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Resumen

Este volumen recoge algunos de los documentos kasi@onencias
presentadas en el XX seminario regional de polfimzal de Cepal,
Naciones Unidas. Coincidio la fecha con la conmamion de los diez
afios de la publicacion del “Pacto Fiscal, fortalezdebilidades y
desafios”. Parecié entonces util orientar la réjlexle los veinte afios del
seminario regional de politica fiscal al presemtdag finanzas publicas en
la region y al futuro del Pacto Fiscal en Amériegina.
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Introduccioén

Este compendio recoge algunos de los documento®ngngias
presentadas en el XX seminario regional de polfiezal de Cepal,
Naciones Unidas. Por razones de espacio, no se madiaar una
publicacién exhaustivaCoincidié la fecha con la conmemoracién de
los diez afios del “Pacto Fiscal, fortalezas, dédiles y desafios”,
documento presentado en el 27 periodo de sesienkEs GEPAL, en
mayo de 1998 en Aruba. Pareci6 entonces util aidatreflexion de
los veinte afios del seminario regional de politiseal en torno al
Pacto Fiscal, definido en el documento como “ekaga sociopolitico
basico que legitima el papel del Estado y el ampitdcance de las
responsabilidades gubernamentales en la esferareammy social”.

Diez afios después los desafios subrayados porctd fiscal
siguen vigentes en América Latina, a pesar de gnanos de vivir un
periodo excepcional de bonanza fiscal. Esta putifioarecoge la
discusién de tres dias en torno a estos desafims,sq relacionan
directamente con las funciones de la politica fisoa materia de
estabilizacion macroecondémica, de asignacion deirgses y de
distribucion de ingresos, por parte de connotadpe@alistas que han
estado presentes en muchas de las veinte edi@ehssminario.

Vito Tanzi discute el papel econdémico del Estado l&
préxima generacion, advirtiendo que no existe @hacion clara entre
la participacion del Estado en la economia y eicindle Desarrollo
Humano, y resaltando la dificultad de los paisesmérica Latina en

! Se puede acceder a la totalidad de los documpreeentados en el sitio web del seminario, aceeailiavés deww.ilpes.cl
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aumentar su nivel de impuestos. Afirma que en padseque el coeficiente de Gini se aproxima a
0.60, la mayor parte de la base tributaria potéseiaitia en los deciles altos de la distribuciéh
ingreso. Este hecho debe ser reconocido por ledbaes de politica.

Juan Carlos Lerda reflexiona en torno a la equitathando la atencién sobre la falta de
precisién del concepto, y remarca que el fuerterést reciente por el tema no debe limitarse al
ambito de lo fiscal, pues la equidad debe ser eisitao “la vara fundamental para medir la calidad
del desarrollo”. Asi, plantea que un pacto fisazge asimilarse a un complejo “contrato” cuyas
clausulas integran consensos respecto de lo guie pudebe hacer el Estado en las areas fiscal,
econdmica y social.

Adrienne Cheasty agradece a la Cepal por su aatjgada en materia fiscal en los Ultimos
afos, y por hacer del seminario regional de palitic foro influyente en el debate de hacedores de
politica y académicos de la region. Enfatiza tamlgjée el tiempo ha demostrado la madurez del
proceso democratico en la region, especialmenwordolidarse la responsabilidad fiscal en la
legislacién de muchos paises. Agrega que en edigcade la institucionalidad fiscal, queda aun
mucho por hacer en los préximos veinte afios.

Mario Marcel plantea que en esta idea de vincutanpromisos de gastos con reformas
impositivas se ha subestimado el peso de los sd#sreorporativos y la influencia de las élites
sobre la toma de decisiones. La desigualdad degiarr también se refleja en la capacidad para
defender ciertos intereses corporativos. Para mtafreesto sefiala que es importante seguir
avanzando en transparencia en materia de finadibdisgs, abriendo espacios a esa voz ciudadana
al momento de pensar los consensos fiscales, mrew la |6gica del pacto fiscal al mismo disefio
de los programas.

José Luis Machinea revisa la desarticulacion delgfiscal durante la crisis de los ochenta,
que dio lugar a tres problemas aun no resueltoso amn la falta de inversion en infraestructura, la
crisis de la universalidad de las politicas pulslige&l desmembramiento del servicio civil. Ademas
de progresar en equidad, para lo cual es necesati@ir la alergia al impuesto a la renta en
América Latina, plantea que es menester avanzaolataridad y en universalidad en la educacion
primaria y secundaria y en la salud, para fomefgacohesion social y otorgar la necesaria
legitimidad a la construccion del pacto fiscal.

Juan Carlos GOmez-Sabaini y Ricardo Martner destqua siguen pendientes las reformas
requeridas para mejorar el nivel de la tributac&iminar los impuestos que alteran la neutralidad
econdmica y reducir la inequidad en la distribudi@la carga entre niveles de ingreso. Analizan
una serie de razones para explicar este hechadrnyaaf que no resulta casual que en los paises
donde las élites son mas fuertes las administrasitrbutarias son mas débiles. Ello genera un
circulo vicioso de desigualdad de ingresos y régdexl tributaria, en lugar de un circulo virtuoso
que posibilite a través del esquema tributariomlaeccion de los grandes desequilibrios de ingreso.

Teresa Ter-Minassian enfatiza que la descentradizaguede promover la generacién de
ingresos adicionales a nivel de gobiernos sub-natés y llevar a un gasto mas eficiente, y por
ello crear mas espacio fiscal. Sin embargo, recgiga un sistema de relaciones fiscales
intergubernamentales mal disefiado, con duplicidaflidciones, que desincentiva la movilizacién
de recursos propios, con gobiernos sub-nacionadesun débil manejo de las restricciones
presupuestarias y con amplio acceso al endeudamigniede aumentar la inestabilidad
macroecondmica y eliminar estas ganancias potescidlsi, establece que las condiciones para
que los procesos de descentralizacion generen gjasate bienestar son muy demandantes.

Anwar Shah muestra por su parte que la descemitaiz no es sindnimo de indisciplina
fiscal. Afirma que en federaciones maduras, ladioacion de la politica fiscal es ejercida por el

10
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ejecutivo y el legislativo y con reglas fiscalesnfiales e informales. La transparencia del proceso
presupuestario, la responsabilidad ante el elettogala disponibilidad de datos comparativos

fomentan la disciplina fiscal. Sostiene que lasegigmcias de paises federales indican una
capacidad significativa de aprendizaje y adaptadénos sistemas fiscales para crear incentivos
compatibles con esta transparencia. Ello explicap&iqué, paraddjicamente, los sistemas
descentralizados tienen un mejor desempefio en madpectos de la gestion monetaria y fiscal.

Finalmente, Allen Schick reflexiona sobre el futa® la presupuestacion. Asi, predice que
en los paises en desarrollo, si aumenta el ingdisponible, una proporcién creciente del
presupuesto se destinara a transferencias morsetarisnedida que los beneficios sociales se
extiendan. También plantea que los Gobiernos esalumas intensamente sus programas, pero
que el impacto de estas evaluaciones en la as@mai® recursos seguira siendo limitado.
Finalmente, presagia que el presupuesto seguimdasign proceso incrementalista. La tarea de los
innovadores serd la de hacer del presupuesto wegwanas racional, posiblemente utilizando un
analisis marginal en las decisiones asignativantdicando los cambios que se derivan de gastar
mas o gastar menos.

11
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. The Role of the State and Public
Finance in the Next Generation

Vito Tanzi

1. Introduction

This paper discusses the economic role of the atatesvolved during the
20" century and speculates on how it might evolveuiture decades.
Because of availability of statistical informatitimere will be a greater
focus on advanced countries. The paper will alsiesd developments in
Latin America recognizing the much greater hetatedg among
countries’ per capita incomes and economic devedopsnin that region.
The wide scope of the topic makes the discussiahioévitably broad-
brush and somewhat impressionistic. A discussidtheffuture scope of
public finance must inevitably start with a reviedvpast developments.
The past is always a prologue for the future apcetis always a lot to be
learned from studying it. We shall start with howrent tax systems
developed and then move to the spending side ajaternment role. In
the last section we shall recognize that the rblbestate can be played
also with tools other than public spending anddaxe

Modern tax systems developed largely in the pehetiveen
1930 and 1960 a period characterized by: (a) magstrictions on
trade erected during the Great Depression and glviorld War 1I;
(b) limited movements of portfolio capital;, (c)tlé cross-country
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investment, except for direct investments in ndtueaources; (d) little international mobility of
people, except for emigrants after World War Twagl &e) almost no cross-country shopping by
individuals. In Latin America this was the periodhém import substitution policies, at the time
strongly promoted by CEPAL and by Raul Prebischcab®e popular. During these decades,
governments had not yet been expected to assunmwrdhd social and economic responsibilities
that they would assume in later decades althoughwere already being pushed, by the prevailing
intellectual winds, in that direction. Tax burdesmere generally under 30 percent of the industrial
countries’ gross domestic products (GDP) until acb@960, and well under 20 percent of GDP in
developing and Latin American countries.

Between 1930 and 1960 two important “technologidéatiovations were introduced in the
tax area. These were: (a) “global and progressivedme taxes and (b) the introduction of the
value added tax (VAT). These two developments, ttegewith social security taxes on the
growing shares of wages and salaries in natior@nie in industrial countries that characterized
those decades, would account for most of the ffigheir tax levels which, by the 1990s, in many
OECD countries, would exceed 40 percent of GDP saanmgass 50 percent in a few countries. In
Latin American countries however, will the exceptiof Brazil, Argentina, Uruguay and some
other countries the tax levels remain today belwe&rcent of GDP.

In an influential book, published in 1938, HenrynBins, then a professor at the University
of Chicago, made a strong case for taxing all ssiaf income of individuals as a whole rather
than as separate parts (the so-called global incamafor taxing this total with highly progressive
rates. This was a radical departure from past jgegt Some German economists, such as Georg
Schanz, had made similar recommendations. See Bhesgi998. It was argued that this approach
would better satisfy revenue and equity objectigesa time when the income distribution was
becoming a growing concern while the disincentiffeats of high marginal tax rates were still
dismissed as unimportant. Having been proposedngluthe Great Depression, (soon after
Roosevelt's New Deal) and just before World Wathk global personal income tax with highly
progressive rates became very popular in the UrStates and helped finance the Second World
War. It soon came to be seen as the “fairest”ltaemained popular until the 1970s.

Given the American influence in the world after Wdowar Two, the global income tax was
quickly exported to other countries. After the ward for a couple of decades, American tax
consultants promoted this tax in both developed @exkloping countries. In the 1960s in Latin
America this tax was pushed by the so-called “Jdast Program,” a program created during the
Kennedy years by the OAS, the IDB and the U.N. Hamwgein Latin America the results were less
productive in terms of revenue generation tharewvetbped countries.

The other “technological innovation”, the value addax, originated in France. It quickly
replaced the turnover (cascade) taxes on transactltat had been common in most European
countries, including in the six members of the Goad Steel Trade Community that would in time
blossom into the European Union. The VAT was weledrby the members of that Community
because it allowed the zero-rating of exports dmal itnposition of imports, thus eliminating
discord between trading partners while still legvimuntries with the freedom to impose whatever
rates they wished. The countries were free to impbe VAT rate that they liked or needed,
presumably without interfering with internationahde flows. This feature made the value added
tax a useful instrument for countries belongingustoms unions. The value added tax has proven
itself to be a major revenue source for most caesitiatin America was quick to adopt this tax in
Brazil, Uruguay and some other countries. It quicfread to other countries.

In industrial countries, the two developments nargd above, together with social security
taxes on labor income, imposed to finance publitsfmns, made it possible for the tax systems of

14
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many countries to finance the large demands folipubvenue that the growing functions of
government, especially in the so-called welfardestawere creating. See Tanzi and Schuknecht
(2000). However, Latin American countries were mlegds successful, until more recent years, in
raising substantial levels of taxation that wouldwa their governments to play larger roles in the
economy through public spending. The consequenaag two: first, the use of bad taxes to
attempt to raise more revenue; second, to relyess Ekfficient tools, than public spending, to
pursue social goals. This issue is discussed isdheluding section.

2. Globalization and Taxes

In recent decades, and especially since the 198psrtant developments have been changing the
economic landscape that had characterized ead@deds. These developments have potentially great
implications for tax systems but also for experrditpolicies. The most important among them are:

a) The opening of economies and the extraordinary tjroef international trade. Import
substitution theories and policies are no longshifanable. The world economy has become
much more integrated than it had been in the [Bah developed and developing countries
have contributed to this growth. For Latin Amerib&s trend toward globalization represents
a truly fundamental change from the policies of amsubstitution of the 1950s and 1960s.

b) The phenomenal increase in cross-border capitalements. This increase has been
promoted by the removal of obstacles to capital ititpbThis removal has been facilitated
by new policies and by technological innovationat thave made communication cheap and
rapid. There has been an extraordinary growth énaimount of financial capital that now
crosses frontiers on a daily basis. This capitarices direct investment, feeds portfolio
investments, covers current accounts imbalances peosvides needed foreign currency to
international travelers. It has thus relaxed theedation that existed in the past between a
country’s saving rate and its investment rate,raetation stressed by Feldstein and Horioka.
The great flow of capital has also made it easiergbvernments to finance larger fiscal
deficits because they no longer must rely on doimeavings.

c¢) The importance of multinational corporations hasagr enormously both in the financing of
direct investment (for both the production of ougpfrom natural resources and for the
production of manufactured goods) and, especiallygromoting trade among related parts
of the same enterprises located in different céesitrTime is long past when most
enterprises produced and sold their output in #reescountry or even in the same city or
region where they were located. Trade among reladed of enterprises, located in different
countries, has become a large and growing shatetalf world trade. It now accounts for
more than half of total world trade.

d) These international activities, accompanied by gngwper capita incomes, sharply falling
costs of transportation for both goods and peopiereased informational flows that
instantly inform individuals about changing relatiprices and opportunities created by
them, and more liberal policy, have also led tdagh imobility of individuals, either in their
role as economic agents or simply as tourists amdumers. A large and increasing number
of individuals in both industrial and developingemerging markets now earn all or parts of
their incomes outside the countries where they Wwera and where they may still have their
official residence. At the same time a large aravgng number of individuals spend part of
their income outside the countries where they wElig live. In conclusion, markets have
become more global.

15
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The implications of these developments for the tdesi tax systems and the economic role
of the states are still not fully understood byipohakers or economists. The clear and limited role
of the state that was identified a hundred yeaoslgoclassical economists is giving rise to a much
more complex and much less well-defined role. lasirg evidence suggests that the developments
described above are also creating growing diffiealfor the tax administrators of many countries
and opportunities for a few of them. As a consegagthey are raising questions about the optimal
role of the state in the current and especiallyrieiand more globalized economies. We shall first
deal with the tax implications and then with thelizations for the optimal role of the state.

Because of the developments described above, drgsupotentialtax base is now no longer
strictly limited, as it was in the past, by thatuntry’s territory, but, to some extent, it has been
extended to include parts of the rest of the wdrltke reason is that a country can now try to dttrac
and tax fully or partly (a) foreign financial capital, (b) foreign direaivestment; (c) foreign
consumers; (d) foreign workers; and (e) foreigriviialdials with high incomes, including pensioners.
These possibilities did not exist in the past drltare fueling “tax competition” among countries
because, at least in theory, each country canottake advantage of these new possibilities. Tax
competition implies that, to some extent, a cousittgx burden can be exported least in part.
Especially a small country may now be able to “rdiek tax bases of other countries in ways that
were not possible in the past. Like the ocean &edatmosphere, the “world tax base”, is thus
becoming a kind of “commons”, a common resourcéeuit clearly established property rights, that,
to some extent, all countries can try to exploitheir advantage and to the potential detriment of
other countries. The Latin American countries areimmune from this problem.

Tax competition is in part related to the impor&md taxation for location and location for
taxation. By lowering the burden of taxes on sommasiive activities, tax competition aims at
making certain locations (say Ireland or LuxemboorgCosta Rica) more attractive to some
investors and for particular activities than otlomations. This issue is particularly important whe
it comes to tax incentives used specifically toaatt capital to a specific country and away from
competing countries. The attraction of a locatiepehds on several elements such as: (a) statutory
tax rates on the income of enterprises; (b) taxtim@ (administrative and compliance costs); (c)
predictability of the tax system, or “tax certaihtyver time in both rates and administrative
requirements; (d) legal transparency, that is tglaxfi the tax laws; (e) use of tax revenue, thahés
services that the residents or the enterpriggsfrom the government in exchange for the taxes
paid; (f) fiscal deficits and public debt, becatisese may predict future tax increases; and, more
generally, (g) the economic or investment climateh@ country which is much influenced by
regulations, corruption, crime, rule of law and ikimfactors.

When people face high tax rates, or an unfrienaklydiimate in today’s environment, they
may: (a) “vote with their feet”, thus moving torgehdlier fiscal environment, as long as the csteri
paribus condition holds; (b) “vote with their patib”, by sending their financial assets abroad, to
safer and lower taxes jurisdictions; (c) remairthi@ country, but exploit more fully tax avoidance
opportunities; and (d) engage in, or increase, iexptax evasion. Globalization and tax
competition are making it easier for individualglamnterprises to exploit these options. They have
raised the elasticity of tax bases with respetaxarates. These actions affect the role that tidte s
is expected to play or is able to play.

Is tax competition a positive or a negative glodalvelopment? On this question views
diverge sharply. Some, and especially theoreticahemists and economists with a public choice
bent, tend to see it as a clearly beneficial pheamam. Ministers of finance, directors of taxation
and policy-oriented economists tend to see it ragra problem.
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The main arguments in favor of tax competition e following: (a) It forces countries to
lower their high tax rates, especially on mobibe bases, such as financial capital and highlyeskill
workers. (b) By reducing total tax revenue, tax petition forces governments to reduce inefficient
public spending. This “starve the beast” theory wasmoted by Milton Friedman and became
popular during the Reagan Administration in the USAhe 1980s. (c) It presumably allocates world
savings toward more productive investments. (daBse of lower tax revenue, it forces policymakers
to make the economic role of the state more focasedmore efficient. (e) It leads to a tax strugtur
more dependent on immobile tax bases lowering titave costs of taxation.

Against these arguments there are others thatdixndompetition damaging. The main ones
are the following: (a) Because public spendingfierg politically or legally, inflexible downward,
tax competition may lead to higher fiscal deficissd public debts, and eventually to
macroeconomic instability. (b) When governmentsfareed to cut public spending because of tax
competition, they will not cut inefficient publicpending which may have strong political
constituencies that protect it, but, rather, capgpending or spending for operation and
maintenance. (c) Tax competition may lead to whatcalled “tax degradation”. That is,
governments may try to maintain public revenue hyoducing bad taxes to replace lost tax
revenues. (d) The shift of the tax burden from neofactors (financial capital and highly skilled
individuals) to immobile factors (largely labor omoe) makes the tax system less fair. (e) The
increased taxes on labor income stimulate the drafithe underground economy and tax evasion
and promote informal activities. (f) Tax competitioqland reactions to it) can make tax
administration and tax compliance more costly aifiicdlt. Growing tax complexity is a frequent
consequence of tax competition because tax admadtoss try to fight tax competition by
introducing more complex rules. For these reasarssystems are becoming progressively more
complex. See Tanzi, 2006.

It is difficult to assess the quantitative impattgtobalization on tax revenue. This has led
some observers to dismiss its impact. However ectisservation can help identify some impact
and can point to growing future difficulties forghi tax countries: (a) In the OECD countries taken
as a group, the ratio of taxes to GDP stopped grwi the 1990s, even though large fiscal deficits
in many of them would have called for higher taxerue. In an increasing number of OECD
countries, the average tax ratio has fallen indheent decade. In contrast, in Latin American
countries recent years have brought about highereteenue, facilitated by the favorable cycle, in
several important countries. (b) The rates of buotrginal personal income taxes and corporate
income taxes have been reduced substantially irt gmsitries in the past two decades, in part
because of tax competition. However, because okseidening of the tax bases, and because of
the increasing share of enterprise income in natimrome in several countries, corporate income
taxes have not fallen as shares of GDPs. (c) Ttes raf excise taxes on luxury products were
sharply reduced in most countries in the past tecades leading to substantial falls in revenue
from these taxes. This fall has been made up bye@ses in value added taxes and, in several
countries, in taxes on petroleum and tobacco. €daations in the taxes on luxury products are in
part the consequence of increased foreign travedkyayers and the possibilities that it offers for
shopping in places where excise taxes on expemsidecasy to carry items are lowest. Internet
shopping has also contributed to this result. (#he T'global income tax”, has been losing
popularity. The_dual income tax@stroduced by the Scandinavian countries and ligesother
countries, including Uruguay, are an example ofltsing attraction of global income taxes. The
dual income tax is a de facto return to the schadapproach to income taxation that had prevailed
in the past. (e) There is a growing interest in-ffide taxes and in “consumption-based taxes”.
However, few countries have so far moved towardrtreduction of these taxes.
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In some papers written over the past decade, udgésrl the rise of what | called “fiscal
termites”. These “termites” result from the intenplof globalization, tax competition and new
technologies. As their biological counterparts an for wood buildings, fiscal termites can
weaken the foundations of tax systems making itj@ssively more difficult for countries to raise
high levels of taxation and to maintain the taxicture that they would prefer. | will list some of
these termites without providing much elaboratieor. more elaboration see Tanzi (2001).

The first of these termites is Electronic Commei€kectronic commerce has been growing
at a very fast rate, both within countries and ssmountries, for consumer goods and services and
for trade in inputs of intermediate and capital dmolts growth has been accompanied and
facilitated by the growing shift, in the countrigg'oss domestic products, from physical to digital
products, including intangible capital. This kindbemmmerce leaves fewer traces than the previous
invoice-based commerce that, for example, couldnbpected by customs officials and is much
more difficult to tax. Electronic commerce is ciagtgreat difficulties for tax administrators and
legislators who at times seem to be at a loss an thodeal with it. Revenue from value added
taxes is clearly affected.

A second termite is_Electronic Monefcredit cards, other forms). Real money is
progressively being replaced by electronic monelgemded in chips of electronic cards. A “purse”
software may be purchased through deposits ingoreanks or from secret bank accounts making
it more difficult to trace and tax various transaics. The use of electronic money may also reduce
the revenue from “seigniorage” that countries getnfthe emission of paper money.

A third important termite originates in transacgahat take place between different parts of
the same multinational enterprises (i.e., intrajgany transactiondocated in different countries.
Because these transactions are internal to a ratitimal company, they require the use of “transfer
prices” that is of prices at which one part of #@erprise, located in a given country, “buys”
products or services form other parts of the saompany located in other countries which have
different tax systems and tax rates on the incoofethe companies. Being inputs for final
products, the products or services bought andrealginot be traded in the open market. Therefore,
there may not exist market or “arm’s length” pri¢kat can be used as references. Problems arise
especially (a) with inputs that are made specifjcfr a final product (say a particular jet plane)
(b) with use of copyrights, trademarks and patémtsvhich a value must be determined; (c) with
the allocation of headquarters R & D or other fixedts; (d) with interest on loans made from one
part to another part of a multinational corporatfon which a determination of a market rate is
difficult. The determination of these costs or o€ tprices of the goods and services traded within
the enterprises is often difficulty and arbitratylends itself to manipulations by enterprises edm
at showing more profits in countries where nomita rates on enterprise profits are low (say
Ireland), and less profit in countries where theesaare high (say Germany). The strategic use of
“transfer prices” by enterprises can significantBduce the total taxes paid by multinational
enterprises creating major problems for tax adriisisrs.

Another termite is the existence and continueddrgpdwth of offshore financial centers and so-
called tax havend otal deposits in these tax havens have beanatsti to be huge by both the IMF and
the U.N. The distinguishing characteristics of ¢htx havens are: (a) low tax rates, to attraetidar
financial capital; (b) rules that make it difficidt impossible to identify the owners of the defsosi
located in these countries; (no name accountsjripskcrecy, etc); and (c) lack of regulatory p@wer
or information on these deposits, on the part efabuntries where the owners of the deposits reside
These tax havens make it possible for individuats enterprises from the countries where the capital
originates to receive incomes that are difficuttrfational authorities to tax.
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Another important termite consists of new, exotid @omplex financial instrumentsat have
been continually entering the financial marketécent years. The day is long past when a normal
citizen could understand, and easily choose frbm financial instruments in which he/she invested
savings. New financial instruments are designedxtgemely clever and highly paid individuals and
at times are specifically designed to avoid (if aeade) paying taxes. In the United States this has
allowed some billionaires to pay tax rates on thr@iomes that are much lower than the rates paid by
their drivers. As a consequence, it is becomingendifficult for the employees of tax administration
(who have normal trainings and modest salariek@ép up with these developments.

The developments described above and others ndtaned will have a progressively larger
impact on (a) tax revenue, (b) tax structures, @ydhe use of particular tax bases. This impact
will naturally be larger for some countries andslsggnificant for other countries. Because the role
of the state, played through public spending, a¥er longer run, depends on the countries’
capacity to raise taxes and particular types aégathat role will also be affected.

All countries will be affected by the existencetbése fiscal termites, however, we might
speculate that high tax countries, such as varfwepean countries and a few Latin American
countries, such as Brazil, Argentina, and Uruguayld be affected more. Transfer prices are a
clear concern for all countries and so are eleaddroommerce and the possibility that more and
more investments in Latin America may be finandedugh loans originating from tax havens and
not through equity capital.

Latin American countries suffer from another probighe share of national income that
goes to wages and salaries is much smaller themlistrial countries. This means that, to generate
high revenue, either very high tax rates must bposed on wages and salaries; or non wage
incomes must be subject to reasonable taxes. Tdidepn with the latter is that incomes that are
not wages and salaries derived from large entepiis from the public sector are difficult to tax
because (a) some of these incomes derive frormtbemal sector or from self employment, and
(b) some are returns to capital (interest, divider@pital gains, rents, some forms of profits} tha
may be difficult to ascertain and that are oftgyhty taxed for fear that the capital that geneyate
these income might fly out of the country. This lcasated the unusual situation whereby the top
income deciles, that receive an overwhelming sbageersonal income, because of the high Ginis
that prevail in Latin America, pay little taxes thputting a strong downward bias to total tax
revenue. The move toward flat rate taxes wouldhadp with this problem. According to various
sources, the (non weighted) level of taxation inir.agAmerica has hardly changed in recent
decades and has remained below 20 percent of G&PL&a, 2007.

3. The Role of Public Spending

The last half century has witnessed major developsnia the role that governments have played
through public spending in both industrial and depig countries, including the countries of

Latin America. This section describes some of thémeelopments. A later section attempts to
pierce the veil of the role that governments mighy in the future.

The tax levels of many industrial countries areseltoday to their historical high and sharply
higher than they were a century ago. In 1870, apyaf 18 currently advanced countries for which
data are available had public spending and taXdenfeonly about 13 percent of GDP. The United
States had even lower levels. See Tanzi and Scbluk(2000). These statistics are much lower than
even the low levels that have prevailed in Latinekica in recent decades. As a consequence public
spending at that time was limited and largely fecu®n “core” or essential functions such as:
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defense, protection of individuals and propertynedstration, justice, and large public works. Tdes
were broadly the functions described by Adam Simithi776 in his bookThe Wealth of Nations.

