but twofold in terms of tax pressimr
relation to GDP (statistics from the World Bankdakkrom Grau and Lagomarsino, 2002).

4 Boix (1998) introduces the opposition between airand indirect taxes when describing the
socialdemocrat and liberal approaches based ords® studies: Felipe Gonzalez’s reforms in Spain (t
raise with emphasis on direct taxes) and those arigteth Thatcher in the UK (where personal income
taxes decreased). However, taking those cases et dimits the argument as Spain’s levels of tax
pressure and income taxes were very low. The stamabcrat government was making such variables
converge with those of the UK. The model does miy @ontrast two ideological approaches, but two
cases with different tax loads at the starting polilne model cannot be transferred to socialdeniocra
governments in countries with a high level of ineontaxes, which, following international
competitiveness, operated downwards on the Persooaie Tax; a well known example is that of the
Swedish reform of 1989-90 (see Stephens, 1996)hitnsense, the fiscal situation of Mediterranean
Europe and the responses it triggered on the ligft) @re not transferrable to the whole of Europés |
not in Europe but in the Southern Cone where, awillsee, a similar scene to that of Felipe Goaza
reforms is set since the 90s.



In terms of the global characterization of its po#l orientation, the three cases
are inserted in the so called “third wave” of lefing governments in Latin America
(Lanzaro 2006). Generally speaking, the componafitisis shift towards the left can be
grouped in socialdemocrat governments (includingeCand Uruguay) and populist
governments (with which Argentina shares some comnf@atures, though its
belonging to this group has been questioned).

Also in this case, the classification of Latin Amcan governments has been
stated at the general level, underscoring thathdukl be contrasted with specific
comparative studies in different public policy aaea

The study of tax reforms in the Southern Cone iaglihen, putting into play
categories and concepts previously developed irethfields of analysis: the
socialdemocrat and liberal theory of fiscal polinydeveloped countries, the evolution
of tax structure in Latin America and its relatianrotation of right wing governments
and those of the “third wave” of the Latin Amerideft wing.

The matrixes of fiscal policies proposed in the tnsgction expresses this
connection.

3. lIdeological fiscal policy matrixes in the Southe Cone
Historical fundamentals

Comparison of fiscal policies in the Southern Caigce the 90s until now
allows defining a substantively different scenafiom that described for developed
countries, even different from that proposed asrgegal model for Latin America.

In this period, the left and right wing are nottoiguished from one another by
their behavior towards tax pressure. On the copttax load grew under governments
of different ideologies. Moreover, income taxes@&ased, and they even increased their
proportion of total collection, both in socialdermatcand liberal governments.

It is the emphasis placed on direct taxes, therakertdle of progressive forms of
taxation in their governmental agenda which ha®dihtiated left wing governments in
terms of fiscal policy. These governments haveddrthe topic into a key point in
parliamentary discussions, despite the fact thaewveloped countries this is not part of
distinctive policies of socialdemocracy, and itaale as a distributive tool has often
been put into question (this point will be dealtttwwhen analyzing the Chilean
strategy).

Why then did it have the relevance it had in thétigal debate in the Southern
Cone? A wide variety of factors led to this restitie substitution of consumer taxes by
direct taxation is part of the objectives of thi Weng in the region since its creation (it
was present in therente AmplicandUnién Popularsince their creation)

What is more, the liberalizing process of dictatgrs turned the tax structure of
developmentaliswhich contained high taxes on foreign trade (incigdexports) and
important levels of tax collection on income. Inetkhree countries, dictatorships
destroyed tariffs and took the load on income @ ldwest levels. These movements
were compensated by the introduction and expansidhe Value Added Tax (VAT),
which modernized the way of collecting taxes omrsand facilitated a great increase in
consumption taxes in the 70s and 80s. Towards 1880Southern Cone was close to

®> On Frente Amplio, see Garcé and Yaffé (2004); alddlende’s tax policy,see Ffrench-Davies (2003)
and Zorrilla (1970).



the limit of its possibilities of consumption tawllection, and it showed the lowest
levels of tax collection on decades.

These conditions set the ground for the expans@nsicome taxes in this
decade, even with right wing governments, and déirwing governments to place the
issue on the public agenda.

Right — left contexts of change since 1990

The alternation between left and right wing fisgadlicies since 1990 is
expressed in a different way. The changes in gdealfistrategy suggest that the main cut
in this kind of policy has not resulted from parpyation. In terms of access of left wing
representatives to the Executive, the “third wakie$ been situated since Lagos took
office in Chile, Kirchner in Argentina and Vazquez Uruguay. However, only the
government of Vazquez made a real change in tef@x golicy strategy.

In Chile this shift operates in 1990 when Pinochdittatorship gives way to the
Concertaciors government (coalition of christian- democrats asocialists) without
consequences in terms of fiscal policy after thange of hegemony inside the
coalition.

In Argentina a first shift is given by the ascefttioe Alianzato government
(center — left coalition of th&nion Civica Radicabnd FREPAS(Q, and then by the
changes established by Duhaldgé&onismoKirchner inherits and preserves the legacy
of these two phases.

Those contexts of change are expressed in shiftaeba the following
strategies:

A. Liberal matrix.Gradual expansion of income taxes, without ideaalgor
programmatic emphasis on redistribution, and witithae government putting it in the
first place in the political agenda. It is the fésdi the principle of simplification of tax
collection, focusing it on the main taxes and exjiag its tax basis. It tends to preserve
a greater emphasis on taxes on businesses (easieldct and less controversial for
public opinion). In addition, there is an increaseonsumption taxes. This is the matrix
applied bymenemismeand by traditional parties in Urugudy.