Because of wars, tax rates in Latin America weghdii than in Europe at that time.

In the 20" century public attitudes vis-a-vis the economile rof the state started changing.
Governments and especially democratic governmeitts umiversal suffrage were pressured by
their citizens to widen their economic role to um#® some social and/or redistributive functions.
The pressures led to the phenomenal expansionbdbtmpending that took place especially in the
second half of the 2Dcentury. Public spending started to grow duringr/aVar One but its
growth was slow until about 1960. The great acegi@n came in the period between 1960 and
1990 when many countries, and especially most Emmopcountries, created public programs
aimed at the economic protection of individualsffr the cradle to the grave”. These programs
included public pensions, public health, free pubfichools, subsidies to large families,
unemployment compensation, support for disablesliphousing, and so on. As a consequence of
these programs, in several European countries@apinding approached or exceeded 50 percent
of GDP toward the end of the 2@entury.

The countries of Latin America were not able teeatiheir public spending to the European
level because of their inability to raise their taxels. Those most exposed to European influences,
such as Argentina and Uruguay, and later Brazddtto raise their public spending and the taxes
needed to finance it. However, these countriesddib raise enough taxes to avoid macroeconomic
difficulties even through the level of public spamgidid not reach European levelBrazil was a
latecomer because until the 1970 it had a low tak spending level. However, in later years,
especially promoted by spending for pensions, pubfiending (and taxes) grew dramatically
approaching in recent years European levels.

Not being able to raise significantly their taxéés; but being pressured to play larger roles
in the economy, the Latin American countries madgr@aving use of tools other than public
spendingo achieve similar objectives. We shall get baxcthis issue in a later section.

There is some debate on whether the large incrmagmiblic spending that occurred in
industrial countries, and especially in Europeanntes, (as distinguished from the growth in per
capita income over the period) contributed to augenimprovement in the welfare of the majority of
citizens. Or whether the citizens would have bestteb off with a lower growth in that spending that
would have left them with more money in their pdekébecause of lower taxes) but with less
governmental services. The increase in public spgndften went towards paying for the social
services mentioned above. Because public sectervenition often displaces existing charitable or
non profit institutions, or private mutual assis@norganizations, it does not necessarily, or
automatically, add, on a net badis the informal arrangements for social protectitat citizens had
been receiving, or could have received, throughapei programmes. In some countries there had been
extensive social networks that informally providdghificant social protection to those in real reed

It can be assumed realistically that the welfareitzens is linked to the values of certain
socio-economic indicators —such as life expectaimignt mortality, educational achievements,
literacy rates, growth in per capita incomes, iidla and others— that governments want to
influence through their public spending policiegeSTanzi and Schuknecht (1997 and 2000).
Evidence collected by Ludger Schuknecht and | hasva that there has been little relationships, if
any, in recent decadés advanced countries, between chanigethe countries’ shares of public
spending in GDP and_changé¢i® the desired direction) of these socio-econommidicators.
Countries that allowed their public spending tovgrsignificantly more than other countries (the

2 For the Argentina experience, in its attemptraate a European style welfare state, see Tar@¥,.20
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“large government” countries) did not show, on ager, better quantitative results for these
indicators than countries that kept their governtmemaller and leaner.

The conclusion reached by Tanzi and Schuknecht0)2@0 strongly supported by the
estimations of the “Human Development Index” (Hpiepared by the UNDP The last year for
which these HDI, have been prepared is 2005.

TABLE I.1

PUBLIC SPENDING AND INDICES OF HUMAN
DEVELOPMENT IN INDUSTRIAL COUNTRIES IN 2005

Public Spending HDI
Country Pe(r)c;ecgllt:?ges Rank Rank

Sweden 56.6 1 5
France 54.0 2 9
Denmark 52.8 3 13
Finland 50.4 4 10
Austria 49.9 5 14
Belgium 48.8 6 16
Italy 48.3 7 18
Germany 46.9 8 19
Netherlands 45.5 9 8
United Kingdom 44.7 10 15
Norway 42.3 11 1
Canada 39.3 12 3
New Zealand 38.3 13 17
Japan 38.2 14 7
Spain 38.2 15 12
USA 36.6 16 11
Switzerland 35.8 17 6
Australia 34.6 18 2
Ireland 34.4 19 4

Sources: Public Spending, from OECD Economic Outlook, June No. 81,
Volume 2007, Issue 1. Indexes of Human Development (HDI), from Human
Development Report, 2007/2008, UNDP.

These HDIs can be mapped against the share ofcpgiinding into GDP for the same year.
If more public spending promotes higher levels lofirhan development”, the countries that have
higher spending levels should have higher levelsumhan development. Table I.1 provides, for 19
advanced countries, the shares of public spendif@DP and the ranking of these countries in the
HDI for 2005. Chart 1 provides a visual represeéatadf the relationship.

The remarkable result is the absolute lack of dtipesrelation between public spending
levels and HDI rankings. High spending countriesndb have better ranks. For example the four
countries with the highest HDI ranks —Norway, Aalf, Canada, and Ireland— have average
spending levels of 37.6 percent of GDP while thé foountries with the highest spending levels —
Sweden, France, Denmark, and Finland— have ange/elial score of more than 9. Their average
spending is 53.5 percent of GDP. The ten counthiat spend between 44.7 and 56.6 percent of

Quoting from the Human development Report 200082(. 225, “The...HDI is a composite index that nueas the average
achievements in a country in three basic dimensairifsuman development; a long and healthy life;eascto knowledge; and a
decent standard of living. These basic dimensiagasnzeasured by life expectancy at birth, adultrdity and combined gross
enrolment in primary, secondary and tertiary les@lication, and gross domestic product (GDP) peitecap Purchasing Power
Parity U.S dollars”.
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GDP have an average rank of 12.7 while those thend between 34.4 and 42.3 percent of GDP
have an average rank of 7. Thus, at least forgtasip of highly developed countries, with per
capita incomes and development levels not too rdiffe there is, at best, no positive relation
between public spending and welfare, as measurethdHDI. At worst there seems to be a
negative relatioch After some level of public spending is reachdwttfor advanced countries
seems to be around 40 percent, more public spemidieg not seem to improve welfare, at least as
measured by HDI.

CHART 1.1
PUBLIC SPENDING $ HDI
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Source: Author’s calculations.

Before leaving this group of countries it may berthvhile to mention that several of the best
performers, that had had very high levels of pubpending in the 1990s, had sharply reduced
public spending without apparently suffering anyiages consequenceSee Table 1.2.

TABLE |.2
SPENDING LEVELS IN SELECTED COUNTRIES
(Percentages of GDP)

Country HID Public Spending Difference
Rank 1992 2007
Norway 1 55.7 41.0 -14.7
Australia 2 38.6 34.0 - 4.6
Canada 3 53.3 39.1 -14.2
Ireland 4 45.1 34.4 -10.7
Sweden 5 71.1 54.1 -16.7

Sources: Public Spending, from OECD Economic Outlook, June No. 81, Volume
2007, Issue 1. Indexes of Human Development (HDI), from Human Development
Report, 2007/2008, UNDP.

There is actually a correlation of 0.33 betwerghér spending levels and (poorer) HDI scores.tBedine in the Chart.
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The data in Tables I.1 and 1.2 seem to supportrelasion that public spending of, say,
around 35 percent of GDP should be sufficient far government of a country to satisfy all the
objectives that are realistically expected to beieaed by spending action of a public sector in a
market economy. If public spending is efficient amell focused, an even lower spending
percentage might be possible. Unfortunately in meaowyntries public spending is neither efficient
nor well focused. The result is that mgneblic spending provides no guarantee that sowédare
and the well being of the masses will be improved.

When we leave the advanced countries of Table hd move to the Latin American
countries, we are faced by the realization thaLatin America there seems to be an apparent
greater need for public sector intervention, beeafsvidespread poverty, because of very uneven
income distribution, and because of the need taarginstitutional and physical infrastructures
that in many countries remain inadequate. At thmestime we must face the fact that the Latin
American countries’ public sectors are likely toless efficient than those of the countries in €abl
I.1. Furthermore, their capacity to raise reversueiich more limited.

The above dilemma is reflected in the responsasiteey questions by the citizens of Latin
American countries. Quoting from a recent OECD reptnost Latin Americans say that the
quality of basic public services in their countsyniot good. According to Latinobaromesuorveys
of public opinion, 92 percent of Latin Americanspeass the view that their government should
spend more on basic educati@md_75 percent that it should spend more on kse@urity” Italic
added. (OECD, 2007, p. 37). The OECD Latin Amerieaonomic Outlook 2008lso reports that
a small proportion of the population (15 percen2@®3 and 21 percent in 2005) trusts that taxes
are well spent and believes that fiscal policy iatih America has done little to improve the
distribution of incomé&. Thus, we are faced with the classic situation ofistomer in a restaurant
who complains about small portion and bad food. tMadin Americans want the government to
spend more on health, education and social seduttynost believe that the spending will do little
to improve things. Because more spending requireee naxes or more public debt, it seems
questionable whether more tax money should be spgmrbductively.

In the Human development Index the rating of thén_American countries also seems to
bear little relation to the level of public spenglinrable 1.3gives the relative positions in the
Index of various Latin American countries. For thesuntries a complicating factor is the
large divergence in per capita incomes and econod@celopment that inevitably
influences the ranking, because richer countried te have higher HDI scores regardless
of the action of their governments. Still the piositof Brazil is striking because of its low
HDI rank and the very high spending levels. We rigd that a focused social spending
can generate a ranking much higher than expecbed & country’s per capita income, as
indicated by Cuba’s ranking.

> The percentages of those who thought that taseesvell spent ranged from a low of 10 percent iruRe a high of 37-38 percent in
Chile and Venezuela.
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TABLE I.3

RANKINGS IN THE HUMAN DEVELOPMENT INDEX FOR VARIOUS
LATIN AMERICAN COUNTRIES, 2005

Country Rank Country Rank
Barbados 31 St. Lucia 72
Argentina 38 Bol. Rep. of Venezuela 74
Chile 40 Colombia 75
Uruguay 46 Dominican Republic 79
Costa Rica 48 Belize 80
Bahamas 49 Grenada 82
Cuba 51 Suriname 85
Mexico 52 Pera 87
Trinidad & Tobago 59 Ecuador 89
Panama 62 Paraguay 95
Brazil 70 Bolivia 117
Dominica 71

Source: UNDP: Human Development Report.

The higher taxes needed to finance high public dipgrreduce the disposable income of the
taxpayers that pay them, thus restricting theimeadic freedom and their ability to buy from the
market what they wish. Most likely, over the longy high tax levels may also have a negative
impact on the efficiency of an economy and on eodnogrowth especially if the taxes are
collected inefficiently and the money spent is usegdroductively.

An obvious question for higher spending countigesvhether the level of public spending
(and consequently, of taxation) should be redu€ehis could be done without reducing public
welfare and without hurting the poorer populatidiat is to say, if public welfare is not reduced,
on any objective criterion, by reduced public spegdthen public spending and tax revenue could
be cut. This would allow most individuals to havscdetion over a larger share of their pre-tax
incomes giving them more access to privately predidoods. In other words the citizens would
decide how to spend this money, not the govern?ne)ftcourse this argument is not relevant in
countries where tax levels and public spending@dow to even provide the minimum resources
needed for essential public goods. While publimgp®y can be too high, it can also be too low.

The theoretical reasons advanced by economistsstdyj the spending role of the state in
the economy, including especially the need to hiedptruly poor, could be satisfied with smaller
shares of public spending in GDP than is now foumdhany countries if governments could be
more efficient and focused in the use of their taxenué. Much current public spending
“benefits” the middle and higher classes. At themasdime much of the tax “burden” is also likely
to fall on the same classes. Putting it differenthe government taxes these classes with one hand
and subsidizes them with the other, playing thesitarole of an intermediary. This intermediation
on the part of the government inevitably creatatndentives and inefficiencies both on the side of
taxation as well as on the side of spending.

Before going on with our discussion, let us consgieme statistics related to social spending
in several Latin American countries. The spendma@llocated among the five quintiles. See also
OECD (2007, p. 40). Table 1.4 refers to educatibable 1.5 refers to health. Table 1.6 refers to
social security. The tables tell us what we alrelatlgw but they do it in a striking fashion. The

We reject here the view that private citizensrareable to make good decisions with the moneyttiey control.
The truth is that the amount of money spent ontithly poor (say the bottom 20 percent of the ineadistribution) is in most
countries a small proportion of the total.

7
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main lesson from Table 1.4 is that while spendiagdrimary education helps almost everyone, and
it seems even to help the poorest 20 percent opdipellation more than the richest percentiles,
who may send their children to private schoolswasmove toward secondary and especially
tertiary education the spending share moves uprtbtta richest quintiles. It is the richer quirgile
that benefit the most from this spending. This sseémcharacterize all countries for which there
are data and is most pronounced for tertiary edutatn Guatemala a full 82 percent of the
spending for the tertiary education goes to thequiptile. In Brazil, the percentage is 76 percent.
In Paraguay it is 56 percent. It is difficult tosjify a spending role of the state that subsidibes
top 20 percent of the population. It is also diffictco make a case that the government is more
efficient than the private sector in providing hégleducation.

Spending for health seems to be more evenly digigibcreating a stronger case for public
spending also because of the greater difficultytiier private sector to provide an efficient market
for health that would be affordable on the parthaf poor. Of course this highlights the need for
efficiency in this spending.

Before discussing social spending for social ségutimay be useful to add the observation
that the data on Tables I.4 and |.5 allocate spenainong quintiles and not benefifBhere has
been a habit among economists of identifying spendiith benefits. However we should realize
that the two are different concepts and may divesigaificantly. The spending is often received
not by the citizens who use the services, but logdhwho deliver them such as schoolteachers,
school administrators, doctors, or nurses. Thefiisrege assumed to be received by those who use
the services, such as school children, patients,sanon. In many cases the providers of services
come from higher income quintiles than the benafies of the services. In some cases the
spending may not become a “benefit” for the recipieespecially wheninefficiency,
incompetence or corruption is present. Therefoeeatlocation byspendingnay exaggerate
the distribution_of the benefit® the poorer groups. In some situations those adiwver
the services may appropriate, in the form of higlarges, most of the benefits. See Tanzi,
1974. This, of course, does not occur with casletisnsuch as pensions.
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TABLE 1.4

SELECTED LATIN AMERICAN COUNTRIES DISTRIBUTION OF S OCIAL
SPENDING BY INCOME QUINTILES: EDUCATION (CIRCA 2000 )

Country First Second Third Fourth Fifth
Argentina (1998) 21 20 21 20 18
Bolivia (2002) 17 17 21 22 23

Primary 25 25 23 18 10
Secondary 15 18 24 24 19
Tertiary 3 5 17 30 45
Brazil (1997) 17 18 18 19 27
Primary 26 27 23 17 8
Secondary 7 12 28 33 19
Tertiary 0 1 3 22 76
Chile (2003) 35 27 19 13 6
Colombia (2003) 24 23 20 19 14
Primary 37 28 19 12 4
Secondary 24 27 23 19 8
Tertiary 3 8 17 31 42
Costa Rica (2000) 21 20 19 21 19
Primary 32 25 19 15 10
Secondary 18 21 22 22 17
Tertiary 3 8 14 30 45
Ecuador (1999) 15 20 20 22 23
Primary 35 26 20 13 6
Secondary 15 24 25 22 14
Tertiary 3 13 16 28 40
El Salvador (2002)
Primary 27 25 23 17 8
Secondary 11 20 26 25 18
Guatemala (2000) 17 21 21 21 21
Primary 21 25 23 21 10
Secondary 3 12 23 31 32
Tertiary 0 0 6 11 82
Jamaica (1997)
Primary 31 27 21 15 6
Secondary 10 15 25 30 20
Mexico (2002) 19 20 19 23 19
Primary 30 26 20 16 8
Secondary 14 20 21 26 19
Tertiary 1 7 15 33 44
Nicaragua (1998) 11 14 20 21 35
Paraguay (1998) 21 20 20 20 19
Primary 30 26 21 15 8
Secondary 14 18 25 24 19
Tertiary 2 5 8 29 56
Peru (2000) 16 18 19 21 26
Dominican Republic 25 26 24 16 9
Uruguay 1998) 28 23 19 16 15

Source: Adapted from information collected at the IDB from various officials Sources. See also CEPAL (2006).
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TABLE 1.5
SELECTED LATIN AMERICAN COUNTRIES
DISTRIBUTION OF SOCIAL SPENDING BY INCOME QUINTILES : HEALTH (CIRCA 2000)

Country First Second Third Fourth Fifth
Argentina (1998) 30 23 20 17 10
Bolivia (2002) 11 15 14 25 35
Brazil (1997) 16 20 22 23 19
Chile (2003) 30 23 20 17 9
Colombia (2003) 18 19 19 22 22
Costa Rica (2000) 29 25 20 15 11
Ecuador (1999) 19 23 23 24 11
El Salvador (2002) 26 23 21 18 12
Guatemala (2000) 17 18 23 25 17
Honduras (1998) 22 24 24 17 14
Mexico (2002) 15 18 21 23 22
Nicaragua (1998) 18 23 22 19 18

Source: Adapted from information collected at the IDB from various official. See also CEPAL (2006).

TABLE 1.6
SELECTED LATIN AMERICAN COUNTRIES
DISTRIBUTION OF SOCIAL SPENDING BY INCOME QUINTILES :
SOCIAL SECURITY (CIRCA 2000)

Country First Second Third Fourth Fifth
Argentina (1998) 10 14 20 27 30
Bolivia (2002) 10 13 14 24 39
Brazil (1997) 7 8 15 19 51
Colombia (2003) 0 2 5 13 80
Costa Rica (2000) 12 12 12 18 45
Ecuador (1999) 4 7 21 22 46
Guatemala (2000) 1 5 15 76
Mexico (2002) 3 11 17 28 42
Uruguay (1998) 3 7 15 24 52

Source: Adapted from information collected at the IDB from various official. See also CEPAL (2006).

Table 1.6 gives us a clear impression of the extentvhich social security benefits are
appropriated by higher income classes. For the tdesnincluded in the table the bottom 40
percent of the population received anywhere betveearaximum of 24 percent (Argentina) and a
minimum of two percent of the total (Colombia). @re other hand, the top 20 percent of the
population receives between 80 percent (Colomhid)30 percent of the total (Argentina). Those
covered by public pensions are a relative minaaiitgd are not the poorest citizens who reach the
pensionable age. It is thus difficult to justifypablic role for pension on the basis of social eed
because the poor, who are often in the informaloseand do not have regular jobs, do not benefit
from these programs.

The bottom line is that the so-called “social paldpending” in Latin America, which,
including social security, has averaged about lfsgué of GDP in recent years and has been
growing in the past two decacﬁeﬁogether with tax systems that are broadly priopaal or even

8 See ECLAC, 2005, and Lora, 2007.
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regressive (because of the low taxes on persooairias and on both real and financial wealth) do
little to improve the income distribution that cimtes to be characterized by Gini coefficients that
are the highest in the world. The OECD (2007, p.&81d the IMF (Nov. 2007, p. 30) have called
attention to the marginal impact that fiscal policgs had in Latin America in reducing Gini
coefficients, normally by no more than one or twergentage points in the whole region and
around 4.5 percentage points on average in CeAtrerica mainly because of Panama. At the
same time an argument can be made that the atiepéim to (inefficient) social spending has
distracted governments from their basic role invjghmg institutional and real infrastructures that
are needed by a modern society and from focusingrragtention on the truly poor.

In spite of some progress reported for severalnLatinerican countries in various state
reform$ (including political reform, reform of the judiei of public administration, of tax
systems, of fiscal decentralization arrangemeritshe regulatory framework, of pensions and so
on), there is still considerable confusion abouttMbconomic role the state should play in Latin
America. Because tax revenue do not seem to haveased in many countries in the past two
decades (except mainly in Brazil and Argentina) ¢ntial spending has increased, there remains
the concern that public resources have been divdrtan financing fundamental public goods
towards social programs that, for the most pasehwt been focused on the truly poor, say on the
bottom quintile of the income distributith In recent years more efforts have been made t@® ma
some public transfers more focused. These trankfens been combined with particular incentives
to those who receive them, thus making the traasfenditional. Examples of such programs are
the “Chile solidario”, the “Bolsa Familia”, in Argéina, Panama, Peru and Brazil, “Progresa” in
Mexico, and the “Hambre Cero” in Nicaragua. Theseimportant programs but, as long as the tax
incidence does not change and as long as muchl speiading continues to benefit significantly
the higher quintiles, the impact of these program&sini coefficient will be moderate.

4. Fiscal Instruments for State Intervention

Before moving to the final section, that discusthesfuture role of the state in industrial and hati
American countries, it may be worthwhile to desertiriefly various instruments that have been
and will be available to governments to promoteiote goals such as allocation of resources,
stabilization of the economy, redistribution of émee, and economic growth. It will be noticed that
economic growth has been listed as an additiongctibe to the trilogy made famous by
Musgrave (1959). The reason is that many polic@s pursued by governments do not easily fall
in any one of the famous three Musgravian objestluat are aimed at promoting economic growth
rather than letting it be the automatic resulthef allocation of resources to promote public goods.

There has been a tendency in thinking of “fiscdicgd exclusively in terms of taxes and
public spending. This myopic approach has faileddknowledge that fiscal policy can be promoted
with instruments other than the traditional onetages and public spending. Depending on the times
and the circumstances, some of these instrumewtstiggeen used and preferred over others. It must be
realized that at times while the instruments havanged, the main governmental objectives have
remained the four listed above. Let me provide aentmmplete list of what | would call “fiscal”
instruments. The list, though more complete, miélyngiss some important ones.

® See, The State of State Reform in Latin Ameréctited by Eduardo Lora (IDB, 2007).

10 Actually the focus on tax revenue gives a distbrimpression of the public revenue that Americamegnments have available.
Many Latin American governments receive large gutgivenue from the natural resources that they dWis. is certainly the case
for Venezuela, Mexico, Ecuador, Bolivia and sevethkr countries. In 2005 total public revenue vadyeut 28 percent o GDP that
is high by international standards.
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a) Government spending of course the most traditional and obviousrimeent. Both the
level of public spending and its structuse composition are important and can be thought as
separate instruments.

b) Taxesare the other obvious instrument. But taxes cosapat least four potential and
separable instruments, such as the level of taxatibe structureof taxation, “tax
expenditure’y and tax incentivesAll of these have been used but some countrigamere
on levels and structures (Scandinavian countridsijewothers have relied more on “tax
expenditures” (Anglo-Saxon countries) and on taseirtives (Asian countries and many
developing countries).

c) Nationalization and privatizatiorof enterprises. At different periods and in differe
countries nationalization or privatization policieave been used as instruments to promote
government objectives. For many countries, thesyafter World War Two were periods of
nationalization. The 1980s and especially the 19%Msen the so-called Washington
Consensus become popular, became periods of atiath.

d)  Expropriation of particular assets, such as land, has beenmegsti especially in Latin
America, a powerful instrument of fiscal policy.tmday’s world this instrument is less used.

e) Conscription The government can tax some citizens, say thagjaihnrough the process of
forcing them to serve in the military or in otheubfic services without (or with little)
compensation. Conscription was very important ie gast, when people were forced to
provide their labor to build roads, public build@mdight in wars, and so on. It, again, is less
used to day.

f) Certification The government may require that particular ecan@gents are certified by the
government, or by agencies authorized by the govemh to be able to exercise some economic
activity. In some countries certification is need®d engage in many activities. At times
certification has become an instrument to creatsitjonal rents” for groups of individuals.

g) Regulationscan easily replace taxing and spending with singlfects. See Tanzi, 1998.
Regulations have often replaced spending and takegulations can be pursued through
instruments such as multiple exchange rates, mgnetpression and policy loans, price and
wage controls, preferential hiring quotas, and so lm all cases the net result is to
(implicitly) tax some economic activities and tdsidize others. Regulations have played an
overwhelming role in Latin American countries opaist decades.

h)  Finally, we must mention two relatively new instremts that are becoming progressively
more important including in some Latin American owries. The first is_ contingent liability
that is the assumption on the part of the governmeresponsibility for liabilities that might
arise in the future in connection with the acti4tiof particular groups of economic
operators. These contingent liabilities cost naghithen they are assumed but may become
very costly in future years if particular developitseeoccur

Various examples of contingent liabilities are tledowing: (i) Insurances provided to
airlines by the government for terrorist acts; @9sumption of risk for low rates of returns for
investments made by private enterprises in conmeatiith “public-private partnerships”; (iii)
implicit or explicit government protection for lass connected with natural catastrophes such as
floods, draughts, earthquakes, hurricanes, tidakesia(iv) liabilities for future expenses connected
with the ageing of the population (pension liakdkt health expenses, care for the very old, etc.);
(v) liabilities for fiscal deficits of subnationajovernments, especially when connected with
unfunded mandates; (vi) liabilities for bankingses; (vii) potential liabilities for global warming
and so on. The main problems with these contintigpitities are that they can become very costly
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to the government but they are not shown in thegbtedwhen the government assumes them.
However, through them, the government may influetheebehavior of the economy. For example
it can have so me infrastructures built by privaperators.

Before leaving this section | would like to mentiire other instrument, one that is still in its
infancy but that might become an important tool dovernment policy in the future. This is the
allocation of future assets to specific categoné<itizens. For example a government could
legislate that in place of social programs, theegoment will open an account with a given amount
of money in it for every new born child or for eygrerson that, say, reaches a given age (16?, 18?)
and let the individuals buy from the market theimek protection against particular risks such as
illnesses, unemployment, etc. Thus flow expenditucennected with public spending become
stock allocations and the government reduces itelvement in providing social services. The
allocation could be based strictly on demograpthiicrimation.

All these instruments have played and are likelyctmtinue playing their part in the
economic role that the state assumes in the ecandawever, their relative importance is likely to
change in the future.

5. The Future Role of the State in Advanced Countri es

We have argued above that in advanced countriecpsiiending may be too high. The real
difficulties that would be faced by a governmentaducing and changing the role of the state in
the economy is not that a state that spent lesddwmecessarily imply a reduction in economic
welfare but, rather, that it would face strong pcdil reactions on the part of those whose current
or expected standards of living have come to depemdhe existing public programmes.
Government spending programmes inevitably creatmgtconstituencies: pensioners, those close
to the retirement age, school teachers, public eyegls, those who receive public subsidies, and
others. These constituencies consider a reductiopublic spending as a negative-sum game.
Therefore, the evidence that some countries witttively low levels of public spending operate
well cannot be interpreted as an indication thghtgpending countries could easdlyd painlessly
reduce their public spending. It only means thtrahe short or medium run costs of reform have
been paid, a country that had made the right refarould continue to have high socio-economic
indicators (high social welfare) with significantlpwer public spending and more individual
liberty. This for example has happened to Canadadafier a decade of sharp reductions in public
spending has seen its UNDP Index go up.

Levels of public spending at any one time tendd®ét by past political trends and policies,
rather than by informed decisions based on the é@sdence of the déﬂl/. Annual budgets are
typically incremental. They rarely address the ¢joasof whether an activity should be continued
or discontinued. For this reason zero-base budpédias not had much success. At any given
momentthe level of public spending depends substantiafiythe entittiements and claims on the
governmentcreated in_pasperiods often by previous governments. It doesdegend on well
thought-out analyses and considerations of whastidwe could or should do in a modern and more
sophisticated market economy. It rareiatches the spending level that a modern government
might wish to have if it had the freedom and therage to change the status quo.

For the reasons mentioned above, there is ofteralistic possibility of a genuine zero-base
assessment of the optimal economic role of the sthb given moment in timélowever, if past
mistakes, or pashisguided actions, have determined the cur@gtt level of public spending, that
level cannot be assumed to be optimal or nearlyngptin an economic or even a political sense. It

11 This section draws from Tanzi (2005).
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is simply the result of political opportunism. I§,ithus, important to distinguish, at least
analytically, what could be the optimal role of gtate in the long run from its current role.

Should the governments of today’'s advanced cownsimply accept the status quo? Or,
should they put in motion radical reforms thathe tong run —say over a generation— would bring
the role of the state more closely in line with ideal or currently economically optimal role?
Another way of putting the question is: what ecoimonole should the state play, especially in
relation to public spending, in advanced indust@lntries in the Z1iCentury? This is a difficult
guestion to answer because, inevitably, the answ#rmust reflect political biases as well as the
importance that one attaches to the transitionsiiscof getting from where we are today to where
we could to be, say, 20 or 30 years from now. Tieatgr the importance that one attaches to the
transitional costs, and especially to the politicakts, the greater will be the inclination by
policymakers to maintain the status quo and theeotrspending programs. It is natural that
governments want to remain in power rather thaknmesorms that demand much political capital.
Let me focus on some essential elements to conwigden dealing with the above question.

The first of these elements the recognition that in a market econothgre should be a
relationship between what the market is capablgetifering and what the government shodtd
After all, in a market economy, the state is suppd® correct the mistakes made by the market
to compensate for its shortcomings, and not toampthe marketMore efficient markets should
require_lesggovernment. In a society where the market is uwhelerioped for a variety of reasons,
so that it is not capable of performing well somepartant tasks, there will be more theoretical
justification for the state to step in to correcicomplement the market in some of these functions.
This was the main argument that, over the yeadsidehe enormous expansion in the economic
role of the state especially in the last half centlt is also the argument that is often made for
more market intervention in developing countries.

As markets develop and become potentially moreiefit in performing various tasks and in
allowing individuals to satisfy various needs dilg@and not through the intermediation of the
government, —including the need to buy protectigiairest particular events that could have
economic consequences— the theorefigstification for governmental intervention thrdugublic
spending decreases. This should result in a fabuiolic spending. A perfect market, if it existed,
would, of course dispense with the need to havegamgrnment at all. However, a perfect market
cannot exist. Furthermore some regulatory govertmada is needed to make or keep the market
as efficient as it can be

A second important elemeist that when in past decades governments entegaea sectar
they introduced laws and regulations that facéithnd justified their own intervention in that
sector._This inevitably made it more difficulbr at times impossible, for the private sector to
develop private alternatives in that sect@overnmental involvement created puliionopolies
that eliminated the possibility of developing ptivaalternativesPublic monopolies in energy,
communication, postal services, transportation, frevision of pensions, health services,
education and in several other activities, in m&oyopean countries, prevented the market from
developing potentially efficient privatalternatives to the public programs that existedhiese
areas. This created the belief, on the part ofgelaection of the public, that the public sectostn
remain engaged in these areas if the welfare iakcis is to be protected.

A third elements that (a) rapid technological innovations; (b) the growingkistication of
the market on a global scalg) the development of global financial servicasd (d) globalization
in general are changing the conditions for prowgdime services that citizens need. The current role
of the state in many countries was developed masttite period after World War II, when, for a

12 As Adam Smith recognized as far back as 1776ouit some government controls the private sectuistéo develop monopolistic
practices. Thus, as Paul Krugman has put it,rieiessary for government “to exercise adult supevion markets running wild”.
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variety of reasons, the markets were far less deeel than they are, or can be, today. The markets
were also far more closed. This was the periodnwihe concept of a “mixed economy”, that
combined elements of central planning and of magkenomies and assigned a large and benign
economic function to the state, seemed naturalb&edme most popular. At the time it must have
seemed reasonable for governments to take over mamy responsibilities. The economic
profession generally encouraged them to dd.so

In spite of many obstacles imposed by governmentmarkets, and the existence of many
public monopolies, markets have become much magplisticated over the years. With the right
governmental guidance they could become even nupkificated. Various developments have
made it possible for the private sector to replacévities that had been previously public.
Technological developments have destroyed the prneson that there are “natural monopolies” in
the generation of electricity, in various forms ofansportation (railroads, airlines), in
communications (telephones, telegraphs), in posaakices, and in other areas. In several
countries, the government has started to withdramfsome of these activities and relatively well
functioning private markets have quickly develogadthem. This is the case also for private
pensions, financial services, and transportatioth @mmunication. In most cases the economic
welfare of the average citizen has not been dambhygebese developments. On the contrary, and
with exceptions that often are much publicizedyisess have often improved in quality while
prices have fallen significantly.

Major developments in financial markets, includiggeater international capital mobility,
have removed the presumption that financial savimyst be invested domestically and that
governments should be involved in the allocatioprafate savings and credit. In financial markets
as well as in the other areas mentioned aboveg ibehowever, a very important surveillarsrel
regulatoryfunction that governments must perform. This figrcicannot, or should not, be left to
the private sector. It is a function that shoulddden seriously by the government but that sdt far
has not been because governments have focuseciorsplending role. This regulatory function
should be part of the core activities of the state

A fourth elemenis that globalization, in its various aspectdyrimging major changes to the
way markets operate or could operate. Foreign cotigge can make domestic markets more
efficient by destroying or reducing the power ofrrdéstic private monopolies and by offering
alternatives. Globalization is affecting and cafeetf public sector activities in other ways. By
eliminating frontiers, or making them less constirag, globalization is creating the potential for
more options for both citizens and governments.éx@mple, educational and health services can
now be obtained more easily than in the past ierotiountries. In some sense they have become
tradable goodﬁ. Public sector procurement can now benefit fromeifn participation, thus
reducing government costs. Savings can be invesbeoad. This access to foreign markets has
created options beside the ones traditionally aléel domestically and which were often available
only from the public sector.

The currentpublic spending policies of many European coustrége likely to prove
unsustainable in future decades because of thectmgfademographic development on public
spending and of globalization on government revebeenographic developments with unchanged
policies will push up dramatically various public expendés and especially those for health,
pensions, and the care for the very old. This im®eein spending will come on top of already
precarious public finances and high tax and putwist levels in several European countries.

13 See Tanzi (2006).
14 The greatest British export today is educatiaeabices. International shopping for health ses/isebecoming common and some
hospitals have been set up specifically to atfi@eigners.
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The impact of globalization on government revenne #ax competition could make it
impossible for many European countries to compeéti @ountries such as China, India, Vietnam,
Korea, Mexico and others while maintaining tax Iseubhat are already very high and in several cases
not capable of financing even today’s public exjteme. The impact of the baby boom on social
spending is yet to be felt fully and the impacgtabalization and tax competition on tax revenug ha
just started to make itself felt. In the next terans both could be in full force. To prevent mdjbure
fiscal difficulties there is only one way out: W&y fpatiently, systematically, and rationally to Isca
down the spending role of the state in the econamiie making a serious and competent effort to
increase the efficiency of the private as welllag bf the public sector. This would make it poesib
for the private sector to step in and replace thegment role in covering some important economic
risks that citizens face thus allowing the pubdicter to reduce its spending.

The reduction in the spending role of the stateukhbe based on three pillars. The first
pillar should be the improvement in the working of thizgde market through the effective use of
the government’s regulatory power. In this role th@vernment will need to be ruthless and
efficient. In a market economy this is surely thestimportant role of the state.

The new government role in protecting individuadgiast risks with economic consequences
can be played in two ways. First, by requirindividualsto buy some minimum protectiodirectly
from the market Governments already force individuals to: (a) igstirance for their cars; (b) get
driving licenses: (c) have fire alarms in some dings; (d) build safe buildings; (e) wear seatdelt
while driving; (f) quit smoking in public placegj)(get vaccination against some diseases; (h)irstay
school until a given age; and (i) take other actiaimed at making individuals pay for, or avoidigei
damaged by, events that might affect them as wetfithers. Why not apply the same principle vis a
vis the treatment for major ilinesses, minimum ji@ms or other similar needs?

The second pillashould be the progressive substitution of prograitis universal, free or
almost free access to them, toward programs tatgiete the poor and based exclusively on
ascertained and documented needs. Universal pregfsuch as free health services for all, free
higher education for all, etc.) are easier politjchut are expensive. Targeted programs can save a
lot of money but are more demanding politically amderms of information. Problems connected
with poverty traps must receive specific attentidime difficulties in these changes cannot be
minimized.

The third pillar should be the progressive exploitation of new oppities offered by
globalization for services not domestically avaiabr available at high costs —such as elaborated
medical procedures, advanced technical trainingtively safe channels for money saved for old
age, and so on. These can now be bought from foggigviders if the domestic private market is
unable to provide these services at competitiveeprand the government has still the obligation to
provide these services to sowmitzens.

It is obvious that much thinking and much experitagon will be required over future
decades to bring out the progressive and effigealing down of public spending and tax levels. It
is also inevitable that mistakes will be made. Bimen it comes, the transformation is likely to
include the three pillars mentioned above. Withthdt transformation, the public finances of
several high spending countries will become moceraare a public concern.

6. The Future Economic Role of the State in Latin A merica

For many years the countries of Latin America did Imave well developed markets and had little
capacity or will to raise high tax revenue. RepedsBnancial markets, multiple exchange rates,
high import tariffs, price controls, and politicallinfluenced public enterprises restrained
dramatically the development of private markets. wes saw earlier the (unweighted) level of
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taxation increased little over recent decades. ds wnly in the most recent years that some
important countries, and especially Brazil and Atgea have succeeded in significantly increasing
their tax level. However, while their ability toisa taxes was restrained, the Latin American
governments were not immune from strong populasqunes to spend more and to play a larger
social role in the economy. Being unable to raéisetax level, they relied on regulations to play
such a role. This in turn made it more difficult forivate markets to develop.

Repressed financial markets that favored some Jaanftiple exchange rates that favored
some imports, high tariffs on some imports and l@anffs on others, public enterprises that
employed too many people and sold some of theuiges too cheaply, controlled labor markets
that made firing costly, minimum wages, controllpdces for some basic commodities, rent
controls on housing, export taxes to reduce theestio price of some goods, and so on can be
considered as an alternative (to high public speg)divay of exercising a large government role in
the economy. In effect the governments created ifwenregulatory welfare states, at least in
intention if not in results.

The “Washington Consensus” was to a large extdrdrdal attach on this government role.
That consensus aimed at removing many of the régnfathat Latin American governments had
used in the decades before the 1990s, to protectigh regulations and not through public
spending urban workers. It is easy to criticize tlole of the state, because it was clearly inieffitc
and an obstacle to economic growth, the point stitdy the Washington consensus. However, for
many (and especially for urban) workers the pradectappeared real and even helpful. The
dismantling of this “regulatory welfare state” magve led to the recent reactions, in several Latin
American countries, against the “Washington cons&hsThese reactions are evident from
responses to questions put by Latinobarometro tim llanerican citizens and from recent election
results. In principle the removal of many of thesgulations could have been replaced by public
spending. But, the limitation in tax revenue maue tmpossible for many countries in the region.
Thus, urban workers lost some of the indirect dqmiatection that they thought they had. Some
lost their jobs in public enterprises or in entesgs protected by high tariff walls.

In the future the governments of the Latin Americanntries where taxes are low ought to
try to make their tax systems more productive. Thavever, will be difficult as long as personal
income taxes continue to contribute little to tdtad revenu®. In countries where Gini coefficient
approach 0.60, flat-rate taxes are not likely toegate the needed revenue and are not policies that
should be contemplated by the Latin American gowvemts. Much of the potential tax base is in
the top deciles of the income distribution. This kabe recognized by policymakers and should be
reflected in the incidence of taxatiSn

If more taxes could be collected, the higher reeesliould be directed, first, to modernize
the state by improving the quality of the basic serviceattlit provides. Basic education and
essentialhealth services should receive full attention oatshould services related to personal
safety, justice, public transportation and similar.

The state should reduce its involvement in acéasitihat are costly but are used mainly by
higher income groups and where the services coalddught by these groups directly from the
market. Higher education would be one of thesevitiets. Incomes for old age pensions could be
another. However, an argument could be made fqirglold people who were too poor to save
for old age and that reach old age without a penisexause they never had a regular job. The latter
include a significant share of the population ofih&merica.

15 Given the high concentration of income in mostitLaAmerican countries, personal income taxes doate shockingly little

tax revenue.

16 Flat-rate taxes may be good tools for countriits low Ginis such as several “transition” courrie
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As we argued above, those who are covered by ppeéfision systems are often were not the
poorest among those who reach pensionable agesarig developing countries available forecasts
of the liabilities of public pension systems fotute years (i.e., the present value of the streim o
future pensions promised to workers under curregislation less the present value of the stream
of future social security taxes) indicate growimgahcial liabilities for many countries for public
pension systems. These large pension liabilitiesh{dden pension debts) have been the main
reasons why several countries around the worlabdiotred in recent years some version of the
pension model first introduced in Chile in 1981tthdvatizes all or part of the pension systems.

In the Chilean model, the government reduces iending responsibilityand increases it
regulatory responsibilitylt represents a fundamental step toward a skeievtould exercise its
social responsibility not by taxing and spending by requiring its citizen to follow prescribed
actiond’. The state can then focus its spending role inighag truly public goods and in assisting
the truly poor instead of those in middle or higlibesses who should be able to look after
themselves. The state does not abandon its sazadd @ mainly changes the instruments through
which it pursues them

In a world in which many markets have or can beconwe efficient and more global,
perhaps with the push of international institutioifsgovernments became more forceful and
efficient in their regulatory role, it should begsible for them to reduce the intermediary, spandin
and taxing role that they have played especialiyublic pensions. In the traditional public pension
system workers pay social security taxes (basethein wages and salaries) to the government
during their working life. When they reach the oiifil, pensionable age, the government is
expected to repay them with monthly pensions tleatr Isome but often not a close relationship to
the taxes they had paid during their working lifaus, in some sense the government operates as a
saving bank for each worker but without a real gotge that what they contribute to the bank will
determine what they will take out. The problemhattthe bank is empty most of the time, and is
often in the red. The contributions of the curremtrkers go quickly out to pay the pensions of
those already retired. The workers often see tmitribution as taxes and not as savings.

Often governments are forced to use general pudlienue to be able to meet their pension
obligations because the contributions by currentketoare not sufficient to meet the obligations.
This system is exposed to problems created by deapbi changes, that increase the number of
retirees respect to that of the workers, by th&igiency of governments in using productively the
taxes that they receive, by political pressuresinirease the level of pensions, and, most
importantly, by the fact that people who have nmtdbuted, because they were not part of the
formal economy, are not entitled to receive a mulpkension, when they reach retirement age,
regardless of their needs.

Given the characteristics of the economies of dgirfj countries and emerging markets,
there are valid reasons to suggest that governnsiioisld change their basic role, that has been
largely to protect those lucky enough to have ludos jin the formal labor market while forgetting
about those who had been in the informal econorhg. [@itter were often the poor majority. It can
be argued that the basic role of the state shagldire that it pay more attention to the truly poor
This can be done by seeing the public role as ghogia minimum income, or a minimum pension,
to all citizens who reach a given old age. In this systaga would be the sole criterion for
receiving this income.

The minimum pension could be estimated as a fixedgstion (say as an example, 25 percent)
of the per capita income of the country in the meséent year for which this information is avaikabl
Thus, the absolute level would change automatically the per capita income changed. The

7 1t is a paternalistic role of the state based @mdates rather than on spending. Both differ frostage based on individualistic
responsibilities in which the state would play pter
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pensionable age could be set as a constant prapoftife expectancy. Say at 80 or 90 percent of the
average life expectancy of the country. Thus, itilaechange automatically when the life expectancy
changed. The pensions would be paid out of gemevahue and not out of payroll taxes. Therefore,
there would not be the disincentive effects of tbghial security taxes on the labor markets.

In sum, the variables needed would be: (a) thetcgsrper capita income; (b) the country’s
life expectancy; and (c) the age of the pensidieSsich pensions would make a significant impact
on poverty reduction because many who are old and lpave no incomes or have incomes that are
very low. Those receiving these pensions could inoatto be economically active if they so
desired. They would still be entitled to the pensidbhe administration of these pensions would be
simple and the cost to the countries not very Higbhause the pensionable age could be set at a
level that would limit the number of eligible peepIThe state would be performing one of its basic
roles, that of assisting the poor and doing it withdistorting the labor market or removing
individual responsibiliti€S. This is suggested as an alternative to the cusgstems. But of
course for a long time those who have acquiredtsigh the present systems would continue to
receive the pensions from these systems.

In addition to this general, basic scheme, the gowent could help the workers in the
formal labor market by providing a regulatory frameek (and the needed information) that would
assist all citizens who wished to do so to invest pf their savings in income producing assets tha
would provide them with additional resources, wttegy retired, beyond the minimum pensions. If
channeled to specific categories of assets, thesstiments could benefit from a deduction from
taxable incomes as, for example, IRA accounts dihénU.S.A. This would create a culture that
encouraged individual to take personal responsdslifor their actions. Obviously, specific
transition problems would need to be solved andelhproblems might obviously be difficult ones.

7. Concluding remarks

The role that the state plays in economic matterbpth advanced and developing countries, have
been much influenced from the ideologies of the.pHsey often do not reflect modern thinking,
modern needs, and modern possibilities. Discussioange often been directed toward the
instruments used and not enough to the goals tach&ved. For example, public spending has
been defended even when much evidence indicatésittia less beneficial to the poor than
generally believed.

Furthermore, public spending can be of an “exhaestkind, that is the kind that uses
resources directly, or it can be in cash. The irdaise of these alternatives should depend on the
efficiency of public sector instituitbons in penfising some activities. When the high spending,
welfare states, of Europe reduced, in the pastd#edheir public spending they generally preferred
reducing cash transfers over transfers in realiGesvHowever, it is less clear that this would be
the better policy for Latin America where the ihgions that deliver social services are likelyoto
less efficient in general. Thus in these countagsle of the state based on objective criterig (sa
age) and using cash transfers or the creation wharlied cash allocations to particular groups
might, in particular circumstances be the prefeakdrnative. We need to allocate more analyses
to these possibilities.

18 n countries where no records are available donescitizens, this would be a problem.

19 Note that the pension received would be a latgeesof the incomes of the poorest and an almaigriificant share of that of
people in the high percentiles.
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[I. El Pacto Fiscal visto
a sus 10 anos

Juan Carlos Lerda

1. Introduccién

Al cumplirse 10 afos de la preparacion de “El P&itoal”, documento
presentado por la CEPAL en el vigésimo séptimmgerte sesiones de
la Comision realizado en Oranjestad, Aruba, en rdayt®98, este ensayo
se suma con gusto al ancestral ritual de conmerhitogrespeciales de la
vida, re-visitando algunos aspectos seleccionaglagf@rido trabajo.

La mera aproximacion a la tarea de re-visitar “&ttB Fiscal”
permite ver claramente la dificultad de abordarvésta gama de
tépicos desarrollados en los diez capitulos y nasaer secciones de
dicha publicacion. De hecho, como todos los docuosen
institucionales que la CEPAL prepara para sus oews bienales con
los gobiernos miembros, “El Pacto Fiscal’” debe\dsto como una
obra colectiva cuya preparacién involucré la pgtcion de
numerosos profesionales de la casa, especialistalse diversas
materias alli tratadas, asi como de varios congsltexternos, durante
un largo periodo de tiempo. En estricto rigor, uetbomada de “El
Pacto Fiscal” con el propésito de generar una ecébm de los
progresos alcanzado en esta década, asi comoederofn intento de
explicacion acerca de las posibles causas por les djversas
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recomendaciones de politica no fueron debidamempéementadas, incorporando nuevas miradas
a los temas previamente abordados e incluyendatahtiento de temas nuevos o emergentes, todo
ello complementado por la revision, actualizaci@mpliacion de la base cuantitativa del proyecto,
requeriria el trabajo de todo un equipo con tiempecursos adecuados. Asi es que —siguiendo una
nomenclatura familiar en Naciones Unidas— la prgéan de “El Pacto Fiscal+10", por ahora,
permanece como una asignatura pendiente.

La tarea que aqui se emprende es mucho mas mgdestsigue dos objetivos limitados: (1)
presentar un recuento personal de algunos de tesamtentes que condujeron a la preparacion de
“El Pacto Fiscal”; (2) ofrecer una reflexion créticobre algunos aspectos de su contenido, en
particular referidos a la dimension equidad. Dadg@dsicion privilegiada en que me encuentro,
aprovecharé para presentar algunas reflexionesrajese sin necesidad de sujetarme a los
tratamientos de tipo mas técnico que seguramerde e pauta obligada en otras sesiones de este
20 Seminario Regional de Politica Fiscal.

2. Antecedentes de El Pacto Fiscal

2.1 Proyectos regionales en politica y descentraliz  acion fiscal

Hacia fines de los afios 80 la CEPAL puso en manchBroyecto Regional de Politica Fiscal que
tuve el honor de dirigir, financiado en una primetapa por el PNUD y posteriormente por el

Gobierno de Holanda, cuyo propoésito era generanejor diagndstico y conocimiento cuantitativo

de las causas de los desequilibrios macro-fisagleslas economias de América Latina habian
venido experimentando a lo largo de dicha década.

A su vez y en vista de la importancia que veniaragdo en la Region varios aspectos del
tema de la descentralizacion, me cupo la respdidadide elaborar una propuesta para un
segundo Proyecto Regional, esta vez enfocado ecebializacion Fiscal. Este Ultimo estuvo a
cargo de nuestro recordado colega y amigo GabghbA y fue financiado por la GTZ.

A pesar de que tanto la gestion operativa comduastes de financiamiento de dichos
proyectos eran independientes, se establecié oazefhecanismo de coordinacion informal que
promovio positivas sinergias entre ambos, transdiodolos en importantes fuentes de informacion
para un proceso de reflexion mas amplio que tugarlen la CEPAL durante la década de los 90
en torno de los problemas econdmicos y socialeshgiéan venido afectando el crecimiento
econémico de los paises de la Regi6n durante laddéprecedert® La coordinacién lograda
entre los dos proyectos permitié que la difusiGrigsde los estudios y resultados de cada uno de
ellos se hiciera a travées de la misgeie Politica Fischde la Division de Desarrollo Econémico -
donde ambos estuvieron radicados durante la détmatts 90- hasta que aquélla fue discontinuada
en razon de cambios en la politica editorial de AIERtra manifestacion de dicha coordinacion
es que el formato del Seminario Regional de Paliktscal reservd de manera permanente una
sesibn de su programa anual a la presentacion qusiism de estudios sobre temas de
Descentralizacion Fiscal que frecuentemente erasdugtos del Proyecto Regional sobre
Descentralizacion Fiscal.

20 E| contexto a que se alude es la propuesta alesformacion productiva con equidad” que orientaadlajo de la CEPAL desde 1990

hasta la fecha. Ver CEPAL (1990yansformacién productiva con equidad. La tareaptaria del desarrollo de América Latina y el
Caribe en los afios noven(eC/G. 1601-P), Santiago, Chile. Para una reciexmtduacion ver CEPAL (2006fFernando Fajnzylber,
una vision renovadora del desarrollo de AméricainatlLibros de la CEPAL N° 92, Santiago, Chile, novieebr
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La cantidad de informacion fiscal que ambos pra@dgeneraron —basicamente durante los
afios 90— se compara favorablemente con otrastimasade la CEPAL en dicha area y genero la
necesidad de encontrar espacios y mecanismosalssidis, evaluacion y difusion.

2.2 Seminario Regional de Politica Fiscal (SRPF)

El SRPF tiene su origen en los talleres-seminaniganizados por el Proyecto Regional de Politica
Fiscal CEPAL-PNUD, a fin de discutir los avances iformes finales de los estudios de caso
nacionales elaborados por los consultores de cdaPado que era virtualmente imposible que el
responsable del proyecto pudiera hacerse cargtalerar los términos de referencia, identificar y
negociar con posibles candidatos a consultor deemsuns paises las condiciones de los
correspondientes contratos (ej. contenido, metgdaladatos a utilizar, plazos de entrega de los
informes, remuneracion, etc.), supervisar la evohude los trabajos y ademas evaluar la calidad
de los informes de avance y productos finales fae siendo recibidos, parecié indispensable
promover la realizacion de talleres-seminarios asgntacion y discusion de los trabajos con la
presencia de representantes del area fiscal yrdeseacadémicos o universitarios de cada uno de
los paises involucrados. Este espacio constituyéonweniente mecanismo de control de calidad
de los documentos producidos por los consultotesjsano tiempo que permitio ir divulgando los
resultados del Proyecto a nivel regidhal

El referido mecanismo se fue perfeccionando cquatéicipacion de representantes del area
fiscal de los gobiernos y del ambito académicaodephises de América Latina, a lo que se sumd la
inestimable contribucién de especialistas fiscdisDepartamento de Finanzas Publicas del FMI,
asi como del Banco Interamericano de DesarrollelyBanco Mundial. Ello permitié promover y
explotar sinergias que enriquecieron la progranmaaitual del SRPF, el que de esta manera paso a
ser percibido como un evento de cada vez mayorésiteo solo porque en él inter actuaba una
enriquecedora combinacion de autoridades fiscateta dRegidn, funcionarios internacionales y
académicos especializados en temas fiscales, ambién porque el disefio adoptdé una mirada
incluyente de los grandes temas de la fiscalidamiptementados por otros de interés emergente

2.3 Hacia un heterodoxo equilibrio cognitivo

La acumulacion de resultados, conocimientos y éspeias derivadas del Proyecto Regional de

Politica Fiscal, sumadas a las ensefianzas acurauaplartir de la sucesién de ediciones anuales
del Seminario Regional de Politica Fiscal, fueraajando en una interpretacion de la realidad —y

de lo que cabe esperar como resultado de las émeiones que se intenten sobre aquella— que de
manera estilizada se puede resumir en los siggieloe componentes.

El primero reconoce la importancia de prestar deladencion a materias técnicas y
recomendaciones propias deciencia normalen el campo fiscal (ej. reglas fiscales dirigidas
promover equilibrios macroeconoémicos; disefio tabot compatible con minima distorsién en la
asignacion de recursos para cada nivel de gobiexduinistracion tributaria capacitada para
detectar operaciones de evasion del IVA tanto cpara identificar maniobras con “precios de
transferencia”; administracion de las adquisiciorded gobierno central mediante sistema
computarizado -transparente y eficiente— de comgrasred; adopcién de un modelo de
programacion financiera y gestion de la deuda pahdiue optimice los flujos de caja del Tesoro

2L El referido mecanismo de control de calidad evenmlementado por talleres-seminarios nacionales, los que se buscaba

aprovechar las externalidades positivas de contauna audiencia mas amplia de especialistas enpzd.