B. Alternatives to liberalism from center-left pgomis. The growth of income
taxes is dealt with througbne shotreforms the government places in front of public
opinion as the center of its policies, supportedabyideological discourse oriented
towards fiscal progressiveness, redistribution aplity. Alternatives can be the
socialdemocrat or the developmentalist.

B1.Socialdemocrat matridt contends with the liberal approach proposing a
greater movement towards income taxes, but rengimrthe orthodox axis of fiscal
schemes based on combinations of consumer taxememue. Its use varies between
left wing governments with majorities and formagsesed with the opposition.

- Policies generated in agreement with the rightgnopposition (Concertacion,
Chilean governments): increase of tax load with lemsgs on income taxes, particularly
on taxes on businesses. It is combined with inesead consumer taxes. Personal
income taxes have a marginal role in the reforrmdge The changes made, resulting
from an extended political agreement, tend to emdarthe long term and generate
strong majorities in defense of the resulting staquo (a “normative regime” in the
sense of Przeworski, 2001) that tax structure aegu stability close to immobilism.

® In this case, after dictatorship, advances inrmedaxes are produced only under the governments of
Partido Naciona) while Partido Coloradomaintained its traditional rejection to that t@wid choosing
taxes on patrimony instead.



- Policies generated by left wing governments wiithir own majority Erente

Amplio and Alianzds reforms in Uruguay, 2007, and Argentina, 193%pectively):
Strong ideological emphasis, oriented towards npugressive tax systems and of
greater vertical equity. Within taxes on income pliasis is placed on strengthening the
personal income tax. The basis of VAT is expandedowut increasing rates.
While applied in very different economic contexXiese reforms have in common the
fact of creating personal income tax forms of gre@npact on middle classes tan the
Chilean format and they generated a strong opposthat placed them at the core of
parliamentary discussién

B2. Developmentalist matrdrgentina since Duhalde). It shares a shift toward
income taxes within the orthodox sphere with th@addemocrat approach. However, it
incorporates new pillars to the system such asrduabte forms of taxes, in particular
reinstallation of withholding taxes to exports, ad on primary products (similar
measure to the tools for industrial promotion @fssical developmentalism). Thus, the
discussion on vertical equity of the system (betwsections of higher and lower
income) is combined with the horizontal dimensiohdistribution between sectors of
activity). Also in this scenario, fiscal policy hbsen subject of strong conflicts, to the
point that it turned to be the determining issuéhefpolitical arena.

As shown, this typology reaffirms the socialdemobgafile of the Uruguayan
and Chilean left. But it also highlights distineielements between them according to
their political and ideological relationship withet opposition, which places the Chilean
left closer to liberal positions. On the other haitchighlights the peculiarities of the
recent Argentinean process and the political-econ@msis that ended in 2002 as the
context where the country’s divergent path origadat

4. Income tax in Chilé

Income taxes had an important increase in Chilenduthe Frei Montalva’s
period in office (PDC, 1964-70) and it was takenAlende’s Unién Popular 1970-
73) as a central pillar of its tax polity

Pinochet’s dictatorship (1973-90) added a libenastt to direct taxes. Even so,
the strength income taxes had acquired during tééiqus administrations kept them in
relatively high levels for the region, above 5%GiDP until the beginning of the 1980s.
But the reform of 1984 substantively diminishedoime taxes to a minimum of 2.6% of
GDP in 1986. Subsequent reductions of taxes maastéte lose one fourth of its fiscal

" Income taxes are more complex to apply to pedga to businesses. That is why in South America it
has been usual to develop income taxes based ea taxbusinesses, paying little attention to pexison
income, despite the fact that personal income taeas account for a wider range of earnings and
guarantee a lower tax transfer (the eventual pesgreness of the income tax on businesses depends
entirely on them not transferring its cost to canets). That is why leftist approaches on tax poliaye
aimed at developing personal taxes; this charatielis consistent with the European scenario, @her
income tax rate on businesses, limited by inteomali competition features, is not an effective afale to
differentiate the left from the right.

8 Figures of collection and rates taken from Bayseinet. al. (1999), Pérez (2005) and Serra (20a8). F
all cases, figures of tax load refer to taxes thewes, excluding contributions to social security,
considered at the national level. To facilitate panative presentation, the conventional denominatfo
personal income tax is used; in each country botmdts are divided in several taxes with different
names used locally.

° Fleet (1985), Zorrilla (1970).



income between 1984 and 1989 (total load was retffien 20 to 15% of GDP),
whereas inequality and poverty worsened.

After dictatorship, trying to respond to those rsge@oncertacion por la
Democraciaproposed during the electoral campaign of 198futal the expansion of
social policies based on increasing income taxes.

Concertacionwon the election with the absolute majority, giyipresidency to
Aylwin (PDC, 1990-94), and having the majority bktseats in both chambers. In the
SenateConcertacionhad 22 seats, while the right wing coalition h&d- Renovacion
Nacional (RN) andUnién Democrética Independien{eDI). But the system designed
by dictatorship included 9 supplemental seats pptanted senators” who, owing to
their right wing filiation, left the government wibut a majority in that chamber —the
number of senators appointed during Aylwin’s penwas 8, as one of them died and
was not replaced (Siavelis, 2001; Angell, 2007).

Despite being a feasible strategy, the governmittacded capturing from the
appointed senators the two votes necessary toapaderm (Fairfield, 2006). Instead, it
negotiated withRenovacion NacionalRN), the biggest opposition party, leading to a
fiscal policy defined by consensus.

The peculiar political environment of democraticinstatement was the
determinant for the government to choose polidesugh a representative negotiation
with the left wing opposition, instead of lookingrfthe minimum majority to pass its
projects with the least number of modifications.eTdistributive fight that marked
Allende’s defeat and the imposition of dictatorshed Concertacionto be especially
cautious in its relationship with entrepreneurs dredright wing opposition. Therefore,
the fact that policies in general and tax refornpanrticular expressed a government-
opposition-civil society agreement was seen asnéiss@nd not the imposition of the
government’s criteria on the rest of the spectrum.

The negotiation with RN helped fulfilling some difet government’s objectives
and transformed others. On the one hand, parteodgineement with the majority of the
political right wing was the key to overcome thetrepreneurs’ resistance to the
increase of income taxes on businesses, movingateegfrom 10 to 15%. On the same
token, a progressive adjustment of the personalhmectax was agreed through changes
on the stretch structure (Fairfield 2006).

Owing to the right’'s resistance to accept chandegreater scope in income
taxes, an increase in collection was establishdd-eamched by means of a raise in VAT
rate from 16 to 18%. The increase in consumptide, raf regressive effect, had not
been part of th€oncertaciors reform plan and, in fact, it was objected byléf wing.
Though, it was incorporated to reform as one ofritgn pillars and it was responsible
for one third of the increment in tax collection.

The results of the strategy developed in Chile veeoemplex mixture between
important changes in the short term and a grade@kedse of subsequent possibilities of
transformation.

There was a significant recovery of returns througtome taxes, which moved
from 2.5% of GDP to 4, though the levels priortie teform of 1984, above 5 poitfts

19 Concessions to the right wing have generated rimgé that 1990 reform was moderated (see for
example: Boylan, 1996; Fairfield, 2006).Howeveonfra comparative perspective as the one stated here
it has to be highlighted that an increase of 1.8%DP from income tax collection achieved through a
specific reform in only one year is an event hasi#gn over the last decades in the countries stuidiis

in the range of increase of collection by incomérgentina in 2003 (when the economy was reactivate
and it reflected the impact of the Alianza’s taforen of 1999) and above the expected increaseteaffec
income taxes by thérentista reform in Uruguay. Due to its practical effect,909reform has to be
considered amongst the most radical ones in therkisf the region.



Even so, this peak in the levels of tax collectawas also the only big
transformation and the only important progressitiange in national level taxes in
Chile since then. Both political and economic fastocontributed to this continuity.
Among the first there is the Chilean model of “ocemsual democracy”, as the strategy
of agreements with the opposition as a means thrgavernability has been calféd
Even if this concept was born in the context ofdieenocratic transition, being put into
practice contributed in reaffirming it, turningiitto an element of Chileans’ political
culture.

The validity of this feature was supported by ingtonal factors, such as that of
appointed senators, who prevented @uncertacionfrom having its own majority in
the senate until Lago’s government inclusive. Hosvein the case of fiscal policy the
matrix of “consensual democracy” was also suppofbgda growing conceptual
coincidence between the government and the oppnsiti

In 1990 the right wing accepted it was not politicfeasible to sustain
dictatorship’s fiscal scheme. Coalition governmemasl a tendency to incorporate the
postulate that direct incidence of tax policy orcame redistribution is of poor
relevance compared to the effects reached by puip@nding (concept accepted in
general terms in technical discussions and stropgbmoted in Chile by the right
wing). The claim of the liberal right following thiprinciple is that it is not relevant that
the tax system have regressive effects if collache used to fund progressive public
spending whose effect on income distribution wi#l ubstantively greater than the
impact of fiscal policy.

The state will then have to worry about redistiibgitincome exclusively by
means of spending, and collecting funds for sudfcips preferably through taxes that
are simple to charge, easy to control and of lest®rtive effect on social features of
consumption and savings. That is, to finance thiemugh consumer taxes, in spite of
the little margin of regressive impact they gererand will then be reversed by the
effect of spendind.

The 1990 reform included a component of this kimdhen the government
accepted that a great deal of the resources faoigl policy would come from an
increase in consumer taxes. But if in that occasienmain emphasis was placed on
increasing income taxes, the evolutionQwncertaciors fiscal policy has been signed
by the stagnation of growth and even the reduatiothe elements of progressiveness
of the system, and by a close relationship betwieeancing of social policies and
consumer taxes. Even if the effect of this polieg bbeen regressive in comparison with
its fiscal effect, it is conceptualized as progmesdecause of its global impact as it has
been directed towards financing social public spsmd

In 1993, at the end of Aylwin’s period, the 199Cemment had to be revised.
The reform had generated an increase on taxesvsagreater than the estimated by its
creators, and th€oncertaciérs government accepted to eliminate the amendments
upwards on the personal income tax. There was av&aggered reduction of rates to
levels below those of democratic restoration (desirgg the maximum marginal rate

* About this concept see for example Siavelis (2001)

2 For the Chilean case this view has been presdmtdthgel et. al. (1998). In fact, this is Boix'9@8)
starting point who, when situating the differeneavieen socialdemocrat and conservative governments
in the total amount of tax load, stat#lsis analysis involves taxes as instruments obme redistribution
only in a secondary manner. As specialized litexatgenerally states, the question of how the state
affects income redistribution depends on sociahsfars and public spending more than the tax
structure” (Boix 1998: 242).



from 50% to 45% between 1993 and 1995) in exchémgthe right wing to accept the
increase on the rate on entrepreneurial income;wimd been the core of the reform.

At the beginning there was also an agreement torréb the VAT rate prior to
the reform in the following administration (16%)oWwever, under the government of
Frei Ruiz-Tagle (PDC, 1994-2000) a new agreemetth wie opposition determined
that the VAT rate would be maintained in 18%, dawptollection of those two points
of the tax to funding education.