La estructura del SRPF contemplaba espacios pemtes con “con destino especifico” (politica macamémica y equilibrios
fiscales, gasto publico, tributacion, y descerteaion -cum- federalismo fiscal), asigndndose stiorelel tiempo a diversos otros
temas que podian variar de un afio a otro. Est@alse mostré muy Util para explotar economias deraagacion, sin incurrir en
costos de saturacion.

22
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Nacional; etc.). Este conjunto de proposicionesitga muchas otras que no es necesario listar
aqui— estd asociado a lo que en principio todourldo entiende combuenas practicas fiscales.
Estas Ultimas corresponden al plano normativo sliedaomendaciones de politica fiscal, deberian
ser de aplicacién universal (con independencia iferethicias de contexto), e implicitamente
adoptan el punto de vista de que la formulacidrsgftb de politicas es materia de libre eleccidon
por parte de agentes gubernamentales benevoledi@sagos de perfecta racionalidad y capacidad
de computo para evaluar diferentes alternativagcidwhlmente se puede decir que tales agentes
deben tener principios y fuerza de voluntad sufitiecomo para resistir operaciones de lobby
sectorial —u otras de nombre menos distinguidompxidas por el interés privado de “buscadores
de rentas”. Con base en lo anterior seria posilzigay si una economia tiene sus politicas “right”
(lo que ocurriria cuando las autoridades econéndeasn pais supieron elegir “la mejor” opcion),
0 “wrong” (cuando la eleccidn es técnicamente stibg).

El segundo reconoce que los factores politicos fegiciones y presiones ideoldgico-
partidarias; sistemas electorales y de represémacimorfologia y caracteristicas de
funcionamiento de los mercados politicos en queegmcian y aprueban las politicas publicas;
modelo de “cuoteo” para asignacion de altos cadgglireccion en la administracién publica;
grado de discriminacién y exclusion social de geupolnerables; grado de concentraciéon de la
riqueza, ingreso y oportunidades de todo tipo; @rdd influencia politica de grupos afluentes;
exigibilidad y “justiciabilidad” de los derechosrités, politicos, econdmicos, sociales y culturales
etc.), juegan un rol mucho mas importante —en [adieacion de la fragilidad estructural de las
finanzas publicas de diversos paises en la redide—el que es habitualmente atribuido por los
diagnésticos de la ortodoxia fiscal. Esto suponeptr que las politicas que son finalmente
implementadas son —en parte al menos— de carauiéigeno, y que los resultados alcanzados
dependen no apenas de la calidad técnica del ¢datda una propuesta de politica, sino también,
de la calidad del proceso de debate, negociagifobacién e implementacién de aquélla

Esto dltimo puede parecer una trivialidad, sin embalos diagndsticos especializados en
temas fiscales han estado enfocados durante déeadaspectos y consideraciones de caracter
exclusivamente técnico. Por cuenta de una arlitrgrifrecuentemente improductiva- separacion
entre temas de naturaleza técnica y politica, teyrpor prevalecer la vision ortodoxa de que el
analisis de las finanzas publicas debe priviledggatidentificacion de problemas y soluciones
respecto de los primeros, evitando —tanto comdjmsintrar al &mbito de los segundos. En razén
de ello, la perspectiva tecnocratica que aun domiaa parte de las recomendaciones de politica
en estas materias conduce a cierto menu de opaionegleradas técnicamente “superiores” en el
campo de las reformas tributarias (ej. ampliar ésebdel IVA, uniformizar tasas, eliminar
exenciones y uso de tasa-cero sobre productoscemiados), y/o reformas del gasto publico (ej.
mejorar la focalizacion de programas clave, intoidtasas de uso o cofinanciamiento de los
beneficiarios de prestaciones recibidas, etc.), ppementadas por reformas de instituciones
presupuestarias (ej. introduccion del presupuésitapual) y programas de modernizacion de la
gestion publica (ej. programas de evaluacion delialad del gasto y de sus resultados, sistema de
capacitacién, especializacion y periddica actueid@a de funcionarios gubernamentales,
programas de alta gerencia publica, etc.), entess ot

2.4 Latesis de fondo en “El Pacto Fiscal”

Aun reconociendo la importancia del tipo de recotaeiones precedentes, es evidente que tal
diagnéstico no identifica ni hace explicito lo gaenuestro entender constituye una importante

Z Ver BID (2005):The politics of policiesinforme IPES 2006; Stein, E.-Tommasi, M.(200T)stituciones democréticas, procesos

de formulacion de politicas y calidad de las pmdi$i en América Latina”, en Machinea, J.L.-Serra(B¥ds.) (2007)Visiones del
Desarrollo en América Latin&d. CEPAL-CIDOB
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causa de la fragilidad estructural de la finanaadipas en América Latina, esto es, la disputa no
resuelta entre actores con intereses, posiciofetemretaciones contrapuestas acerca del rol del
Estado en la vida econémica y social, y su finan@ato. Mas especificamente, cuando la
mencionada fragilidad de las cuentas fiscales nodedge a razones de caracter transitorio
vinculables al ciclo economico, cabe conjeturar cpiea puede estar reflejando problemas
estructurales situados mas alld del ambito de nssidlidad propia de las instituciones
presupuestarias. De hecho, aquella frecuentemeetiejar problemas originados en el
funcionamiento de las instituciones politicas yretnicas mas generales, tanto de caracter formal
como informal, a partir de las cuales se estrugtwedena el entorno dentro del que se desarrolla
la actividad humana en general y econémica encpéati... “A partir de esta construccion es
posible avanzar la tesis de fondo que subyacerttalajo: La fragilidad de las finanzas publicas
en la region refleja la debilidad del pacto fisgaé legitima politicamente el papel del Estado y el
campo de responsabilidades gubernamentales effiela @ondmica y social. Aunque la falta de
acuerdo politico es estas materias no es patrimexgtusivo de América Latina y el Caribe, lo
cierto es que la ausencia de un consenso estdie Eoque se podria considerar adecuado en
materia de nivel, composicion y tendencia del ggstblico —como también, de la tributacion
requerida para su funcionamiento— es particularenecéntuada en dicha regiéh”

2.5 Algunos puntos débiles que requieren trabajo ad  icional

Puede decirse que “El Pacto Fiscal” puso por panvez a disposicion de los paises de América
Latina y el Caribe, una vision amplia e integraddas principales problemas fiscales de la Region.
Al hacerlo incluyé una vasta gama de materias thrén fiscal que hasta entonces habian sido
tratadas de manera aislada y descentralizada. lldaseegand en cobertura tematica y en una mejor
comprension del caracter sistémico de los temasgaecupan. Pero como es natural, “El Pacto
Fiscal” no esta libre de limitaciones que a futwonvendria ir superando. Entre ellas
mencionaremos aqui solo unas pocas.

En primer lugar, “El Pacto Fiscal’ no ha mostradi@iés por las contribuciones de la propia
CEPAL e ILPES a temas de finanzas publicas y palifiscal previos a su publicacion. Debido a
gque se deseaba apoyar el analisis con informacidrérica —y en vista de las severas limitaciones
que se debian enfrentar en esta materia— el “veeta” en las series temporales de “El Pacto
Fiscal” es frecuentemente el afio 1980, al misnmag@que la informacion cuantitativa alli usada
se limitada a los afios 80 y 90. Ante la falta dermacion comparable para periodos anteriores a
los recién indicados, puede crearse una impregjdivecada respecto a un eventual desinterés de
ambas organizaciones por los temas fiscales. Eségiesobretodo, a raiz de los dos volumenes de
articulos con los que en 1998 se celebraron loaf@ de la CEPAF. En efecto, dado el foco
analitico con el que se guid la seleccion de ddscalli reunidos, es evidente que la ausencia de
referencias bibliograficas sobre temas fiscalegdpucrear la sensacién de que las areas de
finanzas publicas y politica fiscal no recibieroficiente atencion en el pas&do

El segundo aspecto se refiere a los conceptos glédad” y “pacto” usados en el trabajo
que nos sirve de referencia. Como se observa nedanae, con posterioridad a “El Pacto Fiscal”,
los mencionados conceptos han pasado a ser ubidizamh creciente frecuencia, pero sin que —al
parecer— hayan sido acompafiados por una elaboradfirientemente detallada acerca de sus

2 |erda, J.C. (1997); ver también CEPAL (1998)Pacto Fiscal Op. cit.

%5 CEPAL (1998): Cincuenta Afios de Pensamiento enBRAL, Vol. 1y 2. En particular ver el articulo dabordinador de dicho
trabajo Bielschowsky, R. (1998): “Cincuenta afidsp@@samiento de la CEPAL”, CEPAL (1998), Op.cibl

Para ilustrar que este no fue el caso bastadacalgunas importantes contribuciones anteriorésl #acto Fiscal”’, como por
ejemplo: Martner, G: (1967Rlanificacion y presupuesto por programa, Siglontiegino Editoreq21 ed. 2002); Assael, H. (1973):
Ensayos de Politica FiscaFondo de Cultura Econémica, México DF; HerscRe€l1975);Ensayos sobre politica fisgcdditora de
derecho financiero, Madrid.
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significados mas precisos. En las paginas que rsigaeaborda esta materia con el propdsito de
llamar la atencion para algunas de las dificultactasceptuales que le rodea. Una de ellas nos
remite a una conexién, por analogia, con el Teomenanposibilidad de Arrofl.

El tercero aspecto a ser comentado se refierepaalslema bastante comun en la literatura
sobre politicas publicas, en el sentido de queoelighento transcurre en una especie de limbo
respecto al grado y/o tipo de racionalidad tipiedas agentes gubernamentales responsables por la
implementacién de determinados cursos de politmao también, de aquellos a quienes se dirigen
las politicas recomendadas en “El Pacto Fiscal’esfe respecto se introduce la hipétesis de
Kahneman & Tversky (2000), desarrollada en Kahnerf2002), con el fin de ilustrar las
dificultades asociadas con el manejo de la noogteduidad”.

3. ¢Un pacto fiscal para promover equidad?

3.1. Introduccién

La historia vista como construccidn selectiva denmrgas y olvidos permite anticipar que quienes
estudian la evolucién de las ideas sociales recamda periodo de transicién entre los siglos 20 y
21 por el surgimiento de numerosas Yy relevanteguyastas promoviendo la inclusién de criterios
de equidad en la formulacion, disefio e implemeétade la politica social.

Un elemento novedoso de tales propuestas es qeerall se limitan a propiciar un nuevo
ciclo de discusién de problemas distributivos enatgenda del desarrollo y de las politicas
publicag®. Como veremos mas adelante, la nocién de equidadbg referidas propuestas tratan de
impulsar, excede largamente la tradicionalmenteeesa interpretacion dada al término en
economia. En todo caso no parece razonable argameune aquéllas sean una respuesta
equivocada a la creciente ansiedad colectiva cauysadfrecuentes referencias a incrementos en
desigualdad de ingresos que —en la opinién de absen conocido analista econémicos— no
habrian objetivamente ocurrfdo

Por cierto, el interés por el tema equidad no esvaini exclusivo de estos tiempos. En
realidad ha estado presente a lo largo de la listdempre que se ha buscado reflexionar de
manera substantiva sobre temas relacionados coa, gtisticia e igualddd Pero aunque su
complejidad no ha facilitado la tarea de clarificsintetizar e implementar soluciones para los
desafios que plantean diversas formas inequidatiempos recientes dicha busqueda ha venido
desarrollandose dentro de un clima politico-ideiglddavorable al reconocimiento y ampliacion —
al menos nominal— de derechos civiles y politicospo también, econdémicos, sociales y culturales
(DESC) de las personas. En este contexto destasdndhas contra la discriminacion de género,
raza, etnia y religion, entre otras, y por la igaal de oportunidades para tottosdicionalmente,
se vienen desarrollando espacios de crecientantédgid politica e intelectual para que valores

27 Arrow, K. (1963).

28 Referencias al hecho de que los temas distribsitastan de vuelta a la agenda publica, como eputdnstig (1999), aluden
exclusivamente a la distribucién de ingresos.

Esta Gltima parte de la provocativa tesis de NEgIG06) estd fuertemente desmentida por la evideemipirica presentadas en
CEPAL (2003) y UN (2005).

La literatura de un largo periodo histérico rextgles antecedentes. A titulo de ejempl®iélogo de Meliosen Tucidides (460-
3957 a.C.), enfoca la relacién entre justicia @ldad. Las causas de las desigualdades sociatemgraicas entre los hombres son
tratadas en Rousseau (1754). Sobre ética, jugteimidad ver Smith (1759), de donde emerge ladigiel “observador imparcial”
que anticipa la imagen del “velo de ignorancia”Riwvls (1971). Para una reciente revision de tealggsisticia en economia ver
Konow (2003).

Esto se traduce en incontables iniciativas erliesa, como por ejemplo, la declaracion por laddrituropea del 2007 como Afio
Europeo de la Igualdad de Oportunidades para Todbstespecto ver:http://ec.europa.eu/employment social/eyeg/index.
cfm?cat id=EY
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como ética, justicia y equidad —de fundamental igmzia para la vida civilizada de cualquier
comunidad— sean incorporados al conjunto de cdeoanaliticas que maneja el mundo
académico, y para que sean considerados componeseasiales de las agendas de trabajo de
autoridades gubernamentales, lideres de la socéidgdhy organismos internacionales.

Irbnicamente, una buena parte de los desarrolimidals se dio durante el dltimo cuarto del
siglo 20, en tiempos largamente coincidentes coavahce de la actual fase del proceso de
globalizacion econdmica y financiera. Esto Ultiran,interaccion con las politicas domésticas pro-
mercado que le dan sustentacion, termind produgciepdrticularmente durante los afios 90— una
inequivoca tendencia a la concentracion del ingeesscala internacional. Ello ocurrié no apenas
en América Latina —donde dicha tendencia se suoréracos problemas de pobreza e indigencia—
sino también en importantes economias del mundastridlizadd®. Adicionalmente, hacia fines
del afio 2006 se hicieron publicos los resultadoardproyecto de WIDER-Naciones Unidas, con
la primera evidencia empirica de calidad técnieptable, sobre un fenbmeno que hasta entonces
solo figuraba en el plano de las conjeturas edsaesto es, que la distribucion de la riqueza
patrimonial neta de los hogares a escala mundialiegnas concentrada que la correspondiente a
ingreso®®. No es de extrafiar entonces que desde finesglel2 y hasta el presente, comenzaran
a encenderse diversas alarmas alertando sobreralaagiento a escala internacional de los
problemas distributivos en materia de ingresosagiegndo que el tema fuera reinstalado en la
agenda de prioridades de gobierno, organismosnaxtemales y circulos académicos, tanto del
Norte como del Sdf.

Asi es que durante la transicibn hacia el presenilenio, las dos megatendencias
previamente apuntadas —esto es, la gradual anipiiagi reconocimiento de los derechos
individuales y la creciente concentracion del isgrg la riqueza a escala mundial- facilitaron la
incorporacion de la nocion de equidad en el cedéloaparato conceptual con que se formulan,
disefian e implementan politicas publicas, y eriqudatr, la politica social.

En efecto, el analisis y discurso politico-econ@ysocial entorno de la desigualdad entre
los hombres —que durante largo tiempo estuvo ti@thitmente centrando en pobreza e indigencia,
asi como en distribucién y concentracibn de ingresestd pasando a ser crecientemente
organizado, orientado y conducido en términos deidag. De hecho, un buen numero de
influyentes documentos oficiales de organismosri@igEionales publicados en afios recientes, ha
propuesto verla o considerarla como objetivo cérded desarrollo, criterio fundamental para
juzgar la calidad de este ultimo, medio necesaaia fa integracion social y desarrollo ciudadano,
requisito indispensable en la lucha contra la payreondicion necesaria para que las naciones
pueden alcanzar la prosperidad en el medio y lplagn, entre otrda El corolario de todo ello ha
sido una verdadera explosion de recomendaciones ipaorporar consideraciones de equidad
explicitamente en la formulacion, disefio e impletaeidn de las politicas publicas, y en
particular, de la politica social. En paralelo toedtimo —y de manera consonante con el clima
politico-ideolégico antes mencionado— ha venidoisteindose una progresiva ampliacion del
significado atribuido a la nocién de equidad y @mwbito de politicas publicas en que se considera

32 En relacién a la concentracién de la distribuai@ningresos en América Latina ver CEPAL (2000)P&E (2002-2003 y afios

siguientes hasta 2006). Para la OECD ver Atkinsb®994), Forster-Pearson (2002), Smeeding (2002)a leaidencias de

divergencia entre grupos de paises ver UN (2006).

En relacion a la concentracion de la riguezaodehlbgares ver la primera estimacion conocida al maundial en Davies et al

(2006), donde se muestra que el 2% de la pobladaita del mundo controla el 50% de la riquezaipattial neta de los hogares

(activos fisicos y financieros menos endeudamiento)

Kanpur-Lustig (1999) ofrecen un interesante aislie las razones que explicarian el regresones fiel siglo 20— de los temas

distributivos a la agenda de los problemas delrdadka Sin embargo omiten mencionar las tendengiadima de opiniones

favorables aqui aludidos. Ello pasa por alto unoirtgmte aspecto destacado en su propio estudigp@ue general, el contexto es

un importante condicionante o determinante dedssltados. A este respecto ver Kahneman (2002).

35 Ver por ejemplo CEPAL (1990), (1998), (2000a)q@b), (2004), (2006), Banco Mundial (2006), BID@2), (2006), FMI (1999),
OECD (2004), (2005), UNICEF (2005), (2006), WHO @2, 2006).
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necesario introducirla. En la medida que equidab [@aser vista como nuevo foco de andlisis y
concepto principal del discurso publico sobre jmaisocial, también fue quedando clara la creciente
responsabilidad del Estado para asegurar una finovdgl este bien publico, de manera compatible
con el mayor protagonismo conceptual que la nogiéne adquiriendo en el ambito de la politica
social. De manera complementaria, ello requiergusae los recursos presupuestarios necesarios para
financiar los programas, proyectos y actividadésaso. Este es precisamente el momento en que se
produce el encuentro entre la deseada mayor alertaquidad y la restriccion presupuestaria del
gobierno.

Con base en estos antecedentes, el ensayo reitisancente una seleccién de trabajos
relativamente recientes sobre equidad y politiseafi destacando la falta de unicidad y precision
observada en la caracterizacion de la nocién deladiua la vez que intentando explicar el referido
hecho desde la perspectiva tedrica de Kahnemdrf.ebado que el intento de promover y proveer
mayor equidad a través de la politica social tigmeosto fiscal a ser financiado, el trabajo tambié
examina el “cierre” l6gico de la argumentacién preadas en diversas propuestas. Para ello se
indaga entorno de preguntas como las siguientes:traBa de introducir mayor equidad en la
formulacién, disefio e implementacion de la politggial, subordinando dicho objetivo a la
disponibilidad de recursos derivados del PactoaFigigente? ¢ Se propone un nuevo Pacto Fiscal
para viabilizar un nuevo Pacto Social, entendieque ambos deben negociarse y procesarse de
manera conjunta o simultanea? ¢ Se propone un Raoto Social para asegurar la provision de un
cierto “piso” de equidad, al mismo tiempo que s decargo de las autoridades fiscales “crear
espacio” financiero reasignando prioridades pressiauwias? Por Gltimo se presenta un conjunto de
observaciones sobre temas conexos que enfocagnieiG@t sobre el marco conceptual de “El Pacto
Fiscal”, complementado por algunas conclusidnes

3.2 Equidad ¢Quo Vadis?

Un aspecto que llama la atencion al revisar larditea con propuestas para introducir
consideraciones de equidad en la politica socidh dalta de precision y unicidad que rodea la
caracterizacion del concepto que se trata de imgitan Este elusivo caracter transmite la
sensacion de que se esta lidiando con un blancd. mov

En esta seccion se elabora un intento de explicaeigpecto de esto ultimo, usando como
marco conceptual las ideas desarrolladas por l®esde Kahneman-Tversky (2000) a lo largo de
las ultimas décadas. Esta Ultima es aun relativeengoco difundida en los circulos econémicos de
América Latina, de modo que tal vez convenga ceraetrla sintéticamente diciendo que sus
principales proposiciones resultan de combinar mx@®tos de laboratorio en el area de
psicologia cognitiva con problemas de interés ected en particular, vinculados a procesos de
toma de decisiones.

El punto de partida aqui es uno de los resultademrntonsolidados de la psicologia
cognitiva moderna, el que sostiene que el ceretmaho opera segln dos modos basicos

El primero de ellos (subsistema 1) trabaja de naaftecuentemente automatica, no involucra
mayores esfuerzos y participa en casi todo tip@adw®idades del dia a dia; maneja conceptos y
perceptos; se nutre de impresiones respecto @ribatos de aquello que se observa, habla o piensa
dichas impresiones son influenciables por recuemlasemorias frecuentemente imprecisas y/o
sesgadas, informaciones aleatorias, creenciagdpsgia 4&nimo, emociones y pasiones, expectativas y

36 Kahneman (2002), Kahneman-Tversky (Eds) (2000).

87 CEPAL (1998).

%8 Esta disquisicion, aparentemente tan alejadaenfgque econémico convencional, constituye el pufeopartida del enfoque
metodolégico y linea de trabajo de Kahneman (2@02) la Real Academia Sueca de Ciencias premio IcNpkeel de Economia
del 2002.

44



CEPAL - Serie Seminarios y Conferencigsa34 Las finanzas publicas y el pacto fiscal en Acaékatina

evocaciones, asi como por la manera en que sel&rnguordenan las preguntas, por el contexto,
circunstancias y/o uso del lenguaje; es basicanmiuitgtivo; genera intuiciones 0 pensamientos
facilmente accesibles, esto es, que fluyen de raaspontanea y rapida sin que medie un proceso de
reflexion deliberada; establece comparaciones, ogieal y paralelismos entre situaciones,
comportamientos o0 experiencias -reales o imaginapashasta pueden ser independientes entre si;
no se ata a la rigidez de formas de razonamiemgunentacion o prueba predeterminada; la
heuristica, auxiliada por ocasionales destello$sdeendipity”, es su método de descubrimiento por
excelencia; a través de ella encuentra solucioeesae conclusiones y/o toma decisiones —
frecuentemente— en un abrir y cerrar de ®%jaslo largo del camino se apoya en reglas préciita

de sabiduria convencional sin que sienta la obtigade ofrecer detalles ni explicaciones acerca de
cdmo consiguié un determinado resultado; tampocsiesge obligado a dar respuestas consistentes,
ni se ruboriza al ser confrontado con decisionegradictorias; su modo de funcionamiento genera
“anomalias” de comportamiento (ej. sesgos ego-icéstry diversos tipos de problemas de auto-
contral) en relacion a lo que cabria esperar destdrda cultura del hombre racional; es dificil de
educar, modificar o guiar.

El otro (subsistema 2) es gobernado por razonamigistematico; maneja conceptos de
manera deliberada y controlada a través del usoedias logicas que se aplican de manera
idealmente objetiva, consistente y generalmenteesmial; su operacion disciplinada y rigurosa es
costosa en términos de esfuerzo y tiempo; sus ichyuEs estan sujetas a aprendizaje y pueden ser
mejoradas a través de educacion, entrenamient@ariercia practica; es el modo cognitivo que
predomina en el campo de la investigacion y elmaavento cientifico convencional y opera tanto
de manera deductiva como inductiva. En particldateoria econémica neoclasica cuenta con la
figura de un auténtico paladin de este modo cagnitBe trata de un verdadero especialista
conocido como “homus economicus”: un agente peafeehte racional que maneja a la perfeccion
el método deductivo y que opera como si su sulnséste estuviera desconectado o atrofiado; esta
dotado de infinita capacidad légica y computaciptlque le permite actualizar expectativas de
manera bayesiana y tomar decisiones 6ptimas qge lngplementara a rajatabla, con una fuerza
de voluntad solo comparable a su habilidad par&rariprecios en mercados competitivos.

A partir de este marco conceptual se puede indpgaibles razones de la evidente
diversidad de significados atribuidos a la nociéneduidad en la literatura econémico-social. Un
primer paso consiste en reconocer que la concep@éaquidad se inscribe en el mundo de las
normas, valores, usos y costumbres, sociales yraids, que regulan de manera informal la vida
colectiva de cualquier grupo humano y que —conrestb de las instituciones informarles— se van
moldeando evolutivamente con la practica social larigo del tiemp8. Y si bien en muchos casos
aguéllas cambian lentamente —tal vez en el curssigiies o milenios, segun sugiere la escala de
Williamson-! no se puede descartar que el caracter no-ergggioo tanto “path dependefitdel
mundo real, dé lugar a: (1) desvios entre las isipnes que diferentes personas y grupos
(ideologicos, politicos o religiosos; regionalescionales o culturales, entre otros) tienen dau q
serian atributos esenciales de la nocion de equi@adue tales diferencias o desvios se acumulen
por periodos de tiempo suficientemente largos hgete@rar multiples equilibrios interpretativos.
De esta forma, la evolucion del significado atrifloua la nocion de equidad puede llegar a resultar
en una suerte de ‘especiacion’ conceptual no seengmonocida o suficientemente destathda

3% Gladwell (2005) argumenta acerca de la racioadliptopia de esta forma de pensar y decidir.

40 North (1994).

41 williamson (2000).

42 gobre la relacién entre procesos no-ergodicgmsh:dependent” ver David (2000).

4 Laidea seminal en biologia, de que una espstiecenstituida —no por un grupo de individuos gides, sino— por una coleccién
de aquellos que pueden reproducirse entre si,nqeeomn otros (Mayr (1942)), ofrece una intrigamalagia con lo que ocurre en
las ciencias sociales, donde los significados @ittds por diversas comunidades profesionales, kEscude pensamiento o
“paradigmas”, a cierta nociones o conceptos desupmestamente comdn pueden llegar a ser substaetite muy diferentes,
aungue luzcan superficialmente parecidos.
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De hecho, la sola mencidn de la palabra equidachewvaciones cuyo sentido especifico refleja la
subjetividad de las impresiones procesadas paibsistema 1 de quien escribe, habla u opina, respec
de los atributos que le atribuye al concepto. Emmikedida que su significado es transmitido
intergeneracionalmente a través de ejemplos, akistres, narrativas e interpretaciones procesaitas p
el subsistema 1 de diversos relatores a lo largextiensos periodos de tiempo, lo extrafio seria
encontrarnos con una caracterizacion Unica y preBier ello, aun cuando se intentan tratamientos
razonados del tema siguiendo los canones propliasilosistema 2, el resultado de la busqueda habra d
mostrar las complejidades que el concepto encieagiendo evidente las razones por las que —hasta
hoy— no se cuenta con una caracterizacién que goeacuerdo general.

Adicionalmente y en paralelo con la tendencia copteranea de paulatina ampliacion de los
derechos ciudadanos mencionada previamente, pareeigtar verificandose una compleja
expansion del ambito en que se desea introduciod&n de equidad en la formulacién, disefio e
implementacion de politicas publicas.

Por todo ello, las propuestas en pro de mayor aduidflejadas en diversos documentos
recientes, al no mostrar suficiente coincidencianceptual, dificilmente pueden presentar
convergencia respecto del objetivo especifico déige publica que cada una de ellas trata de
alcanzar. A priori parece razonable anticipar gneeventual proceso de aproximacion hacia una
interpretacién basica compartida internacionalmentae equidad —en caso de ocurrir— habra de
llevar algun tiempo. Cabe entonces reconocer quegtanto, cada gobierno de América Latina, al
introducir consideraciones de equidad en la forpidia disefio e implementacidén de la politica
social, debera aplicar criterios progibsComo puede anticiparse, este problema debera trae
complicaciones cuando —a futuro— se trate de estabtomparaciones entre los avances logrados
por distintos paises en esta materia.

El problema apuntado no contribuye a facilitaraieea de reflexionar sobre lo que podria ser
un pacto fiscal para promover equidad, pues hapendier la tarea —y en particular, la de estimar
los recursos necesarios para financiar tal ini@atide la conceptualizacion que adopten las
autoridades de cada pais.

4. El “cierre” del modelo

Para ilustrar el amplio margen de discrecionalid&idtente en relacion a este punto, se procede a
una revision selectiva de la literatura sobre e

1)  Ellocus clasico del concepto de equidad en elgmiento econdémico neoclasico se encuentra
en la teoria del bienestar. Esta ultima muestrabgje condiciones fuertemente restrictivas es
posible tratar los problemas de eficiencia y equidgeparadamente. Las principales
proposiciones de dicha teoria (los asi llamadosréteas fundamentales” del bienestar) dan
lugar al “teorema de separacion” segun el cuabsible lograr eficiencia paretiana a travées del
accionar de agentes racionales en mercados congstinientras se deja el tratamiento de los
poblemas de equidad a cargo de un sistema dedransias e impuestos de tipo “lump-sum”.
En este contexto, se habla de una mejora en té&rdmequidad cuando ocurre una reduccion
en el grado de concentracion de la distribuciomgdeesos disponibles (y vicever§aPor este
motivo la literatura sobre el tema alude indistimate a problemas de equidad o de caréacter
distributivo. Esta perspectiva se asocia normalenaribs resultados del juego distributivo, sin
embargo, no hay nada en el enfoque que lo linpi®blemas y correcciones ex—post del grado
de concentracion de la distribucion de ingresos.ektto, este modelo también admite

4 En realidad, las propuestas de Naciones Unid2@5f2y Banco Mundial (2006), al igual que las cspendientes a la Metas del

Milenio, constituyen planteos que trasciendenatlnneramente regional.

4 E| citado trabajo de Kanpur-Lustig (1999) ilusbian dicho uso.
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2)

correcciones ex—ante por medio de impuestos y fénameias que, sin distorsionar la
asignacion de recursos, permitan modificar la idistion inicial de factores (cuando esta
tltima sea considerada socialmente insatisfactériaynque la teoria no siempre lo especifica,
se sobreentiende que tanto las correcciones a (oita dotacion inicial de factores) como a
posteriori (sobre la distribucion de ingresos tesiie), se hacen mediante el uso de impuestos
y transferencias que inciden directamente sobigithabs y no sobre familias. Una limitacion
obvia e importante de este enfoque es que solempid Io que ocurre en el espacio de bienes
y servicios sujetos a intercambios de mercado.cBostruccion quedan entonces fuera del
radar de este enfoque numerosas otras fuentemgdate inequidad ajenas a los mecanismos
de mercado. No hay duda de que al mirar mas alld dgie ocurre en los mercados, nos
encontramos con externalidades negativas asocanhstiples formas de discriminaciéon que
afectan la calidad de vida de quienes las padé&temado de concentracion de la distribucion
de estos efectos adversos —y sus cambios en glotiequedan, por cierto, fuera de la pantalla
del marco tedrico bajo consideracion. Y a pesajuieen los cursos de micro-economia suele
hablarse de externalidades como si se trataranraesas excepciones a la regla —la que estaria
supuestamente dada por operaciones de intercarabieccado via precios— basta mirar a
nuestro alrededor para entender el papel centlakdaimeras en la vida humana en sociedad.
De alli que, sin pretender desarrollar aqui la @s@idon inversa, basta consignar que un
enfoque capaz de ignorar un tema tan importanteocdss externalidades, resulta
evidentemente limitado para el propésito de refieai sobre el tema equidad

Dentro de la emergente literatura sobre equida@eeelestacar la caracterizacion propuesta
por el Banco Mundial en su reciente Informe sobesarrollo Mundial 2008;

La equidad se define en funcion de dos principiasidms. El primero es la igualdad de
oportunidades, a saber, que los logros de unameesdo largo de su vida deberian estar
determinados fundamentalmente por sus propios tteley esfuerzos, mas que por
circunstancias predeterminadas como la raza, ekrgéros antecedentes sociales y
familiares o el pais de nacimiento. El segundogipin es la ausencia de privacion en los
resultados, en particular en los terrenos de ladsé educacion y el consumo.

Agui se aprecia claramente un rasgo distintivo deévo énfasis de las actuales
preocupaciones con equidad: la idea de “nivelaereéno de juego” antes de que comience
el partido. Iniciativas en este sentido no son pada extrafias en el discurso y practica de la
politica social de los paises del Norte, como tarapo son al discurso politico en los paises
del Sur, pero ciertamente podran venir a represemi@ importante novedad en la préactica
de la politica social de estos ultimos. En todaazbe observar la conspicua exclusion de
variables como ingreso o riqueza, del conjunto dectinstancias’ iniciales que se deberia
“nivelar” en razén del efecto que aquellas dos mbmmente tienen sobre las posibilidades de
movilidad ascendente de individuos o grupos famgifd Un segundo aspecto a ser
registrado es el principio de ausencia de privaeidros resultados. Esto equivale a tornar
obligatorio la fijacion de un piso para quienesuleh perdedores en los “juegos” de la
salud, educacién y consumo. Este segundo prinaigpdica costos fiscales inciertos cuyo
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Una posible razén por la que no es frecuentergramosugerencias de correccion ex-ante, derivquaeel ordenamiento juridico
establecido en cualquier pais tiende a presenarderechos de propiedad, inhibiendo por tanto dtiids que afecten la
distribucion inicial de factores.

La proposicion de que las externalidades son biés la norma y las operaciones de mercado la ek@ep parece
especialmente correcta en relevantes ambitos dehaper humano a lo largo de la historia. Aun negiéndonos a lo
economico, la perspectiva histérica-antropolégiedPdlanyi (1944) releva otras importantes “formasndegracion” humana —
con base en reciprocidad y redistribucion— ademedssimercados. Sin embargo, es fuera del &mbitedesico que la referida
proposicién adquiere validez plena.

Banco Mundial (2006).

La exclusion de ingreso y riqueza inicial hace dm caracterizacién del Banco Mundial —aunque ptedora— se parezca en
mucho a la manera de ver las cosas presentaddteme3.1.
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3)

4)

volumen dependerd de las restricciones que cadergobcoloque —a los individuos o
familias— para poder calificar como beneficiarios.

La CEPAL también ha contribuido con diversos doautwe al proceso de reflexién sobre lo
gue debe entenderse por equidad en el contextasdeoliticas econdmica y social. Asi por
ejemplo, en el “Pacto Fiscaly sin que ello fuera su objetivo principal— seladtaron ideas
coincidentes con las que se vienen manejando derenamasiva en esta primera década del
siglo 21: “En particular, la sociedad suele confrEstado un papel muy crucial en la
promocion de la equidad, y el pacto fiscal resumit@mpleto e insatisfactorio si ese papel se
omite, se descuida o se cumple insuficientementgli Aesultan de importancia tareas de
promocion de la igualdad de oportunidades, corespeesiones, por ejemplo, en el &mbito de
la educacion, la salud y el empleo, y tareas deeqeibn a poblaciones vulnerables”,
agregando a seguir que “no puede quedar desculdaglquidad con que se recaudan los
recursos que el Fisco emplea para éstas y pademés taread” Este Ultimo punto conecta
con otro locus clasico de la reflexion sobre eqiliida finanzas publicas: la progresividad,
proporcionalidad o regresividad de los impuestasisferencias y gastos presupuestarios, items
abordados en diversos capitulos del referido dostonéun sobre esta material el Pacto Fiscal
presta especial atencion a la relacion entre edujdavasion tributaria por tratarse de un
ejemplo de discriminacion contra quienes cumples shligaciones para con el Tesoro.
También se abordan temas como la equidad inte@gopal en relacion a los sistemas de
pensiones, y la nivelacion de los desequilibriaticades y horizontales entre jurisdicciones en
el marco de las relaciones fiscales interguberntatesny de los procesos de descentralizacion
fiscal, entre otros. Todo ello refleja un fuerteends por la equidad, pero basicamente limitado
al ambito de lo fiscal. Es posible que ello hayed®e que ser asi y que en realidad no pueda ser
de otra manera, como ocurre cada vez que un temestdetipo es abordado desde una
perspectiva sectorial. En tales casos, el manéjted® presenta limitaciones obvias, propias
de las especificidades del sector desde el queisa  que pueden ser hasta potencialmente
contradictorias con el manejo del tema en otrostémbe reflexion o de accion publica. Solo
una vision sistémica que integre y coordine susrdos aspectos puede aspirar a superar dichas
limitaciones, aunque ello nunca podra evitar, penta, la aparicion de nuevos riesgos.

Un ambicioso intento de integracidon en dicha didetéue la contribucion de CEPAL (2000).
En ella, equidad es vista como “el eje principalt@mo del cual se requiere reorientar los
patrones de desarrollo de la region” y “la varadamental para medir la calidad del
desarrollo”, siendo caracterizada como “la redutcié la desigualdad social en sus multiples
manifestaciones”. Esta vision del tema destacaspaamplitud conceptual, con lo que abre
paso a multiples posibilidades de intervencion ipdbpara asegurar mejores estandares de
equidad, como lo ilustra el siguiente pasaje: “..flestes de las desigualdades se encuentran
en distintos ambitos de la vida social y econdmiqeor lo mismo, las intervenciones en pro de
la equidad deben contemplar esta variedad de &anbBitw tal razon, es importante ampliar la
nocion de equidad considerando distintos aspeatestignen que ver con la igualdad de
oportunidades al inicio y en las trayectorias dg dixlos educativos y del empleo; con la
igualdad de oportunidades para acceder al bienesti@rial pero también para participar en
decisiones y en el espacio publico; con la iguatttadportunidades para acceder a los sistemas
de justicia, a la seguridad ciudadana y a estilsvida saludables y con la igualdad de
oportunidades para acceder a multiples fuentesodecomiento e informacion y a redes de
apoyo social y de otra indole”. Esta interpretadidistra bien la tendencia previamente
indicada —hacia la ampliacion y reconocimiento iexpls de derechos ciudadanos que se ha
venido registrando en las ultimas décadas— al mimpo que la propuesta reconoce un solo

50
51

CEPAL (1998).
CEPAL (1998), cap. I, 9.
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5)

limite objetivo a las posibilidades de interveneigrproequidad: el apego irrestricto a la
restriccion presupuestaria del gobierno y a lagovesion de los equilibrios macro-fiscales.
Asi, por ejemplo, se dice que: “La vigencia deDd&sSC ha de ser compatible con el nivel de
desarrollo alcanzado y con el “Pacto Fiscal” guevalezca en cada sociedad, evitando que se
traduzcan en expectativas insatisfechas o en désdgs macro-econémicos que afecten, por
otras vias, a los sectores sociales que se bustsg@r. La equidad, en este sentido, debe
entenderse en relacion con el establecimiento desmee la sociedad sea capaz efectivamente
de alcanzar en estas areas, tomando en cuentaeswd@idesarrollo. Es decir, su punto de
referencia es lo realizable”. Al parecer nos eneonbs ante una paradoja, 0 mas bien, una
contradiccion: por un lado se esta dispuesto a@rentoda intervencidn capaz de mejorar los
estandares de equidad, mientras que por el otdejaeclaro que la implementacién de tales
iniciativas esta subordinada a lo que dicte el t®&iscal” vigente. Tal enfoque subordina la
provision de equidad —un bien publico intangibleviamente presentado como eje principal y
vara fundamental para evaluar la calidad del delfa+ra lo que el Tesoro Nacional pueda
financiar. En la medida que asi sea, la propuastgaata equivale a una decision ética que
acepta que haya paises con derechos humanos dggdlase y otros de segunda o tercera
clase. En el limite puede interpretarse como qda pais puede aspirar a la equidad que su
Tesoro Nacional pueda financiar.

Més recientemente, CEPAL (2006) dio un nuevo pasta g@rofundizacion de estos temas,
enfocando la atencion en la proteccion social destérun marco de solidariedad integral que
contemple mecanismos contributivos y no-contritngivEn este documento se reconoce la
necesidad de asegurar una politica social de estmo objetivos y financiamiento
permanente, de modo que la provision de equidadgpaeedar garantizada sobre bases
estables, libre de periddicos vaivenes. Asi selaedize: “Un acuerdo o pacto social (y
fiscal) es el principal instrumento politico de solidacion de las politicas sociales a
mediano y largo plazo”. El “blindaje” del segmemtel gasto social que se considera mas
importante cumple un doble propdsito. Por una péaterioridad recibe el acuerdo politico
explicito en el &mbito parlamentario y, por la pga aseguran los recursos fiscales para el
financiamiento, lo que permite dar continuidad terapa los programas pertinentes. Como
puede apreciarse, la perspectiva aqui es difeeefdede CEPAL (2000). Por un lado, se
plantea simultaneidad entre los pactos socialoafis€Esto Ultimo parece bastante razonable
como descripcion de los procesos de negociacidtiqaofjue deberdn ocurrir a fin de que se
pueda hacer convergir lo deseable (en cuanto aspyovde equidad) con lo posible (en
materia de financiamiento). Por el otro lado, see@p una propuesta clara en cuando a
“blindar” recursos presupuestarios para el segmpntwitario del gasto social. Una forma
de implementar esto ultimo podria inspirarse egue es la practica del financiamiento del
sistema de pensiones —tanto de beneficios commuigiluciones definidas— a través de
contribuciones con destino especifico. Aunque kodaxia fiscal normalmente rechaza
impuestos de ese tipo, quien sabe se puedan expléeenativas para algin segmento del
gasto social que se desee proteger. En todo @apmpuesta aqui comentada representa una
opcién ética encomiable ya que busca asegurar navisign basica de equidad, dejando a
las autoridades fiscales la responsabilidad deafcespacio” presupuestario mediante
reasignacion de prioridades de gasto

En resumen, este rapido y selectivo recorrido porliteratura nos muestra que la

caracterizacion del concepto equidad estd rodemdoarme complejidad y que su significado varia —
mas alla de coincidencias inevitables— segun latéueonsultada. A su vez, la idea de armar un pacto

52

Sin embargo, cabe observar que el documento CEP®@Q6) presenta ocasionales paralelismos con CERBQO0), en particular
respecto de la necesidad de tomar “...como basedsibilidades fiscales de los paises” a la horangeulsar reformas y de
construir “un nuevo pacto social basado en el thereda proteccion social”.
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fiscal para promover equidad puede explorarsevadrde preguntas que coloquen en blanco y negro
donde estan las prioridades. ¢ Queremos asegurarentzaprovision minima de equidad con caracter
universal, para lo cual se esta dispuesto a adécwstructura de ingresos y gastos presupuestarios
hasta viabilizar el financiamiento requerido? eralativamente ¢ Se toma como dato la capacidad de
financiamiento del Pacto Fiscal vigente, y en fanale ello se determina la oferta de equidad que es
posible proveer a través del presupuesto publiamprimero significa plantear un “Pacto Etico-
Social” y resolver desde su interior los dilemasceslos al necesario “Pacto Fiscal”. Lo segundo
significa resolver la provision de equidad desd@grior de un Pacto Fiscal. Lo primero supone
priorizar la oferta de equidad y subordinar a ellasegurar los recursos necesarios. Lo segundo
implica un enfoque en que los equilibrios macrodiss vienen primero y luego sigue el resto,
incluyendo en ello lo correspondiente a equidadoiimero parece ser el enfoque basico adoptado en
CEPAL (2006), en cuanto que lo segundo parece ggadyertido mensaje de CEPAL (2000). Dada
la comprensible influencia del contexto en la deieacién de los resultados, no se puede descartar
que las buenas noticias transmitidas por las csidistzales en afios recientes pueden haber quedado
reflejadas en la posicion del documento del 200éntmras que los modestos resultados fiscales de los
ultimos afios de la década pasada y comienzosalegésta hayan de alguna manera condicionado la
del 2000. Lo cierto es que la clasica tension datdeseable y lo alcanzable parece recordarnas, un
vez mas, cuan estrechos son, los estrechos lidetiesposible.

5. Algunos comentarios finales con foco en El Pacto Fiscal *®

En este ensayo se ha enfocado el estudio de CEBR®@8) que organizd y sintetiz6 parte
importante del pensamiento de la casa sobre el@stgperspectivas de las finanzas publicas de
América Latina y el Caribe hacia fines del sigloXXEn esta seccion final se presentan algunos
comentarios complementarios respecto del referatmajo.

La institucionalidad fiscal formalmente vigente am determinado momento esta
caracterizada por instrumentos con valor juridagel como los cadigos tributario y aduanero, las
normas y procedimientos para regular las etapagprmbeleso presupuestario, las reglas para el
manejo del déficit, la administracion de la deudéblipa y las relaciones fiscales
intergubernamentales, como también, por el conjdatmedios e instrumentos a disposicion de las
autoridades gubernamentales para asegurar el curaplo de lo anterior. Ella refleja visiones,
creencias, tradiciones y el resultado de negoaiasigpoliticas y “acuerdos” —frecuentemente
implicitos— heredados del pasati&Entre estos Gltimos destacan los que sirvenagddsito mayor
de anclar ideas, imagenes e interpretaciones dguéo la sociedad colectivamente entiende
adecuado o deseable en materias tales como e| nomposicién y tendencia del gasto y de la
tributacién; la distribucién de responsabilidadesgdsto y la atribucién de potestades tributarias
entre diferentes niveles de gobierno; los modadsteevencion y gestion gubernamental; el sistema
de financiamiento de los diferentes poderes deldésy niveles de gobierno, entre otros. Y si bien
es cierto que tales “acuerdos” —formales o infoesakxplicitos o tacitos, parciales o globales,
permanentes o transitorios— se refieren principalen@ materias de naturaleza fiscal, conviene
mantener presente que ellos solo adquieren septafw dentro de una cierta concepcion de
desarrollo y vision del rol del Estado en la vidar@mica y social.

Asi es que un Pacto Fiscal puede asimilarse a umplego “contrato” cuyas clausulas
integran consensos respecto de lo que puede y-delm@— hacer el Estado en las &reas fiscal,
econdmica y social. Cuando dichas clausulas pasan euestionadas y eventualmente rechazadas

5 CEPAL (1998).

% |a institucionalidad fiscal se complementa porcomponente informal (ej. actitudes, usos, costemprtradiciones respecto del
cumplimiento de las institucionales formales, tambo parte de la poblacién contribuyente y benafiai como de las autoridades
publicas), de importancia fundamental para detameéhresultado neto de aquélla.
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por actores que denuncian su inequidad o incohiereespecto a la realidad circundante y/o a la
concepcion de desarrollo que la sociedad trata rdengver, entonces, las finanzas publicas
tenderan a fragilizarse por dos vias.

La primera resulta de conflictos distributivos egldos en el ambito del presupuesto publico
y materializados en presiones sobre el nivel, camopn y tendencia del gasto de gobierno. Este
es el caso, por ejemplo, cuando los partidos po#itia cargo de la administracion del Poder
Ejecutivo deciden usar la maquina del Estado —deemaaparcial- para financiar con dinero
publico sus campafas electorales; o cuando eldoalismo publico presiona por la recomposicion
de sus haberes; o cuando los jubilados reclamestigeracion de la capacidad de compra de sus
pensiones; o cuando los gobiernos sub-nacionaéssopian al gobierno central para que aumente
el volumen de transferencias en concepto de copEtion de impuestos, etc.

La segunda resulta del abandono, rechazo, boidenoncia del “contrato”, debido a falta de
consenso sobre la equidad, validez o aplicabilidesls clausulas. El disenso en esta materiatddddi
lazos de adhesion al Pacto Fiscal y —en conseedeglajrado de cumplimiento de las obligacionesy |
ingresos del Tesoro Nacional (gj. a través de rheasade evasion impositiva y/o el accionar de kxbbi
dedicados a la captura privada de rentas pubkgagrésionando por la creacion de nuevas y cesativ
formas de incentivos tributarios y/o la ampliadienos ya existentes).

5.1 Acerca de la tradicion contractualista

La metéfora del Pacto Fiscal como “contrato” que partes pueden denunciar y eventualmente
rehacer, se inscribe con naturalidad en el eseepalitico y gubernamental de América Latina. En
efecto, este dltimo registra una amplia y largaeerpcia histérica en materia de “renegociacion” de
todo tipo de contratos, desde las méas recientesida$é a concesiones en infraestructura fisica
pasando por comentadas renegociaciones de la debeen, sumado a un heterogéneo listado de
“renegociaciones” unilaterales de cursos de palitio de reglas de juego (ej. abruptas devaluagione
y cambios de régimen monetario, sorpresivos congefdos de precios y salarios, inesperadas
fijacion de retenciones a las exportaciones y/cu®s de exportacion, erraticos “stop-and-go” del
gasto publico, reiterados pedidos de waiver de comigos gubernamentales establecidos en Cartas
de Intencion ante organismos financieros multidésy;, reformas estructurales y/o reformas del
Estado)’, hasta frecuentes “renegociaciones” de lo que afgirituosamente podria llamarse “la
madre de todos los contratos”, esto es, la ConstitiNacional del pa5f§

Cuando se evalia el conjunto de antecedentes redighidos, es dificil escapar a la
conclusién de que en América Latina existe unaissaa “cultura” de renegociacion de contratos
de interés colectivo, promovida por comportamiemossiempre compatibles con este ultimo, de
dirigentes de las clases politica y tecno-burocaiddi cargo de la administracién de los poderes del
Estado. Dada la dudosa reputacion doméstica enatienal que la reiteracion de tal conducta
implica, no deberia sorprender que los costos ales#iccion de negociar nuevos “acuerdos” o
“contratos” tiendan a ser elevados -y probablemerdeientes en el tiempo— debido a los altos
riesgos de incumplimiento o default que dicha calfropicia.

No obstante lo anterior, las propuestas de redéimide “Pactos” y/o “Contratos” de interés
colectivo parece estar en auge en la region. Esteefen adicion a la ya comentada propuesta de
“Pacto Fiscal®, la propia CEPAL avanz6 posteriormente proponieadas paises de la region un
“Pacto de Cohesion Sociél'y mas recientemente ha retomado el tema, adetimtara propuesta

55 Estuche et al. (2003), Guasch (2004).
% BID (2007).

57 Lora (2006).

%8 Gargarella (1997, 2004), Schor (2006).
5 CEPAL (1998).

60 CEPAL (2004).
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de “Pacto Social” o “Contrato Sociét'orientado a la proteccién social, con base enctieseque
reconoce como universales, pero cuyos estandaresnglementacion son contingentes a la
disponibilidad de recursos derivados del “Pactodiis

El metaférico lenguaje anterior ha ido ganando sidines entre quienes trabajan en temas
de politica social, quiera sea para canalizar @raguestas de “Contrato Socfalb para presentar
ideas y proyectos propios en materia de politieasqiiidad, inclusion y cohesion sotlahunque
la terminologia de Rousseau (1765) no siempre salesnanera explicita, la idea subyacente en
todos los casos parece ser la de identificar ujuntmminimo de aspectos o condiciones de interés
fundamental que todas las partes involucradas -estgmente— querrian ver atendidas e incluidas
en un nuevo “Pacto” o “Contrato”.

Lo anterior da lugar a tres tipos de posibles mnolals para quienes se interesan en estos
temas. El primero puede apreciarse revisandodeatitra aludida en este trabajo y verificando que
cada autor o institucion ha generado su propia kit condiciones o aspectos relevantes para
integrar un nuevo “Pacto” o “Contrato”, o —usandw uerminologia algo menos saliente— para
orientar el curso de las politicas sociales. Yisnkalgunas de dichas listas son coincidentes en
algunos items, aun cabe preguntar: ¢qué critedas para seleccionar el mejor conjunto de
tépicos? ¢ mejor para quién y en qué sentido?

El segundo problema queda sintetizado por la eiqrésl diablo esta en los detalles”, esto
es, aunque fuera posible lograr un acuerdo entpar&s respecto de los temas, asuntos o tépicos
bésicos que debieran ser considerados (ej. eqailistructural de las cuentas publicas, eficiencia
en la asignacion del gasto gubernamental, transpiardiscal, democracia), ello no asegura los
acuerdos politicos que al final del dia puedantzgran “Pacto” o “Contrato”. El que ocurra esto
ultimo depende finalmente del detallamiento queagg de cada una de sus clausulas.

En tercer lugar, no se debe perder de vista queomjunto de condiciones generales
perfectamente razonables al considerar-las sepaegda una a una, no necesariamente constituye
un todo armédnico y perfectamente compatible eritr&sta fue precisamente la contribucion de
Arrow, quien afos atrds mostré con su “teoremandgosibilidad” la dificultad de conciliar
simultdneamente un conjunto de condiciones que prirtipio— parecian faciles de alcanzar.
Primeroque los procesos decisorios o de elaboracionatetato, fueran de tipo democrético, o
que no siguieran un proceso dictatorial, sequqae se obtuviera un resultado, eficiencia en el
sentido de Pareto, tercempe las preferencias agregadas de la comunidadnfymerfectamente
ranqueables y que se cumplieran propiedades dsitividad y por_ultimo otro criterio que
también parecia razonable, es de que la elecciblicplirespecto de un conjunto de alternativas,
llevaran en consideracion la preferencia de lodazlanos, respecto de ese conjunto de alternativas
y de nada mas, o sea, cuando hay que decidir salbcesa nos concentramos en ver cudl es la
preferencia de la comunidad al respecto de est@sgonos olvidamos del resto.

Sin embargo, es imposible aunar y respetar simedt@ente estos cuatro principios, por lo
tanto, o uno se olvida de eficiencia en el sentiddPareto o uno se olvida de democracia, o uno
admite que trabaja con ciudadanos y con agentepupsen actuar de manera inconsistente, etc.
Evidentemente, en la formulacion de un pacto fipeah Ameérica Latina, estaba siempre flotando
en el aire de que las condiciones que deberiamlosacmara que fueran discutidas, tenian que ser
relativamente pocas, porque de lo contrario surgeansistencias (como le pasaba a Arrow) y
tenia que ser suficientemente relevante para lwsescrelevantes que tienen algo que decir en la
discusion de un pacto fiscal.