Under Lagos’s socialist government (2000-2006)sratethe personal income
tax were again reduced (setting in 40% the margmatimum since 2003) at PDC'’s
initiative and as a response to the deceleraticgcohomy. Its effect was attenuated by
a complement proposed by socialism: to simultangoekvate income taxes on
businesses to 17%.

Meanwhile, funding for social policies was agaisaleed through consumer
taxes: the VAT rate was raised to 19%, until tHeoWang government, and it provided
the funds for the health care system reform andotbhgram of direct income transfers
“Chile Solidario”.

During Bachelet's (PS) administration, there wetrersy complaints from the
socialist and christian democratic branches to emgnt a tax reform which would
increase the social budget. Though, the execuéisisted the parliament’s pressure and
finally (2007) agreed to take the VAT to 18%, awds foreseen in the previous period
and without new changes to the system.

It can be said that théoncertaciors administrations removed fiscal policy from
the arena of party confrontation, both due to thewgmatism and because they created
a true “normative regime” —in Przeworski’s senseeconomic policy in general and in
the fiscal strategy in particufar

On the other hand, the poor transformation that desacterized the Chilean
fiscal system since 1990 is also a result of it€nm@conomic stability, supported by
basic coincidences on budgetary management. Im o#ises in the region, tax load has
grown as a result of needs resulting from fiscdlctde economic crises and growing
financing needs of social security systems. In &lplivatization of the pension system
removed that pressure and the sustained strateggwaoitaining a regime of fiscal
superavit pushed away the possibility that tax Igesiv as a result of ephemeral needs.
While this kind of needs has been a key factottierincrease of taxes in cases such as
Argentina or Uruguay, its absence in Chile has g¢mwed stability of the level of taxes
and, together with it, the fact that the componeihtncome taxes did not grow (in
Argentina and Uruguay this resource had to be tséettrease general tax collection).

Finally, it has to be pointed out that this sitaatturns Chile into the only case
of complete “political management” of the fiscalsegm in the region. Being this
“political management” the capacity of the execatand the parliament to operate on
the fiscal scheme according to their policy objexdi and not based on external
pressures that condition the tax system (fiscalicilefeconomic crises, load of
contributions to social security). Thus, if the Iéhn fiscal policy has resulted so stable
it is due to the fact that, in the absence of pnesson collection levels, any increase on
tax load has to be a result of explicit politicallwlhe government has to fundament
the use it will make of the resources and, as altred “consensual democracy”,

13 Przeworski (2001) describes the “normative regime’a point of convergence of the policies applied
by different parties. Convergence takes place wimm governments take office and assume successful
policies inherited from previous administrationsidmally installed in public opinion as requisités
stability. The peculiar Chilean conditions have tedareas such as tax policy reaching this sitnatio
without the intermediation of changes in governmadagtween the two main competing coalitions.



convince the opposition of establishing this inseegwhich tends to be suppressed
when the goal that motivated it has been reached).

As we will see, Argentina and Uruguay exemplify iffedent situation, with
increases in fiscal pressure (and evolution towardgreater component of income
taxes), facilitated by emergency contexts that makpossible to avoid them, but
implemented in a way that prevents the load let®lbe “managed”, that is, debated
with clarity and defined according to an explicagligcal will. Whereas in Chile the
party system effectively governed tax load, in Aviiga and Uruguay the amount of
income from taxes was randomly defined, as itstget&hanges have been determined
in contexts where the political system loses cémtfonacroeconomic variables.

Gréfico 1: Chile
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5. Income taxes in Argentind*.

Like in Chile, the Argentinean dictatorship consal#y reduced income taxes,
which had expanded during the developmentalistgirasid XX century, substituting
it for raises in VAT,

Alfonsin’s administration (1983-89) tried to holktpressure, so Argentina had
historically low levels of tax collection by the atrof the decade, in particular, of
income taxe¥.

The substantive change to this scheme of low tagek place during the
“menemistaphase, and there is placed the increase of indaxes. The reform cycle
of 1990-92 was focused on raising tax collectioseolbon increases of VAT. This phase
coincides with a period where the government atigdneans of decrees, aiming at
skipping legislative negotiation as the presiddiit did not have support from the

4 Collection figures are taken from Gaggero and &rag2006), Dborkin and Feldman (2008).
Modifications to rates and scope of taxes until8L.88e taken from Heymann (2000).

'3 For a historical development of tax compositiomAigentina: Ardanaz and Dvoskin (2008), Dborkin
and Feldman (2008).

'® |n the administrations of Allende and Alfonsin @ld course of action of Latin American center-left
can be identified, different from the current oBeth governments inherited a tax system they censil
unfair. They established as a priority to reducascmnption costs (Alfonsin by reducing VAT rate,
Allende by reducing public bills) and secondly theigd to strengthen direct taxes. The net resals w
that state revenue contracted in a way that comigeahfiscal balance (about Allende see Ffrench-§avi
2003; on Alfonsin, Ardanaz and Dvoskin, 2008). 8itize 90s, the orientation of the left wing towards
progressiveness involves not losing fiscal presagea limit and as a priority.



parliamentarians of his own party. (Novaro and Pade 1996; Novaro, 2001). Over the
first two years VAT rate scaled three times (gdirmm 13,5% to 18%). In 1992 a last
increment of VAT (extending its scope) was conterapp to the beginning of the
expansion of income taxes, with an important ineeeia the rate applied to businesses
(from 20 to 30%).