61 CEPAL (2006).
62 Ver por ejemplo Birdsall-Menezes (2004), Bird$a006).
8 Ver por ejemplo Moreno (2005), BID (2006), UN ().
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En “El Pacto Fiscal” se seleccionaron cinco catiegop grandes temas que parecian que
atendian a los intereses de diferentes tipos deesctPor una parte, se trataba de proseguirda tar
de consolidacion de las cuentas publicas, estoagsemer posiciones de relativa disciplina fiscal.
En segundo lugar, postulamos la indispensabilidadhdjorar la productividad del gasto publico,
en tercer lugar, se propuso la necesidad de intiodweciente transparencia en la gestion
gubernamental y particularmente en el area fiscatuarto lugar, se introdujo la idea de que tenia
que preservarse criterios de equidad en la ge§iséal y por ultimo, que todo ello tenia que
hacerse dentro de un ambiente que respetara asitdemocraticos. Con ese ultimo punto, se
producia una aproximacion al primer punto del tearede Arrow (democracia), con el tercer
punto, mejorar la productividad del gasto publise, producia una aproximacion a la idea de
eficiencia, en el sentido de Pareto; con la idedraesparencia, se buscaba cambiar la manera
como se manejaban las finanzas publicas en nunseqaises de la region; y con la idea de
equidad, se introducia también la consideraciojustécia en el razonamiento. En el teorema de
Arrow la idea de eficiencia significa al mismo tigm elegir un criterio de justicia, pero un tipo de
justicia muy especial en el cual las consideragatistributivas a los conflictos distributivos no
tienen cabida, de modo que eso evidentemente ria pedparte de nuestros argumentos.

Debo decir, sin embargo que en ningln momento seilgo ni fue discutido ningln criterio
explicito de justicia para orientar la busquedandsor equidad. Por lo tanto, apunto aqui a un
pilar intelectual flojo de la construccion de eptxto fiscal. Como se privilegié la busqueda de
mayor equidad, se termind eligiendo el lado maseaan convencional, y en lo que tiene que ver
con materias tributarias, postulamos que fuerameodable para los paises de la regién,
seleccionar esquemas o sistemas tributarios quidegiaran progresividad en al tributacion antes
que regresividad. Nos dejaba muy intranquilos wades de cosas, que hasta ahora no se ha
cambiado, y por el contrario se ha solidificadoe @s la extraordinaria preeminencia de los
impuestos indirectos en las estructuras tributalga8meérica Latina.

Por el lado del gasto publico postulamos el aumdetta productividad de este gasto, pero
careciamos considerablemente de informacion baséchyena calidad respecto de lo que eran las
formas mas redistributivas de ese gasto publico.

Posteriormente, la CEPAL ha publicado textos irsi@nées en los cuales se hace referencia
al impacto que puede tener el gasto publico enaaildic primaria, secundaria y también en salud y
nutricion, y en este sentido, esta informacién stave disponible para nuestro razonamiento.

Como se puede apreciar, el tratamiento del temaquédad, fue hecho de manera muy
convencional, sin ninguna sofisticacion mayor cdengue supondria adoptar una idea, nocion o
teoria de justicia. Personalmente siempre lo refeccon un posicionamiento de tipo rawlsiano en
el que se acepta implicitamente, pero sin nunegl¢ral centro de la discusion, la idea que deberia
en igualdad de condiciones, privilegiarse la maydg los que se encontraban inicialmente en una
posicion mas desprotegida. Creo que lo que sednado durante estos diez Gltimos afios y que se
encuentran en las estadisticas de la CEPAL, y qgrramente ustedes van a tener mas
informacion, este aumento del gasto publico soatgistigua al menos, que esa recomendacion en
la region fue aceptada.

En primer lugar vale la pena mencionar que a pls&iaber dedicado un espacio importante
al tema equidad, El Pacto Fiscal no explicita ehiate y profundidad de los compromisos ético-
politicos que mantiene con dicho objetivo. El conmpiso con este Ultimo se percibe claramente,
por ejemplo, en la biusqueda de progresividad elisefio de instrumentos fiscales, tanto del lado
tributario como del gasto publico. Sin embargo xylieita cudl seria la estrategia mas conveniente
para mejorar los estdndares de equidad, esto eg, gbnsidera mejor impulsar inicialmente la
construccion de “islas” de equidad en algunos &mbit sectores seleccionados (ej. nivelar la
posibilidad de ingreso de todos los postulantesellicacion primaria), o si se considera preferible
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impulsar —simultaneamente— el desarrollo de vemdadiontinentes” de equidad (ej. nivelar las
posibilidades de acceso de la poblacion a educasidind, vivienda y seguridad social, por
ejemplo). De més esté decir que los recursos fisaalqueridos en cada caso no son los mismos.

En segundo lugar se nota la ausencia de refereamasa de otro dilema clasico en materia de
estrategia para alcanzar el objetivo deseado: gaismio o tratamiento de choque? Dada la naturaleza
esencialmente politica del proceso de discusiamdeacto Fiscal, cabe imaginar que la clarificadén
este aspecto deber& ocurrir a lo largo del cariindgodo caso, dado que las reformas involucradas po
la negociacion y aprobacion de un nuevo Pacto IFsceeventos poco frecuentes y que tienen lugar en
ambientes de “segundo mejor”, cabe imaginar quéllagLestén rodeadas de considerable incerteza —en
el sentido de Knight— respecto de lo que seriamesibles resultados. Todo ello sugiere —a priori—
ventajas a favor de la adopcion de procesos demafie tipo gradualisth

En tercer lugar cabe reconocer que cuando lasidades de un pais se proponen organizar y
llevar adelante un nuevo Pacto Fiscal, por lo gériemen que tratar de alcanzar varios objetiyos,
no tan solo uno, aunque éste sea tan importante tmmrar mejores estandares de equitidgllo
hace que un proyecto de Pacto deba ser planteagto @mntexto que trasciende lo meramente fiscal.
Dado que un Pacto Fiscal tiene implicaciones paktique van mucho mas alla de lo que podria
derivarse de una convencional reforma tributaripresupuestaria, idealmente se requiere, por
ejemplo, explicitar la concepcién de desarrollo geautoridades tratan de promover. En la medida
que esta Ultima coincida con una perspectiva anpliategral de desarrollo, la politica social
probablemente tratara de impulsar la formacionadatinentes” —en lugar de “islas”- de equidad, y
en consecuencia debera pensarse en un proyectxibeHscal mas ambicioso e innovador. En otras
palabras, si las autoridades manejan una integidatdel desarrollo como un proceso de progresiva
expansion de las libertades individuales en diwepsanos (ej. econdmico, politico, social y culura
entre otros) que se refuerzan y potencian mutu@menta Self entonces deberan pensar en un
proyecto de Pacto Fiscal mucho mas exigente queieelpodria inspirar una vision del desarrollo
estrechamente tecnocratica, como la que ha domiadideratura econdmica de las Ultimas décadas y
que tuvo en Lewis uno de sus representantes paratitbgs’.

% Erbas (2002).

El titulo del trabajo puede invitar a razonatéminos de la regla de Tinbergen segun la cuauésridades a cargo de la politica

econdémica precisan controlar al menos tantos im&ntios como objetivos deban alcanzar. Segun lgiantan Pacto Fiscal (el

instrumento) siempre podria asegurar los estandlresquidad que se hubieran fijado (el objetiva. &nbargo, este tipo de

analogia es inapropiado para el caso en pautaalalide desconoce los supuestos de linealidaduipyacen a la referida regla, y

también, porque arbitrariamente supone que un Fstal puede ser dirigido a tan solo un objetiggdlitica publica.

% Sen (2001), CEPAL (2000).

7 Seglin Lewis (1954) el desarrollo econémico co@sis.en el proceso por el que una comunidad queigrente ahorraba e
invertia 4 6 5 % del ingreso nacional, 0 menodrasesforma en otra que pasa a ahorrar voluntarissrarededor de 12 a 15% del
ingreso nacional, o més. Este es el problema deptejue el aspecto central del desarrollo econdras rapida acumulacion de
capital (incluyendo conocimientos y habilidades ebnapital”. Esta perspectiva, de mas esté degitiene conexion evidente con
consideraciones de caracter distributivo, ni citeros de equidad, justicia o ética.

[}
a
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1. Ponencias

1. Adrienne Cheasty

Thank you very much. Mr. Machinea, very distinguisrticipant. | am
speaking on behalf of Teresa Ter-Minassian, whoatlgtwithdrew the
conference in the last minute, as Mr. Machineaaixet!.

She sends her very sincere apologies, this corderenvery
special to her in particularly for its twenty aneisary, and because it
shows cases originally of fiscal debate in Latingkiwa, which brings
me to my first point.

On behalf of the MIF, and probably, on behalf oémiody here,
| would like to say thank you to CEPAL, becausein@merica is in
better fiscal shape than | think was every considlgrossible 20 years
ago, and at least some of the credit must go toACERBNd to this
seminar, for its success in raising awareness sgalfissues in the
region offering and influential forum for policy tkers and academics to
debate policies and keep up with best practiceshanithg a regional
influence by CEPAL well targeted resource agendbparblications.

This discussion is about the fiscal pact, so thedli pact is one
of the most important example of a very well taegeagenda, despite
the fact that | have said all these nice thingsuailtioe fiscal situation
in Latin America, it is clear that the work agernidahe pact remains
unfinished and it will be probably valid for thext®0 years, so | want
to use the rest of these comments to point to pegenda items that
could form the work under the umbrella of the pfmctthe next 20

55



CEPAL - Serie Seminarios y Conferencigsa34 Las finanzas publicas y el pacto fiscal en Acaékatina

years, just to remind you of the five fundamentajeatives of the fiscal pact to consolidate fiscal
adjustments, to raise productivity public spendittgmake fiscal activities more transparent, to
promote equity and to support the development pfateatic institutions.

| am going to spend most of the time on consolidathe ongoing fiscal adjustments, after
all come from the MIF. My main point is good fisgarformance may not be robust to unfavorable
international environment. A recent study of thexdéFfsuggests that more than half of variation in
Latin America’s GDP can be explained by externalckis.

So even though the starting position in the reg#gogood, a positive output gap, it is also
clear that inside risk has increased for the regidth the recent instability of the world stock
markets, the base line forecast you see in thistalias done by our Western Hemisphere
regionalized team near the end of last year wasrédhe recent turbulence, by the way | should
mention the charts you see are from the origintlbold, while the consensus is that Latin America
is much better prepared to other external shocds thwas in the past, you can see from the risk
analysis that growth could tell us quite sharphgliand it would probably be in the base line, when
| am revising our projections.

This chart shows the fiscal situation going to 200@ significant revenues gains of the last
four years, you can see how high fast revenuegisirgg, these are already tailing off, where
spending growth is not, it is still exceleratingdaso the primarily sources that have been built up
under very tough circumstances, they are begintuirsgouse.

This chart is more one and one, because it showsneliture grows has not been uniform
everywhere, it began to be moderate in South Araeriad in Mexico. So returning to my fist point,
the main topic of discussion should be how beshsalate Latin America fiscal gains over 2000,
from potentially out-coming targeting fiscal.

The second word is to consolidate the issue thaesaspects of the political environment
would be different in the coming 20 years, herem thinking in particular of the impact of
financial globalization on fiscal policy, so | amlking about potentially already evidence, easier
access to market financing, maybe and of coursailkeee more original capital losses.

So, a first question is whether easier market fiitajn would strengthen our undermined
fiscal discipline. On one hand, we have seen thattarket has been disciplined on fiscal policy.
A study by the Fund of 2007 presents a 2% increatee GDP in the fiscal deficit of the remained
original markets raises foreign and domestic imiestoy 20, 30 points in respectively, although in
an unhopefully bumpy wave varies continuously.

However, on the other hand going forward it is pagsthat foreign financing remains
abundant, the effect of governance in incredib&ksripremiums maybe dumped and this may
reduce the physical costs of fiscal slippage, sohaee a policy measure here, we need to see
measures to strengthen market discipline of fipadity, and this will include moving away from
domestic capture sources of governance, finanandgopening up of the market, as well as given
the market more information about, by increasirgngparency, information and government
borrowing, public debts, fiscal risks.

A second implication of easier access to markedrioing is its option for countercyclical
policies will increase, this sounds good, but thallenge is how to install discipline and get
countercyclical policies in good times, since inihaAmerica historically for savings and dawn
terms offset the very pronounced pro-cyclical gelcof outerms. Teresa has co-edited a book
which looks such instruments, since all of you wank fiscal rules, secondly adjusts fiscal
balances, expenditure targeting.
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So, just to take a couple of examples, there andifigs that are coming up with suggests
that cyclicly adjusted balances could be improveanf public purposes, by, for example, taking
into a kind of chain in an output composition whestimating output gaps. By using a last estimate
directly from tax and expenditure laws rather thl@ rule of thumb that we pretend to use, by
looking at times economic outputs and time balamatter than their levels, because the score for
error goes on quite significantly and by establighi row for independent fiscal agencies.

Now, talking about the potential for contra-cyclidiscal policies, we have to re-look the
size of fiscal multipliers as financial globalizati increases, because this may be different than in
the last 20 years, for example, we may see thectaslit out. On the other hand we may see more
sensitivity on domestic industry rates on fiscdigies as government gives up different sources of
financing, we see more trade openings, whichsugposed to reduce fiscal multiplier, although in
fact a study we did on OCDE countries, this impaauite limited by 10%, and finally multiplier
is maybe different because it is higher, so wittidseaccess to credit may become more redundant,
that could offset fiscal contraction by increasimgrowing.

A related question here is whether debt tolerancthé region remained the same, a few
years ago estimates of same ratio were depressingd very low, around 25% of GDP, but more
recently two things have happened in Latin Ameiiteemerging markets, the terms on which
domestic market has improved. We see now fixed @osipvith Mexico that has succeeded in
issuing of 30 year coupon bonds and so we see ghew domestic as a total debt has raising
significantly, and also the shares of domesticengy by non residents has risen, something we
have told that it could never happened. So botihede facts have implied lower risks, suggesting
that the tolerance of emerging markets for thdaiigely to be increasing manouvres, this sounds
good because it offers governments moving forwaundhmncrease room to manouvre.

On the other hand, it risks a resurging of all peots, it will be important to maintain a
balance between local and foreign currency gapsdoce the temptation to inflate in the way local
gaps, as well as to establish borrowing bench nmriker example, for corporates, more over, it
would be important to ensure that government bamgwbanking system does not lead to
inefficiencies and the late development of domesdigital markets, and finally, it is still not ctea
whether original sin has been redeemed from itloether it will return if lower credit tightness.

So, it is too soon to congratulate ourselves oreing that tolerance. | want to finish this
discussion on the topic on fiscal consolidation,tbyching on the capitalized flow issue, since
Latin America policy makers are frequently struggliwith the dilemma of how much to use the
exchange rate rather than fiscal policy or stexilan, or capital controls, in dealing with capital
inflows. We have done a lot on source here, pdaituin the wake of the Asian crisis, but this
prescription is not so new, where there are case Wiscal tightening is not appropriate, very
often it is the right instrument.

Here the new targeting in this domain is pre-positig fiscal policy. Since we expect high
capital markets volatility, and this is my mességat we need to be considered, how to anticipate
the downterm and be ready to respond to it, higiitalmarket would for example, the project
was projected actually before this turbulence adhplding capital flows to Latin America 2008,
which is amazing, the message is that fiscal pddicguld be prepositioned to be as credible as
possible and having much flexibility that could pessible, so it can respond optimally to any
future shocks that we think may hit the regionhia hext year or couple of years.

So, this gives me a good lead to the next corebfdadive in the fiscal pact, mainly to raise
the productivity on public expenditure, just a cleupf remarks here for Latin America at the
moment it seems to me the prepositioning is largehans savings on the spending site because as
we saw revenues are desacellerating along with thoand the outlooks for revenues have been
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quite pessimistic. So, in my view, perhaps the kaglone, unfinished, perhaps on starting fiscal
reform for the region is to tackle budget strategimandatory expenditures revenues e-marking
someone mentioned before addressing this refortimeiryear 2000, but the abundance of revenues
since then have dumped incentives, taking on tifficdt political battle, it maybe become
imperative to do this in the near future.

A second point is the infrastructure gap still rémao be closed and so it will be wrong to
rely on public investment as a fiscal adjustmentmamism which has usually been the case in the
past. Instead it will be imperative make publicaatment more efficient, let me mention specific
issue, the goal of improving public investment lkynoving an internal constrain on high return
investment by well run public enterprises. Onehaf problems we have seen in public enterprises
is that they tend to create contingence liabilifsgovernments with the perception they will be
actually built up because they belong to the gawemt.

So, it is quite to ensure that the financial prablef public enterprises don't come as a
surprise to governments, when it is too late tondach about it, that so much emphasis has
traditionally been placed on including public eptiges in fiscal targets, remember Mario Marcel
is a very distinguish critic on this approach. Hénped out the problem, that the inclusion of pabli
enterprises in fiscal targets contrain investmdmsgood enterprises which otherwise could
contribute more to what they have been doing.

So, under pressure from Latin America, after growtie Fund came with the criteria for
permitting low risk public enterprises to be exaddrom fiscal targets, these are the ones you
would expect defining good public enterprises, patedence, good governance, financial
stability, etc.

To our gratification we are finding that alreadyn®d countries have begun to use these
criteria as a road map for public enterprises farmd reduction of an important category fiscal risk,
so we are beginning to see public enterprises fortha kind of a direct attack on fiscal rescue and
public enterprises. As a fertile area for potenpiaigress over the next 20 years, because certainly
it will not be happening overnight.

This work is very much in line with the target gadilthe fiscal pact to make fiscal activities
more transparent. In fact, if | have to name onecesisful and concrete relation in fiscal policy
over the last 20 years, | think the use of the pavfdransparency to influence fiscal policy would
have to rank almost at the top. It is also a véegrcarea where more work could be done, standards
and codes to best define practice. In the Fund ave lntroduced some reports on standards and
codes and the ITI in this focus on well producérg, this still needs to be updated and we would
like to see more evidence of the countries benckimguagainst international standards.

It is also clear that comprehensive sites and radng can help to reinforce fiscal risks both
traditional ones and emerging new ones. | mentigigdpublic enterprises but there are also new
types of risks that need to be mastered in puple tinitiatives in more and more complex and
financially engineering government guaranties aiiith Viabilities, and this could be expanded to
cover pension and environment, since these arly likde big issues.

So, maintaining fiscal transparency and applyirgrttshould be a major fiscal work for the
next 20 years.

| think on the fiscal pact to promote equity itadittle depressing, it is all obvious for us,
something has been made and the cost of ineqbiebecome higher and harder to ignore. Some
explanations for these inequities costs by fisaabulences persuasive and | very much welcome
our very thoughtful examination of the core of ireblem, but speaking from a policy perspective
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we can't just sit back and so | am very happy then Pablo Jimenez excellent project is designed
to confront this issue, and to identify policiesagtgies.

In my outsider view, priorities have to be overcome.atin America to have an effective
income tax and more generally to improve complianbeit | look forward to get a deeper look of
the issue in Juan Pablo’s out-coming session.

Finally, | think this goes to congratulate demoicramstitutions on the first goal of fiscal
pact. On the fiscal side budget transparency aodsacto information have obviously strengthen
public transparency and accountability.

It seems to me that in the countries fiscal resipditg laws demonstrate the maturing of
democratic process in the region. The public iglgadly coming to understanding, that it is not
enough for fiscal policies to be democratic, budyttalso have to be responsible. Here we have
made some progress mainly with failed experimemtearning how to make fiscal responsibility
legislation better.

Transparency and accountability key, for exampl®all covering is the key to avoid
distortion in allocating responsibilities in diffat parts of the public sector. We find rules that
are probably important, because there are policlkensawith more space to manouvre, and if
rules have to be numerical, it is even more imptrta follow best practices on transparency in
the region.

Effective inforcement mechanisms are also keyHterdredibility on the framework and it is
also important that such legislation being integgatvith a broad order environment of public
finance legislation.

So, we think we are still in the influence of fifcasponsibility legislation for a lot of
scope for financing such laws and exploring nontjwall institutions to back their application
along the line of Chile’s very successful instituts, these are the most interesting projects for
the next 20 years.

So, please CEPAL keep heading into this work agelrape | have not been to broad scope
in my wish for the solutions of fiscal problems.idt clear your leadership is needed over the
coming two decades. Thank you very much for thekvgorfar and good luck.

2. Mario Marcel

Muchas gracias por tener nuevamente la posibilitagarticipar en este seminario, yo creo que he
estado en mas seminarios que Ricardo, porque \amtpépoca de Juan Carlos Lerda a participar
en este foro.

En esta oportunidad toca discutir dos planteamged&Juan Carlos Lerda y de Vito Tanzi,
donde basicamente lo principal que tienen en coeslel destacar la relacion que existe entre el
lado del gasto y el lado del financiamiento delt@epublico y profundizan sobre algo que en
buena medida enfatizé la propuesta de pacto fidedh CEPAL, que es tratar de romper esta
compartimentalizacion, con la que histéricamentemos en las finanzas publicas.

Creo que romper esa compartimentalizacion es vélidién respecto de aquella clasica
categorizacion de funciones publicas, cuando MusgyaMusgrave hablaban de estabilizacion, de
asignacion de recursos, de redistribucion. Vitageega crecimiento, y creo que hoy en dia muchos
de los avances, muchos de los desarrollos en shpgento y en el disefio de politicas fiscales de
alguna manera conectan estas distintas funciongsyya dar algunos ejemplos tomados de la
situacion latinoamericana hoy dia, que ilustrawm.egtquizas visualizar esos vinculos entre estas
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distintas funciones también nos pueden ayudarmneler algunas de las preguntas que surgen en
torno a las finanzas publicas en la region.

Para analizar las finanzas publicas en Américanhatia verdad es que no es fécil
generalizar, siempre vamos a encontrar excepcipees,posiblemente excluyendo un par de casos
en la region, hay dos preguntas relevantes. Lagpairas que, si uno cree que una de las funciones
fundamentales del Estado es reducir la pobrezaicireth desigualdad y le podemos agregar
también hacer funcionar las instituciones, por go@ region que tiene tantos déficit en estas tres
dimensiones tiene Estados que son relativamentgefieg. Y la segunda pregunta, relacionada con
la anterior, es por qué si el pacto fiscal es dea itan poderosa en el sentido de tratar de vincula
compromisos, obligaciones por parte del Estadcahadiiudadania a cambio de financiamiento, ha
costado tanto traducir esta idea en reformas irapt@$ del lado tributario en América Latina.

Aunqgue siempre es importante poner el analisisnetontexto mas amplio, mirar lo que esta
ocurriendo en otras partes del mundo, me parecetajubién es importante reconocer ciertos
fendmenos que son propios de la regién. En ladi@dide los hechos estilizados, o que podemos
ver en la region es que tenemos Estados en losscehdlgasto publico representa en promedio
alrededor de 22%, 23% del producto, en que la cailgataria es considerablemente mas baja y
que estamos entre 3 y 4 puntos del producto pajdel® lo que corresponderia la carga tributaria
para el nivel de desarrollo que tienen nuestrosegai

El gasto social también esta desalineado respecto dque corresponde a nuestro nivel de
desarrollo, y las brechas absolutas, son de enomaggitudes. Si calculamos en términos per
cépita, el gasto social en América Latina es masiemos la vigésima parte de los paises
desarrollados. También, buscando hechos estilizadoemos que observar en la estructura
tributaria de los ultimos afios una caida muy fudetéa recaudacion proveniente de los impuestos
al comercio exterior, que ha sido en buena medidapensada con el aumento de la recaudacién
del IVA y, si miramos los Ultimos quince afios, t@os que los ingresos fiscales han aumentado
mas o0 menos el equivalente entre 3 y 4 puntosrddlupto, de los cuales la mitad se fue a reducir
los déficits fiscales en la region y la otra miiadrementd el gasto social, pero siempre, como
enfatizaba Vito, con tendencias diferentes ense#ises.

Otra caracteristica de nuestra finanzas publicaguestenemos un namero importante de
paises en los cuales parte importante del finanerdm fiscal sigue proviniendo de los recursos
naturales: tenemos tres paises en la regién ddnd@% de los ingresos fiscales provienen de
recursos naturales. Otra caracteristica de nuesgian es que los gastos tributarios y los gastos
extrapresupuestarios siguen siendo una parte iemgertde los recursos que maneja el Estado.
Incluso, en los paises con una mayor proporcioingeesos fiscales que provienen de recursos
naturales, tenemos gastos tributarios mayores.

Tenemos un numero importante de paises que hatotdificultades para aprobar reformas
tributarias. Hay paises que aplicaron la logicapdetto fiscal casi al pie de la letra y finalmente
fracasaron en sus reformas. Creo que el caso derBala es particularmente dramatico, por ser el
pais que tiene la menor recaudacion tributariaadeedion, habiendo pactado, después de un
conflicto de muchos afios, un paquete de mejoraglescy el financiamiento correspondiente.
Luego de tener una discusion legislativa muy cojapfaalmente la reforma no pudo pasar, ahora
tenemos un nuevo gobierno que esta tratando denaetel tema. Asi como ocurrié esto en
Guatemala, también ha ocurrido en Paraguay, enddékirante la administracién del presidente
Fox, en Costa Rica, en Colombia, en Chile en eB288 decir, la idea de reformas tributarias con
compromiso del lado del gasto en materia de destieficiencia en el uso de los recursos, en
muchos casos no ha sido suficiente para lograr mpoa reforma tributaria sustantiva.

60



CEPAL - Serie Seminarios y Conferencigsa34 Las finanzas publicas y el pacto fiscal en Acaékatina

Pese a eso, del lado del gasto, creo que teneraaggonocer que, alin cuando podamos ser
criticos de los niveles de la focalizacion de oertomponentes del gasto publico, también hemos
tenido avances importantes. Tenemos un numerdisiinio de paises que han aprobado leyes de
responsabilidad fiscal, hemos tenido un reforzatiéle la disciplina fiscal practicamente en toda
la regidn, ha habido innovaciones importantes éitige social.

Entonces, cuando uno recorre estos temas, uno geeepreguntarse qué es lo que esta
detras, volver a estas dos preguntas que yo plantaun comienzo, y creo que hay que reconocer
gque hasta el momento hemos funcionado con un aiesttelo implicito, que en algunos casos es
bastante explicito en término de las cosas qua@#en sobre la regidn, en el sentido de que en
América Latina la carga tributaria no puede subigpe la gente desconfia del Estado, porque el
Estado es ineficiente y corrupto. Y por lo tantatea de que podamos hacer cualquier cosa por el
lado del financiamiento fiscal, tenemos que resdivgo este conjunto de problemas.

La verdad es que esta es una afirmacion o unanvigite es importante debatir. Vito
menciona en su documento estos resultados de-taidonetro, donde al mismo tiempo la gente
demanda abrumadoramente aumentos de gasto fiséaté@sn como pensiones y salud, y al mismo
tiempo sefiala que el Estado no hace un buen usmsdecursos. Yo creo que la realidad es un
poco mas compleja y creo que se pueden repasaroalglementos adicionales que estan detras de
estos fendmenos que pueden ayudarnos a tener plicaeddn mas completa.

En esta idea de vincular compromisos de gastoseformas por el lado de los ingresos, se
ha subestimado el peso de los intereses corpasafiva influencia de las elites sobre la toma de
decisiones. Si somos una regién tan desigual corsorhos, esa desigualdad también se refleja en
términos de la influencia, la capacidad para defenikrtos intereses corporativos.

Lamentablemente tenemos casos en los cuales dealtanera la estructura institucional de
algunos paises ayuda a que eso ocurra, por ejepgil®es que requieren super mayorias para
aprobar reformas tributarias, involucran institmeitidades en las cuales es muy dificil vencer el
poder de veto de ciertos sectores de la ciudadania.

También tenemos que reconocer que hemos subestitoadproblemas de gestion de
recursos en el nivel subnacional. Es decir, durbattantes afios pensamos que el canalizar mas
recursos hacia los municipios, hacia los gobiemezgonales era una manera de soslayar los
problemas que tenian las instituciones del gobieerral y nos hemos encontrado con otros
problemas en el nivel subnacional.

Sin embargo, hoy en dia, una vez que ya hemoshidenalo ese espacio, de ir canalizando
las reformas tributarias, o lo que logramos haneglanivel subnacional, nos encontramos con que
es muy dificil responder a esta idea de vinculague podemos hacer por mejorar la calidad del
gasto con lo que podemos hacer por el lado detdiamiento.

Yo creo que en ese sentido es interesante lo cqalmate pasar en México con la reforma
tributaria, en que ademas de haberse logrado ferakmaprobar una modificacion por el lado de
los impuestos, y yendo una parte importante al Indudbnacional, al mismo tiempo se ha
acordado como parte de la misma reforma requertodgede transparencia y de rendicion de
cuentas en el nivel subnacional. Esto es importaague tal vez antes actudbamos un poco mas
ingenuamente, pensando que en la medida que lésrgob subnacionales estaban mas cerca de la
gente responderian con seguridad a las prioridddels personas por esa aproximacion, una
especie de osmosis fiscal.

También tenemos que evaluar los problemas de edanpolitica en el disefio de los
programas publicos. En general, hasta ahora, neestentional wisdorha sido de que del lado
del gasto lo que tenemos que hacer es focalizexsenas pobres, pero el punto es que la economia
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politica de esta focalizacion, cuando estamos hdblale reformas, no es muy facil de resolver.

¢ Como le decimos a la mayor parte de la poblacidos sectores medios que les vamos a aplicar
mayores impuestos, para financiar basicamentecéesvgue van a los mas pobres y al mismo

tiempo vamos retirando ciertos servicios del cafmino

Si vemos la experiencia de paises que han sid@ri@sos por el lado fiscal, normalmente
nos encontramos una suerte de pacto con los seatwdios. En la medida en que tratamos de
hacer rendir mas los recursos, tenemos recursosajqueuy limitados y nos vemos presionados a
focalizar mas y a entregar mas discrecionalidams atganismos del Estado. Eso tiene un costo en
términos de apoyo ciudadano hacia reformas fiscales

Creo también que hemos subestimado los problemasaquolatidad fiscal genera hacia el
interior de las finanzas publicas. Como sefialabdeAde, en la regién tenemos una historia de
volatidad importante, ha costado mucho desarrpileganismos contraciclicos en finanzas publicas
y esto no sélo tiene un costo macroeconoémico, girgotambién tiene un costo en la efectividad de
lo que el Estado hace. Por un lado, la seguridéad estabilidad del financiamiento para ciertos
programas claves es incierta, el mejor ejemplol €& déa inversion, y por otro lado la volatilidad
fiscal genera muchos comportamientos oportuniiasfiuena medida esto se refleja en el hecho de
que paises con un componente importante de firmarai#o basado en recursos naturales también
tienen gastos tributarios importantes.

Esto esta documentado en la literatura en losgaigs desarrollados, pero hay aqui una suerte
de maldicion de recursos naturales, en el sentidguwk normalmente en periodos de expansion
cuando tenemos fuerte aumento de precicodemoditiesfuerte incremento de ingresos fiscales, y se
trata de gastar esos recursos extraordinarios,asuates las ideas que surgen en esos contextos no
sélo del lado del gasto sino que ademas del ladoglanpuestos, diria especialmente del lado de lo
impuestos nos va generando una distorsiéon delhsdiscal que es importante.

Creo que en este sentido también, hablando de AanEstina, tenemos que reconocer los
problemas que impone la informalidad. Cuando ehditsies mas pequefio no necesariamente deja
mas espacio al mercado, muchas veces deja masceafdadnformalidad. Me parece que ahi hay
otro tema que vale la pena conversar, y por Ultome que también en alguna medida hemos
sobrestimado la capacidad de que las mejoras quansbaciendo del lado del gasto puedan ser
percibidas por la poblacion.

Sabemos que no son rapidos los cambios en la aggnde los recursos, los cambios en la
eficiencia en el uso de los recursos demoran asijyese por parte de la ciudadania, y por lo tanto,
hay un tema ddmingrelacionado con la I6gica del pacto fiscal que témles compleja.

Complementando a Juan Carlos y a Vito, yo veoldntero cambios en el &rea socio-
demogréfico que, en general, apuntan en la direa@éaumentar las demandas sobre el Estado. El
mas notorio de éstos es la transicion demogrééicanvejecimiento de la poblacion en América
Latina. La transicion demografica es un fenbmen® egimucho mas rapido que el experimentado
en los paises desarrollados,. Nuestros paisesigodnbaby-boompor lo tanto estamos haciendo
la transicibn mucho mas rapido, la caida en lasstale natalidad fue mucho més fuerte y por
consiguiente tenemos una region en la cual basiantentro de los proximos veinte, veinticinco
afios vamos a estar doblando la proporcién de adoteyores en la poblacion. Si miramos por
ejemplo las encuestas de opinion, el mismo latandnetro, segmentado por tramos de edad,
vamos a ver que los adultos mayores, en Américamd,aienen una demanda mucho mayor por
gasto fiscal que lo que tienen las generacionedvetintermedio.

Otro fendmeno que estd incidiendo en este sentdta enayor autonomia de la mujer,
porque en América Latina, ante la ausencia deld&stamo prestador de servicios sociales, han
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sido las familias las que en buena medida han reeago, han cubierto ese papel que no ha
estado cumpliendo el Estado. Un buen ejemplo aeessel cuidado de los adultos mayores, ese rol
de las familias es un eufemismo para hablar de UHigiplidad de roles que han asumido las

mujeres en nuestras familias. A medida que las m@sljpan ido ganando en autonomia, que las
familias se han ido reduciendo en tamafio, y qumeistho tiempo aumenta la proporcion de adultos
mayores, las probabilidades de que las familiaansigsolviendo los problemas que no puede
resolver el Estado son bastantes bajas.

Creo que los aumentos de cobertura educacionaliéangon un fenémeno que van a ir
presionando al Estado, y lo vemos hoy dia en heeusdlizacion de la educacion basica, que genera
mayor presion sobre la cobertura de la educaciddiang la universalizacién de la educacién
media va a presionar el acceso a la educacion ieup&@enemos paises que estan en distintos
estados de este proceso, pero en todos ellos pedamdendémenos de este tipo. Y creo también
que la globalizacion también tiene un lado que gerdemandas sobre el Estado. Involucra una
mayor complejidad de las relaciones econOmicas Yaderelaciones sociales, requerimos mas
instituciones que sean capaces de arbitrar en pebogsos, y por lo tanto de ese lado, también
tenemos una demanda por la accién del Estado.

A mi me parece que en estos momentos la discusi@s tanto si en el futuro vamos a tener
Estados mas pequefios 0 mas grandes, pues tenemos procesos de democratizacion, de
globalizacion y de transicién socio-demografica demanda muy fuerte por participacion estatal.
Entonces mas bien lo que tenemos que preguntahura @s como hacemos para enfrentar esa
demanda futura, en un contexto que no es de draig.algunas propuestas que estuvieron en las
presentaciones principales.

Yo simplemente voy a dar los titulos que para mi t&mas de agenda. Creo que es
importante seguir avanzando en transparencia esriaale las finanzas publicas. Mientras la
poblacion mejor entienda cuales son los dilemaBnd@zas publicas, mas facil es discutir temas
tributarios. En este sentido hemos avanzado esgasencia por el lado del gasto, pero creo que
tenemos mucho que hacer por el lado de los ingrésbiscomo ya hay varios paises de la regiéon
que tienen indicadores de desempefio, que hackraeies del gasto, tenemos muy poco por el
lado de los gastos tributarios. Tenemos que avaszanateria de estabilizacién fiscal, creo que
lamentablemente en este ciclo que esta terminandognamos avances muy sustantivos, y creo
que vamos a ver sus consecuencias en los proxiioss a

Es importante abrir espacios a esa voz ciudadaegonocerla al momento de pensar los
pactos fiscales, es decir, incorporar la logicapadto fiscal al mismo disefio de los programas.
Creo que desde el punto de vista de la protecaoialses clave hacernos cargo de los temas de
inseguridad de la poblacién en la regién, eso édovéanto para el lado econdémico, por ejemplo
respecto de los temas de envejecimiento, de ridgsgmfermedad, pero también lo es para el tema
de seguridad ciudadana. Creo que tenemos espacoaumpliar de alguna manera la musculatura
del Estado en términos de involucrar al sectorggiiven ciertas prestaciones, pero para esto, o
que hemos descubierto es que tenemos que ser saacentractualizar mejor nuestras relaciones
con el sector privado, y nos queda todavia bastpoteavanzar en sistemas de gestion y de
presupuestos por resultados.

En la regién, en general los paises cuando habdapresupuesto por resultados, estan
pensando en indicadores, tenemos muchos paisegatrdb en generar indicadores en la region,
pero lamentablemente los indicadores ayudan pdoonar decisiones. Nos ayudan a formarnos
algunos juicios de como esta funcionando el Estaelay no nos responde las preguntas basicas de
asignacion de recursos.
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Tenemos mucho por avanzar en materia de evalualgoprogramas, de formulacion de
politica publica y de asignacion de recursos. Edrdeenemos una agenda que tiene algunos
elementos que son comunes con las ideas que degvlam en torno al concepto de pacto fiscal,
pero creo que a estas alturas podemos tambiéndaprbastante de las cosas que han resultado y
de las que no han resultado, y por sobre todotesemos que estar conscientes de cuales son las
demandas que el Estado va a estar enfrentandadgsnps 25, 30 afios como producto de los
cambios que se estan experimentando. Miremos lcoquee a nuestro alrededor, pero miremos
también lo que estd pasando con nuestra genteygadmanera vamos a poder llegar a soluciones y
a propuestas mas efectivas desde el punto defigsth de que lo que hemos logrado hacer hasta
ahora. Gracias.

3. José Luis Machinea

Voy a dividir mi presentacion en dos partes, repdsdas cosas que escuché recién de Adrienne y
Mario Marcel. La primera es una rapida mirada allisas décadas desde tres angulos, la macro,
la equidad y las reformas. Los ajustes de los dahmarcan la ruptura del pacto fiscal que habia en
América Latina, pacto fiscal que obviamente se dbailitando de la mano del aumento de la
inflacion, del aumento del endeudamiento. La cdsida deuda tiré por la borda ese pacto fiscal, el
aumento del peso de los intereses aumentd el ghstbedor de seis, siete puntos, y después la
contraccion muy fuerte del gasto determin6é unaunaptasi final del pacto fiscal sobre el cual se
habia basado cierto acuerdo social hasta ese moment

¢, Cudles fueron las consecuencias de esta desaniticubtlel pacto fiscal? Hay tres elementos
que me parecen relevantes. El primero es que afl&steja de invertir en infraestructura. Este habia
sido un rol tradicional de las politicas publicpara bien o para mal, con sus defectos, pero con la
crisis de los ochenta el Estado deja de invertimnaestructura. En segundo lugar, el gasto social
disminuye, en el orden del 35, 40% por habitanterte los ochenta, una caida muy fuerte. Las
politicas sociales comienzan a dejar de ser umiErsquiero volver sobre este tema que Mario
abordé recién, dando lugar a la focalizacion. Estea me parece de especial relevancia en América
Latina hoy dia, pues yo no estoy muy de acuerdguenhay que focalizar siempre el gasto social,
creo que eso quita dinamica, hace que las clasdisasnao se involucren, no demanden mejor salud.
Y si las clases media no demandan mejor salud gaethn porque sus chicos van a colegios
privados, tenemos una sociedad dual, con hospjtalespobres y colegios para pobres. Yo creo que
la idea de universalidad, al menos en la educamidmaria y secundaria, también en la salud, es un
esfuerzo que tiene que hacer la regién.Podemostidisémo, pero esta idea que hay que focalizar
siempre me parece que no ayuda a la equidad, da ayla ecuacién social.

Y en tercer lugar un tema relevante de los ochesitgue se desarticula el servicio civil, que
era un servicio civil razonable en la region. Chensalarios en un 30%, 40%, 50%, y a partir de
ahi empieza la desarticulacion del servicio cimilaregion.

Después tenemos los noventa, claramente una déleagaliticas fiscales prociclicas en
promedio en la region. Los escasos periodos démiegtto no contribuyeron a generar politicas
anticiclicas, o sea, no ahorramos en el momentasdeacas gordas, y cuando llegé el momento de
las vacas flacas, habia poco margen para hacéicaslanticiclicas. A eso creo que contribuyeron
dos factores, la miopia de los mercados con estgadamiento prociclico, y los organismos
internacionales. Yo lo he discutido mucho con ledgas del Fondo, pues las presiones de ajuste
por parte de los organismos internacionales tarmdméntian la prociclicidad en las recesiones.

Es cierto que el Fondo reaccionaba a la presidonsiemercados, pues cuando uno entra en
recesion aumenta el déficit fiscal, y los mercadesian, en esta situacién no estoy dispuesto a
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prestar. El Fondo entonces reaccionaba pidienddegjien las cuentas publicas, dada la escasez de
financiamiento. Aqui hay un tema de causalidadegmque se potenciaba entre los mercados la
vision del Fondo, pero insisto que los periodoscoecimiento no fueron aprovechados para
ahorrar, y este es uno de los problemas centralés eikpansion de los noventa. No hubo politicas
contraciclicas en periodos de auge, y entoncesifiedl tener politicas contraciclicas en los
periodos de recesion.

La otra caracteristica de ese periodo es el aundmitgasto social, un aumento de tres
puntos del producto entre 1990 y 2005, un aumeetcg@pita del orden del 50%. El gasto social
por habitante mas que recuperé lo que habia pertidos ochenta. Aqui hay una discusion de
como medir el gasto publico, cuando uno hace lagpaoaciones internacionales en términos de
valor. La verdad es que hay ciertos componentespoal gasto de salud, que tienen mayores
componentes comercializables respecto a educacioaj@mplo, y por lo tanto hay una discusion
acerca de como comparar algunos componentes delmasico entre paises.

Las otras caracteristicas de los noventa son fagmas de los sistemas de pensiones, que
produjo una reduccion de ingresos fiscales y redajeolidaridad que caracterizaba el sistema
anterior, las privatizaciones, con ingresos fiscalansitorios que hicieron aumentar el gasto y con
una inadecuada regulacion, aunque no siempre, fgante impulso a la descentralizacion, con
escasa capacitacién y una inadecuada institucttathlicon esta idea de que descentralicemos que
todo va a mejorar.

Esta idea yo la escuchaba alguna vez en Argewtimfiindiendo las provincias o las regiones
o los Estados en América Latina con los cantongesuNo lo digo como chiste, hay estudios que
enfatizan la idea que si descentralizamos van eegralos cantones suizos automaticamente. Es un
error garrafal de la idea de descentralizacion,qumrdescentralizamos sin institucionalidad,
descentralizamos sin capacitacion. Esto generdiedgoroblemas serios en estos procesos.

Ademas, aumento la deuda publica, sobre todo eredaoextranjera, y en infraestructura
hubo un reemplazo parcial de la inversion publimal@ inversion privada, cuya consecuencia final
es que tenemos mucho menos inversion en infraéstaugue la que teniamos antes, y este es un
problema para la competitividad de la region.

En este nuevo siglo, uno tiene la idea que hayuigbee con el pasado, en la bonanza actual
el comportamiento fiscal ha sido ejemplar, auncuepdlabra es un poco exagerada, pero en
términos de lo que ha sido la historia, y si compes el ciclo del 94 al 98 con el ciclo 2002-
2007, observamos que, como porcentaje del PIBjnipgeesos han aumentado fuertemente, los
gastos se han mantenido practicamente constantesr yello el superavit primario ha sido
significativo. Como consecuencia de eso hay unaidigcion fuerte de la deuda. Entonces en la
bonanza actual el comportamiento fiscal ha sidmpjar, con algunas notas de alerta en el periodo
2006-2007, en gue comienza a verse un aumento akb gpublico, que no parece muy
significativo, excepto en algunos paises, y edimalintroduce una sefial de alerta, que es lo que
Adrienne mencionaba.

Para concluir esta parte macro, yo diria que ebiqzama ha ido mejorando a través del
tiempo, hay un proceso de aprendizaje en la regiémy hay un aumento del gasto publico
demasiado grande en los ultimos afios, sobre toaitogbasado, que introduce cierta preocupacion,
todavia claramente corregible.

El segundo aspecto es el tema de la equidad, eeaomomia, en una sociedad en que la
concentracion de la distribucion del ingreso nochanbiado en los Ultimos afios. Ha habido
pequefias mejoras en Brasil, ciertas mejoras e Gl Perd, pero son marginales a la luz de una
sociedad que sigue mostrando una distribuciéngltesos muy inequitativa.
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Entonces la pregunta es, ¢qué ha hecho la pofiical? En América latina, como lo
constata un trabajo de Gomez Sabaini, en todgzdises, con la excepcion de Brasil, la estructura
tributaria empeora la distribucion de ingresos spiende a aumentar el Gini en todos los paises de
la regién. Este ha sido el comportamiento del squmiblico en la region, también en los gastos, en
parte como decia Mario Marcel, tenemos una soci¢gladiesigual y creamos instituciones que
hacen perpetua la desigualdad. El sistema trilouésrparte de ese proceso.

La diferencia en la recaudacion de impuestos éntCDE y América Latina es significativa,
y yo quiero enfatizar un punto, que es esta alabimpuesto a la renta en América Latina. En
América Latina lo que se recauda a personas fisgds8 puntos del PIB , y 2.8 por impuesto a las
sociedades. En la OCDE es al revés (este 1.8 stedenen 9 puntos del PIB). La diferencia no es
tanto en sociedades donde la competencia es mayste contexto global, sino en las personas. La
recaudacion por impuesto a la renta es muy bdj@ gion, con la excepcidn de Brasil.

La evasion sigue siendo alta, aunque decrecientd B, el gasto tributario es elevado,
con efectos poco claros sobre la inversion. Latiefdad del IVA es de alrededor de 43% en la
region, y sobre 60% en el mundo desarrollado. Rotog los gastos tributarios en impuestos a las
ganancias y en el IVA disminuyen fuertemente laicaph La administracion tributaria sigue
siendo una restriccion al disefio de las politidasitarias.

Por el lado del gasto, un trabajo que hicimos ¢dI[2 muestra que el gasto publico social
no es progresivo, basicamente debido a la segusiolgdl, porque educacion y salud muestran una
cierta progresividad. Aunque la pregunta es sidacacién y la salud tienen que ser muy
progresivas: si yo tengo una educacion primarieegusdaria donde todos los chicos van a
colegios publicos, me va a mostrar una linea iguad5, lo cual me parece perfecto. La
universitaria es otra cuestion, deberia ser méaifaaa.

Mucho mas se necesita trabajar en este aspectaredtia el verdadero impacto del gasto
social, cuando hay varios gobiernos en la regi@ spidedican a subsidiar el consumo en forma
permanente, el consumo de combustible, de elatdrcigas, etc., incluyendo a los sectores de las
clases medias y altas. En general hay mucho queranegn el gasto publico para mejorar los
niveles de las clases de menores ingresos enitamreg

En cuanto a los desafios del pacto fiscal, éstdsanovariado desde su publicacion, hace diez
afios, aunque si el contexto externo, El primerfibepasa por la estabilidad macroeconémica y la
solvencia fiscal. Ser contraciclico es basicamgetesar en un déficit fiscal estructural. Se pone
muchas veces énfasis en el gasto publico, si esac@slico o no, yo diria que el déficit fiscal
estructural es lo relevante. Lo que hay que medél eléficit y no el gasto. Si los ingresos vieden
recursos externos asociados a windfall gains, eatotenemos un problema desde el punto de vista
de absorcion, y debemos en ese caso mirar tamhgéste para ver si la politica es 0 no pro-ciclica

Yo creo que a la region le ha ido razonablemerge bh estos Ultimos afos, pero si algo no
hemos hecho es generar una institucionalidad fisgatraciclica que ayude al control fiscal, y
aumente la transparencia. Salvo el caso de Cloitlastlos otros intentos no han andado bien.
Hemos sido responsables, al menos comparado cgraseldo, pero no aprovechamos esta
coyuntura para crear una estructura fiscal clargansontraciclica.

En cuanto a la calidad del gasto publico y de nagejt& equidad, la CEPAL ha sacado dos
documentos diciendo que hay que avanzar en laqeoiéte social bajo un lado mas universal,
enfatizando la necesidad de ser un poco mas dokdan las contribuciones. Si uno tiene un
sistema de salud donde todas las contribucionesalvaaguro privado, y después uno tiene que
prestar salud a los sectores donde ese segura@rivale sirve para una atencion minima, ello
exige un esfuerzo fiscal mayor. Creo que debe habecomponente de solidaridad en las
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contribuciones a la salud. Nosotros proponemos lay@ un seguro universal de salud, mas
parecido al estilo europeo. Como se hace, cuatelasdlificultades para eso, podemos discutirlo.

Y por dltimo el tema de las instituciones, yo quieerrar diciendo que esta idea de que es
necesario un sector publico mas activo en algundsitds, requiere al mismo tiempo mejorar la
institucionalidad del sector publico, porgue todademos los peligros de captura por los grandes
grupos, por las corporaciones, y por los mismofigmd. Un aumento del gasto publico sin mayor
institucionalidad, incluyendo transparencia, eva@fray mayor participacion de la sociedad civilege
llevar simplemente a que aparezcan rentas y panio hay sectores que tienden a apropiar seale est

La solucidon no pasa porque no hagamos cosas poegeeos estos peligros, sino que
tenemos que preguntarnos cdmo tenemos que hacecasas para que sean eficientes, desde el
punto de vista de la asignacion de recursos y sinmitiempo den la necesaria legitimidad social
para construir un pacto fiscal.

La Unica manera de ir mostrando que mayores ingnespimpuestos generan una politica
fiscal que mejora la equidad, que llega a los sestmas necesitados, es siendo transparentes y
creando una institucionalidad que nos permita evdhs programas, una cosa alimenta a la otra,
y se puede generar un nuevo circulo virtuoso. ez, en la época de Felipe Gonzalez, los
ingresos publicos aumentaron 14 puntos del productpunto por afio en sus 14 afios de
gobierno. Al mismo tiempo construian una institmeilbidad fiscal para mostrar a la gente qué
hacia el Estado con esos recursos, cOmo se urlizatsala educacién y la salud por ejemplo, y
se fue mostrando lo bueno que era esto desde & dervista de la cohesién social, y como era
positivo para la integracion con el resto de Europa

Se fue creando legitimidad a medida que iba aumdaotka presion tributaria y creo que esto
es lo que los paises de América Latina tienen qeerhsin desconocer que la propia desigualdad
en la redistribucién del ingreso genera grupos r@si@n y grupos de interés que estan siempre
dispuestos a decir ¢para qué mas gasto publias $tdtados son corruptos, si los politicos son
unos corruptos, si el sector publico gasta mal8sEsbn los poderes que existen de hecho, pero al
mismo tiempo tenemos que ir sacandole argumenés®® sectores y yo creo que con una mayor
transparencia, una mayor evaluacion, una mayoicjpation de la sociedad civil en el gasto
publico, vamos a ser capaces de crear un circulaosgio con la politica fiscal. Gracias.
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V. América Latina: Panorama
global de su sistema tributario

y principales temas de politica

Juan Carlos Gémez Sabaini
Ricardo Martner

1. Las caracteristicas regionales y el nivel
de la tributacion

Cuando se analizan los paises de América Latimge ston fuerza la
diversidad de los indicadores econdmicos y socildda region, situacion
que es determinante para evaluar la situaciortaribude la misma. Con
una poblacion total cercana a los 540 millonesal®tdmtes para el afio
2005, concurren 19 pai@%en total, que van desde Brasil con més de 187
millones y México con 106 millones, hasta Panantéyguay con algo
mas de 3 millones de habitantes cada uno. Iguadnaggimil resulta ser el
grado de desarrollo de la region, para la que sestimado un Ingreso
Nacional Bruto (INB) para ese mismo afio 2005 dééworde los 3.570
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ddlares en promedio. Observando los casos extremmntramos a paises como México con un
nivel de 6.800 ddlares per céapita, y Chile (5.26fgks) mientras que en el extremo opuesto estan
Bolivia (960 ddlares), Nicaragua (830 délares) wiH400 doélares).

La metodologia seguida por el Banco Mundial pateatficar a los paises segun su nivel de
ingreso per capita, conocida como método Atlasddia los paises en cuatro niveles de acuerdo
con el INB per capita que para el afio 2005 indisa aguellos con menos de 875 dolares anuales
son considerados como de nivel de ingreso bajda 8465 dolares de ingreso medio bajo; hasta
10.725 dolares de ingreso medio alto; y con m&dE26 dolares, de alto nivel de ingreso.

Esta clasificacion aplicada a la situacion de Aop#riatina indica que tres paises son
considerados de ingreso per capita bajo (Bolivaitity Nicaragua); diez paises de ingreso medio
bajo (Brasil, Colombia, Republica Dominicana, EawadEl Salvador, Guatemala, Honduras,
Jamaica, Paraguay, y Per0), y los siete restaArgerftina, Chile, Costa Rica, México, Panama,
Uruguay y Venezuela) de ingreso medio alto.

Por otra parte no puede dejar de mencionarse &mual peso relativo que tienen los tres
paises de mayor dimension y el escaso aporte deebbmas pequefios en la generacion del ingreso
nacional bruto de la region. Argentina, Brasil yXié® contribuyen con mas del 70% del total, y
en el extremo opuesto Bolivia, Haiti y Nicaraguarégn conjuntamente menos del 1% del total.
América Latina cubre un territorio de mas de 20anés de krfy de los cuales sélo Brasil ocupa el
42% del total, Argentina el 14% y México el 9%, nifas que en el otro extremo, El Salvador o
Haiti ocupan solo el 0,1%.

Cabe recordar que América Latina esta conformadalistintas realidades subregionales.
Los paises han desarrollado sus propios marcosnteégracion. Los paises que integran el
MERCOSUR son Argentina, Brasil, Paraguay y Urugu&genezuela se ha incorporado
recientemente como socio pleno y Bolivia y Chilen sniembros asociados. Por otra parte la
Comunidad Andina (CAN) esta integrada por Bolivinlombia, Ecuador y Perd. A su vez el
Mercado Comun Centroamericano (MCCA) esta condtitpior Costa Rica, Guatemala, Honduras,
El Salvador y Nicaragua e incorpora a la Repuliliominicana en determinadas areas.

Como se ha sefialado, las disimilitudes son enorfesite a tan diferentes situaciones
pretender abordar de manera global un andlisisrqeya las distintas circunstancias tributarias
por las que pasan los paises de la regidén resultana tarea no exenta de grandes dificultades y de
un alto nivel de conflictos en cuanto a sus conches.