Since 1993 a new period begins in the relationslepiveen the executive and
the legislative, by closing a phase of intrapadwpftcts and protests, and Menem was
able to build up a firm coalition to support him parliament, sustained Wyartido
Justicialistaand the liberal sectors (Novaro and Palermo, 1988jaro 2001). Also
from that year on, income taxes will be responsiblethe greatest increases on tax
collection.

Since then, this was a persisting feature of tlstesy undemenemismgoto the
point that between 1993 and 1999 income taxes theréaxes with the highest growth
in collection of the period, with the exceptionk®97 (when consumer taxes collection
peaked, influenced by economic reactivation afterTequild crisis).

In some occasions this characteristiav@nemismmis fiscal model has been left
aside, especially because it is an incremental mewg of gradual increases, not
politically sensitive and not highlighted in thelpic agenda. But the global result of
this slow movement was an important change towst@gsgthening income taxes and
the progressive elements of the system.

As it happened irConcertaciérs Chile and its “consensual democracy”, the
majority of this increase took place in income ta¥ection on businesses, mainly due
to subsequent expansions in its scope.

In 1995 with the Tequila crisis and the loss of resources generated by
privatization in the social security system in 1984new cycle of reforms began. The
first important change was a new increase of thd WY&\ 22% (1995). But the greatest
increase in resources in the 1995-98 reform was réselt of income taxes on
businesses, whose scope was expanded in 1995,d988arComplementarily, income
tax increased marginally in 1998 (going from 33&%%). The reform package of 1998
was completed with changes on the VAT, establislanminimum rate (10,5%) to
reduce the tax load on basic products expandirggdpe to other services that had been
exempt. (Heymann, 2000).

By the end of the cycle, the connection betwgsticialismoand liberal sectors
achieved by Menem had begun dissolving. Duhaldeal@dovement fronperonismo
towards the center-left with arguments based ditistin to the social effects of liberal
reforms and the need of policies that faced inetyuglenerated by thenenemista
model. The emphasis on social policies that redad@mages caused by the liberal era
placed Duhalde virtually overlapping the centet kdctors of theAlianza (Novaro
2001). Thus, in the elections of 1999 the two cheithat defined the dispute were
based on similar positions aside from the moddt during the 90s.

Owing to the economic crisis they faced, and despie gradual intentions
expressed during the electoral campaign, both eanded up living a period of
important changes in the tax system which redeffrse@l policy and set grounds for its
current features.

After the Alianza won 1999 election, with De la Rua as the president
candidate, the Minister of Economy, Machinea, ladrthounce a package of measures
involving a strong increase of tax pressure a feysdafter taking office, in an attempt
of reducing fiscal deficit.

Despite being a change set by circumstances (asspitdehe economic policy of
Alianzahas been judged in Argentina as the continuitpnehemisme- an example of



this perspective can be seen in Dvoskin and FDO82 1999 reform in Argentina is,

together with the Uruguayan of 2007, the produc sbcialdemocrat approach to fiscal
policy. In both, the approach defended by the edefein office was imposed without

negotiation with the opposition. The result of susdenario were reforms with an
explicit ideological content, based on strengthgnprogressiveness placing more
emphasis on tax load on the sectors of higher iecom

Those reforms were oriented towards reducing tlgatnes impact of consumer
taxes, promoting income taxes. But they also statsdift in this component, placing
emphasis on personal income taxes, which was €iffeirom the priority of taxing
business revenues shown by right wing governmemdstlae “consensus” formula of
Chile.

The reforms of 1999 emphasized personal incomer&ycing the minimum
amount where the tax was not applicable and, in gbetions of higher income,
increasing the amount and reducing deductionsghi@ae higher collection and a more
progressive structure. At the same time the taislvess expanded to business revenue.
Complementarily the basis of VAT was also exparaiedl new specific consumer taxes
were created — tobacco and non alcoholic drinks.

The core of the reform, centered in income tax geed for the year 2000 an
increase of 0.4% of GDP in collection, of which @8rrespond to the increase in
collection of personal income tax (the tax with kiighest growth that year).

As the Argentinean crisis aggravated, the govertnneeded to create new
taxes because the reduction in levels of actielysion and a raise in interest rates on
debt and credit, made reduction of the deficit isgible.

From a retrospective point of view, during mid @odiards the end of the 90s,
income tax had taken the lead as responsible intrease of tax load, substituting
consumer taxes. The Alianza’s government followed same line, though with greater
emphasis and as part of an explicit political choidowever, the fact that the crisis
worsened made it necessary to continue lookingnew elements when efficient
increases on traditional products could no longeagplied.

In that framework, in April 2001, the creation diettax on bank transfers was
established, which had already been introducedraziBas a temporary tax (and then
kept without a definition on its continuity). Incntext of recession where income tax
collection was stabilized and consumer tax coleectas reduced, the so called “tax on
checks” constituted the sphere of greater increasellection in 2001.

When the crisis worsened, those increments by meznstrengthening
alternative items did not compensate for the lasgaditional items. In 2001, despite
the good performance of banking taxes, fiscal loaderms of GDP was reduced,
whereas GDP itself was also reduced and the ecenanisis derived in a financial and
political crisis.

De la Rua was forced to abandon office in Decen#t¥)¥l, and in January
Duhalde was appointed by parliament to continuephésiecessor’s period, which in
terms of fiscal policy implied a shift towards het@ox tools.

De la Rua’s government, in its efforts to controé tcrisis had already been
forced to leave orthodoxy aside when installing thex on checks”, unanimously
guestioned by the economic doctrine for its disterteffects on the dynamics of
economy and banking. However, with Duhalde the pathheterodoxy acquired a
different sense, as government was led by an leeithe¢ historicperonismoof a
developmental matrix, favorable to an interventbv@ind industrialist state. If regarding
income taxes thalianzds government emphasized for ideological reasoasrtbrease
on tax load Menem had established before for mraictieasons, De la Rua’s fiscal



heterodoxy, with merely pragmatic instruments andtifications, became, with
Duhalde, the expression of a strategic and idec&bgoption regarding the way to
capture resources for the state.

When taking office in January 2002, Duhalde annednice would restore the
system of withholdings on exports. The practicgyapunity to apply the measure was
provided by free exchange rate, ending up with Yeotibility”, because it imposed on
the government the need to capture capital to eedegaluation.

However, his reasons were deeper, as Duhalde stéited he established there
would be a 20% withhold on primary products expoesning for supporting an
industrialist policy. IMF’s intervention againstishapproach led to a temporary
modification of the government’s route, passingipril a 5% rate applied to all items
(Heidrich 2002). But the norm contemplated the sy of future increases, which
could led to withholdings on certain products aheir rates, and based on this element
the tax could turn into a system of detractionsifmzl on agrarian production.

In 2002, withholdings on exports were the main iteitollection growth and,
in fact, one of the few to produce an increasesicaf revenues, in a context of paralysis
where both consumption and income taxes went badena terms of effective tax
collection.

Moreover, the baking tax that had been part of ans®f reducing VAT elusion
during De la Rua’s period, turned into a new tathviduhalde as it could no longer be
subtracted from VAT.

Argentina continued generating new fiscal pillacempleting the cycle of
changes signed by dynamism in consumer taxes dieti@ning of the 90s, of income
taxes in the rest of the period and the movemenhaitf dynamic to heterodox taxes,
first with the baking tax and then with withholdsgn exports, the following year.

In the midterm, the result of the big Argentinearoreomic crisis allowed an
extraordinary increase of resources captured bystage. In a context of economic
decay in 1999-2002 the governments had to congtdodk for the creation and
strengthening of tax tools to react when faced withfall of tax collection as a result of
the crisis. In the short term, these instrumentsicconly cushion the global fall of
collection, so fiscal pressure would be reducete¢tlve net load was reduced from
17,3% to 16,5% of GDP between 1999 and 2002). Aftactivation began, a highly
strengthened tax scheme in comparison with thatqus to the crisis started to operate
for the first time on an economy in normal condigoof activity and fulfillment of
payments. The result was a historical increaseinldad vis-a-vis GDP placing the
state in levels of attraction of resources the eoonhad never had (reaching 23% in
2003-04 expansion).

The kirchneristaleft wing that takes office in 2003 inherits aci$ system that
had been redefined during the crisis under somatdeat and developmentalist
parameters which, together with the raise of fisuadl determined a progressive bias.

It can be argued that in the period of reactivatiihre center-left inherited its
own construction; therefore, Kirchner’s fiscal pgliwas signaled by the defense of
status quo, avoiding claims for reforms that actedior the growth of economy, tax
collection and inflatiort’

71t is of relevance that, according to the leftisimat, Kirchner promoted, during his electoral gaign,

a reform of the tax system in the same way as étlat@r done b¥rente Amplioin Uruguay: exchanging

a reduction of consumer taxes for greater diregeda The economic growth and the projection it
generated on taxes (particularly direct taxes) Kédhner to focus on preserving the inherited rules
without making any relevant changes.



In this period International Financial Institutiomhsst their influence on the
definition of fiscal policy, the IMF, tried unsucsfully in 2004 to obtain a commitment
from the Argentinean government to begin removiagetodox taxes from 2005 on.

Furthermore, the party opposition’s weakness reduit the government’s fiscal
strategy having corporate groups as its main ctanies even the government's
political allies, instead of political leaders. #006, Kirchner had to respond to a
conflictive mobilization of the oil sector employe&ho claimed for a reduction of
personal income taxes.

The incidents generated during mobilizations maeectaim popular and forced
the government to establish a reduction in persomedme taxes specifically for
workers. In 2007, after claims from the labor un{@GT) to increase the minimum
income level to which taxes are not applicable, rehavere two subsequent
modifications, announced jointly by the economianteof the government and union
leaders. This scenario, and the one that was tgkawge in Uruguay in parallel, account
for the problems of economic management to harelletions against strengthening a
kind of tax that, despite expressing a leftist apph, was installed with a greater load
than the left itself was willing to accept.

The government responded to labor unions complasusthat the conflicts
generated by the personal income tax could be @tedr but the same did not happen
in the case of withholdings to the agrarian sedootests had begun with Duhalde, but
the subject of complaints was the application ofTv&nd income taxes on the sector.
When withholdings on exports grew, they becamefdloas of discomfort, and a new
increase of rates established by Cristina Ferndma@aministration was blocked by a
union’s mobilization that was not only a catalyfer political opposition but it also
affected cohesion within the government at the etree and parliamentary levels.

Gréfico 2. Argentina
Se indican los cambios de gobierno en el periodo an  alizado
10

94 B T L

T Ny

17 N T

5 ‘V‘/ N /

41 N =\
5]

1 g
_—A\\\\\\V///’,/~\§__\\// . ,

L B L s s s s B S B S B B S s B B S e —
80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07

Recaudaciéon como % del PBI

— - Consumo ——Renta Aranceles+retenciones - - - Bancario

6. Income tax in Uruguay*®

'8 Rates taken from Grau et al. (2004) Collectigjufies base don Grau et al., www.dgi.gub.uy and
www.mef.gub.uy.



Uruguay tried to apply the personal income taxrdaticed by theblanco
government in 1960; Garcia Repetto, 2006) whicHdcbe eliminated by dictatorship
in 1974 for both reasons; the same year as Pinaahneés out his first restructure of the
tax system in Chile, maintaining the income taxa &gy feature of the model.

Since then, taxes on businesses were the only @rimcome tax, even if
dictatorship itself introduced in 1982 an incomelérm of personal income tax: the
IRP (“tax on personal retributions”) which was apglonly to salaries and pensions,
and in the 80s maintained a low tax level (rate¢ ahd 2%, not marginal but applied
on total income). Moreover, VAT was increased salv@émes in that decade which
placed it in 20% (1984) and then 21% (1987).

During the periods of coalition governmentsRdrtido Coloradoand Partido
Nacional in the 90s there was a greater tax collectionutnoincreases on VAT
(established following the electoral cycle, in thist year of government of Lacalle and
Sanguinetti) and on income taxes (made by Lacaltk maintained in Sanguinetti’s
period).

In 1990 Lacalle’s government accompanied a neweas® on VAT to 22%, and
upwards adjustments to IRP. Taxes on businessesseeon 40% for a year, returning
to 30% in 1991, and it was then expanded to puiterprises. IRP rates, of 1% and
2%, increased to 2%, 6% and 8%, though the duratidhose values was the product
of a specific context and after a staggered deertheesy were established in 2%, 4% and
6% since 2003. From that point onwards, and foroainall the decade, those values
remained stable. The beginning of Sanguinetti’'segoment pointed increments of tax
load only by means of VAT (which peaked to 23%) &Baklle’s began without
modifications.

But as the crisis worsened big changes in the yatesn were necessary. At the
beginning, the government concentrated increasewvdans of consumer taxes, which
had been the traditional instrument of previous iatstrations, incorporating COFIS
(Contribution to Financing Social Security) at deraf 3% added to VAT. Besides
increasing consumer taxes, the measure transfepad of income taxes to
consumption, as IRP rate decreased to bands o2@&nd 4% (2001).

However, this intent was ephemeral and in 2002 &esl to collect more obliged
to raise income taxes as an additional instruneettie increase in consumer taxes. The
IRP was adjusted again, having a structure of esghtions above the minimum, with
rates ranging from 4 to 20%. In terms of collectitims generated that income from IRP
(whose level was generally below a half of collecton businesses income) surpassed
taxes on businesses income in 2003.

Owing to the high political sensitivity of this irease in personal taxation, the
government eliminated the increase in 2004, whetreation and the proximity of
elections prompted it, going back to the previooales which was the lowest since
1990.

Thus, the arrival of the left wing to office in ZB@akes place in a fiscal scenario
similar to that of Argentina regarding tax collectigrowth, but very different regarding
its components. Reactivation was followed by andrtgnt increase in the percentage
of economic resources attracted by the state, ass@lt of having maintained the
taxation scheme of the crisis (for a context ofrdesels of activity) during a period of
growth. By preserving that status quo, fiscal puessvent from around 17% of GDP
prior to the crisis, to 20% in 2006 (excluding adnitions to social security).

Like in Argentina, the crisis produced a strengdtkrstate, which attracted
resources in a greater proportion than before. Sumlection levels were possible
because the dynamics of the crisis separated iphases the increase on taxes. During



the crisis, taxation rates increased as it is rsaegs and the government generally
presents reforms as temporary. Those changes dichigve all their potential increase
until the next phase of economic expansion. Theeefduring the reactivation tax

pressure as a percentage of GDP grows fast, thoutgide of the political agenda,

without new reforms. Due to this mechanism theestat Argentina and Uruguay

reached a higher level of tax collection than ituldohave in such a short period, had
not been a crisis. The political system would hénaedly achieved the necessary
majorities to increase fiscal pressure in almosir fpoints of GDP if that had been
established as an explicit goal in a normal econaontext (though it certainly did it in

a way that eluded political discussion, which carveprevented in situations of fiscal
equilibrium, like the Chilean).

Even so, it is important to highlight that suchremse of fiscal pressure has not
motivated the creation of liberal platforms amohg local parties that call for a return
to the tax load levels prior to the crisis. In tb@se of Uruguay, both theartido
Colorado and theNacional claim for a reduction of certain taxes in partaulbut
returning to the tax load level of the 90s is naigested.

On the other hand, the adaptation of the fiscatesyswas carried out in
Argentina and Uruguay through different mechanisKischner’s left inherited a tax
scheme redefined blianza and Duhalde along certain lines with which the
government agreed. Meanwhilerente Ampliohad to take control of a fiscal scenario
where consolidated changes had the opposit direatenforcing consumer taxes and
regressiveness.

Just likeAlianzain 1999,Frente Amplicseeked to strengthen progressiveness on
the basis of a greater role of personal incomestaait when it took office, the
opportunity to make normative changes to increessalf pressure had gone, so the shift
towards lesser regressiveness had to operate ihaege for a reduced load on
consumption. The package of measures was focuséldeoglimination of COFIS and
several other consumption taxes and an increastheofload on personal income
(applying a real personal income tax on an amplectspm of income).
Complementarily, VAT rate was reduced as well tfabusiness income tax. Though
this was compensated by the expansion of VAT basis.

This implies the reform oFrente Amplio had the particularity of having an
exclusively ideological motivation, as it sought r@nforce progressiveness without
increasing the total load. The changes introducmddcnot be justified in terms of
necessity but exclusively in terms of ideals oftiges The reform had, then, a more
explicit political component than any of its nat@bmr regional antecedents and, thus, it
has been particularly exposed to party confrontatio

There is also the fact of the high political samgit of personal income taxation
in a context where societies are not used to it @sd the fact of highlighting its
ideological features, presenting it as a “left wingform and thus not open to
negotiation with the oppositiofl. The bill was passed in parliament with the panty
office’s own majority. This contributed in proteang the impact of the reform and its
progressive bias; different from what happenedh® €hilean Concertacion and the
proposal it negotiated with the opposition in 198@jch derived in a reform with less
progressive emphasis. But it also contributed ittiqpyi it at the core of the opposition’s
discourse.

The fact of not having been negotiated with theeptparties favored the
economic team’s position in internal negotiatioas, some of the elements that

' The expression belongs to Danilo Astori, MinistéEconomy, during the parliamentary interpellation
of 6 July 2007.



generated resistance in thentistabranch were then subject of the oppositions’ &ttac
That is the case of the non taxable income whieh ébonomic team managed to
maintain in a lower amount than the governmentanbh aimed for (Abelando, 2006).
Thus, it is likely that the non taxable income Hween higher had there been an open
negotitation with the other parties and within theente Amplio.After the bill was
passed, the opposition increased its criticismhas point, which increased complaints
within Frente Amplicand even within the government to correct it.

Moreover, the government’s branch also aimed fdereking the regime of
deductions of the personal income tax, to dimintshprogressive emphasis, which
made it necessary to reduce the VAT in one pamsteiad of two.

The bill was passed in December 2006, several nsdatér than foreseen owing
to the long internal negotiation, and it was fapplied in July 2007.

Its implementation generated a strong politicactiea the opposition oriented
towards inconstitutionality of the personal incortex applied on pensions. The
response of the government was to substitute thétaa specific, new one. They also
took the opportunity to reduce tax load on thatt@edollowed by raising the non
taxable income, which in 2008 had turned into @arimal complaint oFrente Amplio.

Gréfico 3: Uruguay
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7. Conclusions

Income taxes have increased since 1990 in all desnstudied and under
governments of different ideologies, though undéeent formats. With right wing
governments this increment followed a liberal matrUnder majority left wing
governments, it did so based on a socialdemocratevelopmentalist matrix, which
were combined with elements of the liberal stratégythe case of Chile (where
governments acted on the basis of agreements lwathight wing opposition).

Together with political factors, fiscal equilibriunas contributed in Chile to the
immobilization of the tax system. On the contragsgater exposure to external shocks
and economic crises of Argentina and Uruguay geéeeran both cases an increase of
state income and in the Argentinean case an hetemeblution of fiscal policy.

The conceptual framework set by developed countigesonly partially
transferable to the regién. For example, the ragid left wing covergence towards a
“normative regime” in economic policy and the &ttielevance of progressiveness of the



fiscal system as a distinctive feature among th€hile evolved towards a normative
regime based on the fact that the redistributivecefof fiscal policy is marginal when
compared to that of public spending. Thus, it wounlast be necessary to face the
government with political confrontation to defendogressiveness through fiscal
mechanisms, if that can be achieved without canfiicmeans of spending. In turn, in
Argentina and Uruguay the fiscal sphere has beercéinter of confrontation between
left and right and this debate has been statedsgigan terms of progressiveness and
redistribution. In Argentina debate has taken pliaca fiscal scheme that was deeply
changed during the crisis. In Uruguay it happenagetd on smaller changes but of
particular political sensitivity.

The cases studied suggest contributions for debatehat formats of reform are
more effective to produce progressive changesdnak scheme. ECLAC has proposed
the “fiscal pact” as a mechanism (and for the iasee of fiscal pressure, when
necessary) defined as an agreement between thengwmmt, the opposition and civil
society (ECLAC, 1998). The Chilean experience ddA%closet o the notion of fiscal
pact) shows that, in special contexts, relevanhgba can be achieved. Furthermore, the
conflict generated by the fiscal strategies ofl#fewing governments of Uruguay and
Argentina exemplifies the political risks of nongo#iated reforms. However, the
Chilean format has evolved towards maintainingdfa¢us quo, while in Argentina and
Uruguay there has been a greater advance in tefrdseat taxes as opposed to the
indirect ones, and, therefore, more progressivegdesoy means of “governmental”
reforms, applied without intraparty negotiatidfidn fact, the reforms generated in the
region to strengthen income taxes, had to redume sbope and moderate their effects
when going through instances of negotiation, evemerwthere was an internal
discussion among the economic staff of the govemrard its own branch. Then, the
most beneficial political scenario to strengtherogpessiveness was provided by
governments with majorities willing to act in thedgnse. The result could be politically
unstable, but the tax scheme has a strong compohéamgrtia, which makes important
changes difficult. Hence, in contexts particulaf@yorable to change, a reform can
condition the design of the system in the long tamd not be substantively reversed,
even after rotation in government. An example o ik the Argentinean conflict of
2008, when rural unions emphasized the fact ttegt thd not question the imposition of
withholdings on exports but the increase of rastaldished in March. It is relevant to
highlight that in a conflict where some actors queed the continuity of the
government, the continuity of subtractions was nepesstioned; despite Argentina is
the only Latin American country to apply them wideln this sense, the Argentinean
tax scheme is more conditioned by Duhalde’s fiserms than by the current political
scene.

® Article received on 20 July 2008 and acceptedpialication on 15 November 2008

0 Bradley et al. (2003) and Iversen and Soskice §p8€ate the same situation for the European contex
arguing that the most distributive governments temtle winning coalitions and that to one extrevhe
inclusion in political choice (for example Switzand) corresponds a high veto probability, which
minimizes redistribution. It is relevant that thergpective prioritizes the rational option overalbgical
factors to the point that it is not applicable lb@ tregion (redistributive conditions would be miomm
winners to be able to charge costs on those exdlérden the coalition, model which clearly does not
respond to the scenery of, for example,fteatistafiscal reform of 2007).
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