Un analisis sobre la situacion tributaria duramte dltimas décadas puede llevarse a cabo
siguiendo dos caminos: el primero de ellos com@stn efectuar una tarea de recopilacion de
informacion estadistica y legislativa de cada uedas paises de la region a fin de analizar la
evolucion y resultados de los cambios ocurridosagta circunstancia. La segunda ruta, y que es la
seguida en este documento, se orienta mas a brindarision estilizada de los hechos, a sabiendas
de que se pueden estar cometiendo errores int&tigost 0 generalizandose las conclusiones mas
alla de lo conveniente.

La construccién de series comparables en el tiggrmgrutre paises es una tarea dificil y que
suele conducir a errores, y en el caso de un ctmcgm comunmente utilizado entre los
economistas como es la “presion tributaria”, llalmaatencién el cuidado que hay que tener al
sentenciar algdn nimero. En primer lugar estareftde los niveles de gobierno a considerar. La
mayoria de los paises de la regidon son paisegiositael gobierno central recauda la mayor parte
de los recursos, con sus municipios aportando meelo$0% de los mismos. Pero en otros casos
existen gobiernos federales, como Argentina, Brifgixico y Venezuela, donde existen gobiernos
intermedios (Estados, Provincias) que en algunesscienen potestades tributarias propias, que
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aportan, como en el caso de Brasil, significatimggesos. Al respecto vale mencionar que la
composicion de la presion tributaria de Argentiasapel afio 2005 se distribuy6 en el 81% para el
gobierno nacional, 14% para los gobiernos proviesiay 5% para los municipios (datos
estimados). En el caso de Brasil la importancidadegobiernos estaduales y municipales es
sustancialmente mayor ya que en el afio 2005 lanesifian participado con el 30% del total de la
carga tributaria. A su vez, parte de la recaudas@nrigina en niveles u organismos que después
tienen la obligacién de transferir parte o el tal@alla misma hacia otros niveles u organismos con
lo cual no disponen del total recaudado. Esto egiéopasa con la coparticipacién de impuestos, o
con los fondos sociales, por ejemplo.

Por otro lado, si bien gran parte de los paisesphiaatizado sus empresas productoras de
bienes y servicios en las Ultimas décadas, lasesapmpublicas son muy importantes en el caso de
los paises exportadores de recursos naturalese(€dil el cobre, México, Venezuela y Ecuador
con el petréleo, Bolivia con el gas) o cuando tienm beneficio especial por su posicion
geogréafica (Panama con sus ingresos por peaje atel)C En estos casos los ingresos por esos
conceptos se contabilizan como no tributarios, parmonto llega a ser muy significativo.

Ademas, siendo parte de las funciones del Estadddruna cobertura social a través de
diversos organismos, la recaudacion destinadasténsa de seguridad social tampoco deberia
descuidarse. Pero la privatizacion total o pargallos mismos en algunos paises en las dltimas
décadas plantea serias dudas sobre la comparaci@s @iveles de recaudacion de estos paises.
Algunos, como Chile, poseen un sistema privado ymsentan recaudacion por este concepto.
Otros como Argentina y Uruguay, tienen sistemasasixpor lo cual el Estado percibe ingresos.
En estos casos, se mantendran cuantiosas presmciorante la fase de transicidn, para cubrir las
pasividades ya existentes. Por otro lado, existdseg que siguen teniendo un sistema netamente
publico como Brasil, Costa Rica, o Panama, corull ta importancia de la recaudacion de este
sistema puede llegar a representar una porciénrtenge de la recaudacion tributaria. Una vez mas
resalta el caso de Brasil ya que el conjunto dmutivs y contribuciones que son asignados al
financiamiento del presupuesto de seguridad sbeiaido en el afio 2005 igual al 15,4% del PIB,
es decir que casi el 41% del total de los ingrégbatarios han sido asignados al financiamiento
de esas erogaciones.

Finalmente, quedan los casos de ingresos cuastdribs, entre los cuales debemos
mencionar el mas utilizado durante los afios ocheot@mo mecanismo complementario de
financiamiento, el impuesto inflacién. La desacmiéin en el crecimiento del nivel de precios lo
ha dejado de lado pero no debe olvidarse que eragaupaises es necesario considerarlo al
comparar la evolucion de los niveles de recaudaenire décadas y ademas porque existen paises
en la regiébn que han tenido importantes proces@iacionarios en los ultimos afios, como
Argentina, Brasil, Uruguay, o Republica Dominicaf@omplementariamente, los ingresos por
aplicacién de tipos de cambio diferenciales fugr@on otra fuente de recursos que complica la
comparacion entre paises y en el tiempo.

En el Grafico IV.1 se presenta el nivel (como potage de PIB) y la composicion de los
ingresos fiscales del gobierno (central o gensegj(in los casos) al afio 2006. Cabe sefalar que en
varios paises (Argentina, Brasil, Colombia, CostaRGuatemala, Haiti, Honduras y Uruguay) los
ingresos tributarios constituyen practicamente tacal fuente de ingresos corrientes de los
gobiernos. En otros (Bolivia, Chile, Ecuador, Mé&xi®eru y Venezuela), los ingresos tributarios
son complementados por otros ingresos corrientginados en las rentas de recursos nhaturales
(hidrocarburos y mineria). En Nicaragua y, en mucteor medida en El Salvador y Republica
Dominicana, las donaciones bilaterales y multiktes contribuyen a elevar los ingresos corrientes
respecto de los ingresos tributarios. Por otraepamt Panama los ingresos corrientes derivados de
actividades de servicios también complementamigiesos tributarios del gobierno central.
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GRAFICO IV.1
LA CARGA FISCAL EN AMERICA LATINA Y EL CARIBE
(En porcentaje de PIB, 2006)
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Fuente: ILPES, CEPAL, sobre la base de cifras oficiales.

La evolucién de la carga tributaria (incluyendowetad social) entre 1990 y el 2006 (ver
Cuadro IV.1) muestra que la presion promedio pareebion crecio fuertemente, del 12,8% en
1990 al 18,4% en 2006. Tomando el promedio duraste periodo como un criterio ordenador,
podemos clasificar a los paises en tres grupognsggsuperan por dos puntos o méas el promedio
regional. Asi, Argentina, Brasil, Chile, Costa RicBlruguay muestran tasas superiores a la media.
A la inversa, El Salvador, México, Republica Doroama, Paraguay, Ecuador, Venezuela,
Guatemala y Haiti son los paises con menor tdsatdria.

Argentina, Brasil y Uruguay elevaron mucho su camgiautaria, partiendo ya de tasas
relativamente altas respecto del promedio regid@ah una presion tributaria inicial muy pequefia,
destacan los significativos aumentos en Boliviast@drica, Colombia, Republica Dominicana y
Venezuela. La recaudacion tributaria ha tenidoaswusales aumentos a partir del 2004 en los
paises citados y en Chile, lo que refleja a lamepras administrativas importantes y el pleno
rendimiento de nuevos tributos. México es el Upiais en que la tasa tributaria se ha mantenido en
niveles muy bajos, cercanos al 12% del PIB.

En los afios recientes, las mayores tasas de cestoneconomico y la mejora de los
términos de intercambio impulsaron una recuperadénla carga tributaria. En general, la
elasticidad de la recaudacion tributaria es superila unidad (véase Martner, Tromben, 2004).
En las fases expansivas del ciclo, ello ocurredtehique el crecimiento produce un aumento de
la economia formal y genera un incremento mas gopopcional de las importaciones y de los
impuestos asociados. Por el contrario, en las fasessivas la recaudacion cae mas que
proporcionalmente debido a la inversion de los miscaos anteriores y también por el
significativo aumento de la evasion. La relaciétremflacion y recaudacion tributaria también
es contundente. La inflacion disminuye el valor & la recaudacion fiscal al existir rezagos
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entre la generacién del impuesto y su recolecoiéademas reduce los ingresos reales, por lo
que las familias y las empresas intentaran mannartravés de un menor pago de impuestos.
Asi, la estabilidad macroecon6mica, entendida cammmbinacidon de alto crecimiento y baja
inflacién, es la principal condicion para una mag@caudacién tributaria. Cuando el entorno es
recesivo y la inflacion ascendente, cualquier sistéributario enfrenta dificultades para evitar
la merma de los ingresos.

CUADRO IV.1
GOBIERNO CENTRAL: INGRESOS TRIBUTARIOS
(CON CONTRIBUCIONES A LA SEGURIDAD SOCIAL) ?
(En porcentajes de PIB, 1990-2006)

Promedio

1990 2000 2006p 90-06
GRUPO 1 19,7 22,7 25,7 22,3
Brasil ® 26,4 30,4 34,2 28,5
Uruguay 22,4 23,6 25,6 23,8
Argentinaa 16,1 21,5 27,4 21,7
Chile® 16,5 19,2 19,7 18,9
Costa Rica? 16,9 18,9 21,4 18,9
GRUPO 2 11,6 15,9 19,9 15,6
Honduras 15,3 17,0 19,3 16,8
Colombia®® 10,9 16,8 20,7 16,6
Nicaragua 9,0 17,5 21,3 15,9
Panama 14,7 16,0 15,9 15,7
Peru 11,6 13,9 16,4 14,6
Bolivia 8,2 14,0 25,7 14,0
GRUPO 3 7,9 10,4 12,5 10,0
El Salvador 8,9 13,0 15,0 12,6
México 12,6 12,1 11,0 12,3
Rep. Dominicana 8,2 12,7 14,1 11,9
Paraguay 9,9 12,0 13,5 11,8
Ecuador 10,1 11,6 14,2 11,2
Guatemala 7,6 10,9 12,1 10,3
Venezuela 4,4 9,4 12,6 9,3
Haiti 7,3 7,9 10,0 7.4
Promedio simple AL 12,5 15,7 18,4 15,4

Fuente: Elaboracién propia.

& Corresponde a Gobierno General. En otros paises la informacion puede
diferir de la proporcionada por otras fuentes de acuerdo a la cobertura de
las contribuciones de la Seguridad Social, como en el caso de Uruguay.

® Los datos corresponden a 2005.

Una de las funciones principales de los impuesidmanciar el gasto de bienes y servicios
del gobierno, de modo que la eleccién del nivehdeesos implica, en el mediano plazo, delimitar
el nivel de gasto del sector publico. Mas all4 de tecomendaciones tradicionales de evitar
impuestos que distorsionen la asignacion de resptaoteoria econdmica ofrece una guia muy
limitada en cuanto a la decision del nivel de leyadributaria y de la estructura impositiva.

Algunos estudios relacionan negativamente la pnesibutaria, o el gasto publico, con el
desempefio econdmico. Pero no es posible avanzelusmmes solidas al respecto: hay paises que
han crecido satisfactoriamente con un nivel altong@uestos, y muchos otros tienen un mediocre
desempefio macroecondmico y una presion tributadiacida. Antes bien, la causalidad parece ser
inversa: a medida que los paises crecen, la bibsgatia se amplia y el sistema puede volverse
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mas progresivo, todo lo cual redunda en un cireuitaoso entre crecimiento, gasto publico, nivel
de impuestos y progresividad del sistema.

Una forma de evaluar si los niveles y estructunagpositivas son “adecuados” es
comparando la relacién entre impuestos y PIB paranidimero amplio de paises. La simple
comparacion de la situacién de América Latina Ca&tibe con otras regiones del mundo es muy
reveladora (Grafico 1V.2). En 2006 la carga trilvistaen la OCDE represent6 dos veces la presion
tributaria de América Latina y el Caribe. En cuaat@a composicion, resalta la mayor importancia
relativa de los tributos directos en los paise$ad®@CDE, asi como también la relevancia de las
contribuciones de la seguridad social. En Amériatina y el Caribe, los sistemas tributarios estan
vertebrados sobre la imposicion indirecta y, ene esentido, se ha argumentado que,
sistematicamente, la recaudacion directa es maso@j en otras regiones con tasas similares. Los
niveles de presion tributaria de América LatinalyCaribe y de Asia del Este son parecidos,
aunque la composicion es muy diferente. Los paés@sticos muestran una carga mayor por
impuestos directos (especialmente a las empregagntribuciones a la seguridad social de un
monto poco significativo.

GRAFICO IV.2
COMPARACIONES INTERNACIONALES DE LA CARGA TRIBUTARI A
ANO 2006
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Fuente: elaboracién propia sobre la base de cifras oficiales de cada pais.

Algunos autores estiman, mediante regresiones del,pa “capacidad tributaria” de cada
pais (véase por ejemplo Agosin et al., 2005 pagpéises de Centroamérica), la que se compara a
la tasa efectiva. Aunque estimarla no es el oljetie este documento, para fines ilustrativos se
muestra la relacién entre las recaudaciones fis¢dabutaria en América Latina y el Caribe y su
nivel de ingreso per cépita en el Grafico IV.3.
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GRAFICO IV.3
INGRESOS FISCALES Y TRIBUTARIOS Y PIB POR HABITANTE , 2006
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Fuente: CEPAL para cifras de PIB y elaboracion propia sobre la base de cifras
oficiales de cada pais para ingresos tributarios.

Notas:
@ El PIB se expresa a precios constantes de 2000.

® Los datos de ingresos tributarios incluyen contribuciones a la seguridad social y
tienen cobertura de Gobierno General en Argentina, Bolivia, Brasil, Chile, Costa Rica
y Uruguay.

¢ Los datos de Uruguay corresponden al 2002.

Para concluir, se observa que si bien ha habidorecimiento generalizado de la presion
tributaria promedio en la Gltima década en todeplises (México es la gran excepcion), la actual
situacion muestra que aun existe un potencial itapte cuando se compara esta tasa tributaria con
los niveles de ingreso de los paises (Brasil egda excepcion). El nivel de la carga tributaria
efectiva se encuentra por debajo del nivel espgpatitse Agosin et al., 2004, y Perry et al., 2006).
Este faltante de recursos tributarios es de 3andop del PIB, lo que implica que dado el nivel de
la carga tributaria observada, existe un faltaerteedursos que podria ser estimado entre un 15% a
un 25% del nivel actual.
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2. Principales rasgos de la evolucion de las estruc  turas
tributarias en América Latina

La composicion de las estructuras tributarias prtes&ariaciones significativas a lo largo del
periodo 1990-2006 respondiendo a una serie de hedtitizados que se analizan seguidamente.

a) En primer lugar, se observa una menor partidpade los ingresos al comercio exterior
en el total de ingresos tributarios, en parte coorsecuencia de la desaparicidén de los impuestos a
las exportaciones en toda la redfom especialmente por la sustancial reduccion detasceles
nominales y efectivos a las importaciones. Estadroia se manifiesta desde la década de los
ochenta y se complementa con el proceso de geramigdln y fortalecimiento del IVA en toda la
region, el que se convirtidé asi en la principal nfiee sustitutiva de recursos, duplicando su
participacion respecto al PIB a lo largo del penia890-2006, tal como indica el Cuadro IV.2.

CUADRO IV.2
ESTRUCTURA DE LOS INGRESOS TRIBUTARIOS EN LATINOAME RICA
(En porcentajes de PIB)

Concepto 1990 1995 2000 2006 (p)

Total ingresos tributarios 10,2 12,0 12,8 15,4
Ingresos tributarios directos 2,8 3,4 3,9 51
Renta y ganancia de capital 2,1 2,8 3,1 4,2
Propiedad 0,6 0,5 0,7 0,8
Otros directos 0,3 0,3 0,4 0,4
Ingresos tributarios indirectos 7,4 8,5 9,0 10,2
Generales sobre bienes y servicios 2,8 4,4 5,0 6,2
Especificos sobre bienes y servicios 1,9 1,8 2,0 2,2
Comercio y transacciones internacionales 2,0 1,9 1,6 1,3
Otros indirectos 0,8 0,4 0,4 0,6
Seguridad Social 2,6 3,0 3,0 3,2
Total ingresos tributarios (incl. seg. social) 12,5 14,8 15,7 18,4

Fuente: CEPAL, Naciones Unidas.

b) En segundo lugar, la participacion de los imjmsgesa la renta, si bien se ha incrementado
también en ese mismo periodo, lo ha hecho a unarntesa, aunque esta afirmacion debiera ser
reconsiderada dado que en los ultimos afios paemietir un mayor peso de los impuestos socistario
Al respecto cabe mencionar que la informacion idgeal impuesto que recae sobre las sociedades y
sobre medida en las personas naturales o fisicdsfieiente en la mayor parte de los paises.

Se observa asimismo en el Grafico IV.4 una ten@deada disminucion de las tasas maximas
de renta, tanto para las personas fisicas (deléb@%diados de la década de 1980 a un entorno del
28% para el momento actual) como para las pergoniaécas (del 44% promedio para 1986 al
26% para el 2004).

0 El caso reciente de Argentina respecto de lasaienes a la exportacion a partir del afio 200%titoye una excepcion a la regla general.
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GRAFICO IV.4
EVOLUCION DE LAS TASAS PROMEDIO DE IVA, IRPJ Y IRPN PARA AMERICA LATINA
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Fuente: Elaboracién propia.

c) En tercer lugar, en lo que respecta al IVA ssebanponible se ha ido ampliando
progresivamente, especialmente a través de lagocaxion de los servicios dentro de la misma.
Correlativamente, ha ido aumentando el nivel pramdd su tasa, que paso de 11% a 15%, con un
nivel maximo del 23% (Uruguay).

Aunque su adopcion ha sido generalizada, el IVAgmta importantes diferencias de un pais
a otro, tanto en lo que se refiere a la amplitudedease gravada como a las alicuotas (variedad y
tasas) que en cada caso se aplican. En algunass pisgravan tanto bienes como servicios de
manera general, mientras que en otros se toma bas®los bienes y sélo algunos servicios y, en
unos pocos, el impuesto se aplica exclusivamelue laienes.

En cuanto a las alicuotas, una primera diferenmase puede establecer entre aquellos
paises que han instrumentado tasas multiples (fistiaguir entre diferentes tipos de consumo) y
los que han adoptado una tasa Unica de aplicaeideral. Asi, por ejemplo, Argentina, Colombia,
Costa Rica, Honduras, México, Nicaragua y Panani&aunt un sistema de tasas mudltiples,
mientras que el resto impone tasas Gnicas y ungerm

A su vez, las alicuotas vigentes en los paisesadedion presentan dos caracteristicas
basicas (Gréfico IV.4). Tal como se ha sefialadoolsgerva, por un lado, una tendencia
generalizada al aumento, ya que entre 1994 y 2Dpvomedio regional de la recaudacion por
concepto de IVA se incremento en tres puntos pouedes del PIB. Por otro lado, se aprecian
marcadas diferencias entre los paises en cuaatonadnitud de la alicuota aplicada (ver Cuadro
IV.3). En efecto Argentina, Brasil, Chile, Per yuduay aplican tasas superiores o cercanas al
20%, mientras que Bolivia, Costa Rica, Ecuador,SElvador, Guatemala, Haiti, Honduras,
Panama y Paraguay han adoptado tasas que no swgletdfno, situdndose asi por debajo del
promedio de 14,7%.
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CUADRO IV.3
AMERICA LATINA Y EL CARIBE: ALICUOTAS DEL IMPUESTO
AL VALOR AGREGADO
1994 2000 2006 2007

Argentina 18 21 21 21
Bolivia 14,92 14,92 13 13
Brasil 20,48 20,48 20,48 20,48
Chile 18 18 19 19
Colombia 14 15 16 16
Costa Rica 8 13 13 13
Ecuador 10 12 12 12
El Salvador 10 13 13 13
Guatemala 7 10 12 12
Haiti 10 10 10 10
Honduras 7 12 12 12
México 10 15 15 15
Nicaragua 10 15 15 15
Panama 5 5 5 5
Paraguay 10 10 10 10
Pera 18 18 19 19
R. Dominicana 6 8 16 16
Uruguay 22 23 23 23
Venezuela 10 15,5 14 14
Promedio AL 11,7 14,2 14,7 14,7
Desviacion estandar AL 51 4,6 4.4 4,4

Fuente: CEPAL, sobre la base de informacién oficial de cada pais.

En términos comparativos, vale sefalar que en 20pdomedio simple de las tasas del IVA
que se aplicaron en América Latina y el Caribelseducasi cinco puntos porcentuales por debajo
del promedio simple de los paises de la Unién Eaofil4,6% y 19,6% respectivamente).
Asimismo, vale destacar que en el caso de la UBidnpea la dispersion de tasas entre paises fue
menor que en América Latina y el Caribe (con ursevideion estandar de 3,0 en el primer caso y
4,4 en el segundo).

Ademas, la productividad del IVA (definida comoré&caudacion como porcentaje del PIB
dividido por la tasa general) es comparativameaja én la region ya que alcanzé un 42% en 2006
(a titulo ilustrativo, el promedio de la productiad en los paises desarrollados es mayor a 60%).
También en este caso se observan importantes riifaseentre paises, segun se aprecia en el
Gréfico IV.5. Cinco paises (Haiti, México, Peri,nBad y Republica Dominicana) muestran
eficacias recaudatorias muy por debajo del promedjmnal.

Por cierto que este indicador no refleja necesandeneficiencia administrativa, sino mas
bien la dispersion de las alicuotas en torno @da general. Por ejemplo, en México, al existir
exenciones para los alimentos, la dispersién esomdor lo tanto, este grafico ilustra sélo la
distancia respecto de un potencial recaudador so da que no existieran exenciones. En un
contexto caracterizado por crecientes dificultgoies instaurar nuevos impuestos 0 mayores tasas
impositivas, la eliminacion de exenciones y lagthgiones en las deducciones tributarias emergen
como fuentes significativas de recursos fiscales| éuturo.
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GRAFICO IV.5
PRODUCTIVIDAD DEL IVA (2006)
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Fuente: CEPAL, Naciones Unidas.

e) En cuarto lugar se observa un creciente graddnfiemalidad de los mercados,
especialmente en el campo laboral y en los micrprendimientos, que ha llevado a la mayoria de
los paises de la region a implementar diversas dasdiributarias para adecuarse a esas
circunstancias: algunos han optado por sistemdiudives de tratamiento integral de esos grupos
de contribuyentes, otros por excluir del ambitoirdposicion a los contribuyentes considerados
poco rentables por la administracion tributarigrnyotros lugares se observa un incumplimiento
elevado de las normas, es decir que se opt6 peivirocon el problema.

De diecisiete paises analizados de América Latsm, observa que catorce han
implementado un régimen especial de tributaciora pas pequefios contribuyentes, y tan sélo
tres no lo han hecho (El Salvador, Panama y Veh&zugo obstante estos tres paises aplican
una exencién al Impuesto al Valor Agregado consideéo los montos de ventas. De los paises
gue aplican regimenes especiales, en su casidada¢istos son de caracter voluntario. A su vez,
se destaca que siete paises aplican mas de unerégsiendo Chile el pais que aplica mas
regimenes por cuanto ademas de tener cuatro regénoem caracter general, algunos de ellos a
su vez admiten sub-regimenes con caracteristiqgeeciicas segun la actividad econdmica de
los contribuyentéd. Por su parte, Argentina aplica un régimen denadon“monotributo
impositivo” que constituye un régimen sustitutivel impuesto a la renta, de las contribuciones
previsionales y del impuesto al valor agregad8rasil por otra parte ha implementado un
régimen denominado “simples” y que también congtituna forma de tratar de capturar a la
economia informal a través de un sistema simptifica

f) En quinto lugar, el uso del término “gasto ttdmin” es ampliamente utilizado para
referirse a las exenciones, exoneraciones, crediieslucciones, aplazamientos y algunas
devoluciones de impuestos. En sentido amplio, slogaibutario puede entenderse como aquella
recaudacion que se deja de percibir, producto deplicacidén de franquicias o regimenes

L Gonzélez, Dario (2006).
2. Gémez Sabaini, J. C. y Geffner, M. (2006).
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impositivos especiales, y cuya finalidad es favereo estimular determinados sectores,
actividades, regiones o agentes de la economia.

En América Latina y el Caribe, un cada vez mayanend de paises provee informacion
sobre el gasto tributario. Los montos son muy fiicativos en todos los casos, con un minimo de
1,4% del PIB para Brasil y un maximo de 7,4% ddé3 Bhra Colombia. En relacion con los
impuestos de origen del gasto tributario, cabelaei@e en Argentina, Ecuador, Perd y Uruguay
predominaron incentivos otorgados en relacidn osrirhpuestos indirectos, especialmente el IVA,
mientras que en Chile los incentivos se concermirar@s en el impuesto a la renta. En cuanto a su
destino, en el caso de Argentina el 80% del gasbutario (2,4% del PIB) correspondiéo a
tratamientos establecidos en las leyes de losctgpe impuestos y el resto a beneficios otorgados
en los diversos regimenes de promocidén econérmaggpmral y sectorial. En el caso de Chile, el
gasto tributario (4,2% del PIB) se dirigié prindipente al sector financiero (61,3%), al sector
inmobiliario (12,6%) y a la educacion (7,4%).

d) Finalmente, resulta conveniente destacar dokodseadicionales. Por una parte, se ha
realizado una significativa depuracion del numego ichpuestos aplicados, especialmente en
materia de imposicidn selectiva, limitAndose lamgisa gravar actualmente a los bienes y servicios
que podriamos denominar inelasticos, como tabatehidas alcohdlicas y gasificadas,
combustibles y telecomunicaciones, y por otra paeteobserva el nacimiento y surgimiento de
impuestos aplicados sobre bases extraordinariasporias como débitos y créditos bancarios,
impuestos a las operaciones financieras, y otraggnenes “heterodoxos” destinados a establecer
un minimo de participacion de la imposicion directa

3. Perspectivas referidas a los principales impuest  0s

La tendencia en materia de reduccién de los impaest comercio exterior manifestada en las
décadas pasadas no parece que hubiese llegadosatipumto de culminacion, ya que el actual
proceso impulsado tanto por la firma de tratado#ilamgrales de comercio (TLC con EEUU y
otros tratados bilaterales de libre comercio), cqrap los movimientos de las distintas areas de
integracion regional tendran necesariamente suaegién sobre la recaudacion producida por los
derechos de importacion. Por ejemplo, el acuerdl®@BeCAFTA, que es un convenio regional de
los paises de Centroamérica, los Estados UnidasRepublica Dominicana tiene una pérdida de
recaudacion por aranceles (véase Barreix et &3,30Agosin et al. 2005).

Esta situacién pone de relieve la necesidad dézang@robables vias para la recuperacion de
los recursos que se perderan a fin de evitar geatras que por una parte el proceso de apertura
no se vea obstaculizado por ello, por la otra lasgs no experimenten pérdidas fiscales que
pueden afectar tanto su nivel de sostenibilidachfiy la equidad del sistema tributario como su
estructura productiva.

Por ello como sefalan Baunsgaard y Keen (2005) fewigién informal de la informacion
también sugiere que los paises que han tenido é&xitecuperar los ingresos perdidos del comercio
exterior han logrado ello no sélo con recursos @nientes de impuestos sobre el consumo
domeéstico —receta usual- sino también fortalecidaddmpuestos a la renta. Ello puede ser, en
alguna instancia, debido a que el aumento de laosimin a la renta ayuda a allanar las
dificultades de politica econdmica de un mayor pgsda imposicion al consumo, los que son
percibidos (correctamente 0 no) como regresivos”.

No obstante lo afirmado precedentemente, la evinude las estructuras tributarias en AL
indica que éstas no parecen haber avanzado eniresai@h sino que mas bien han estado
concentradas so6lo en el crecimiento de la impasi@b consumo, y cuando éste se mostrd
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insuficiente se apel6 a recursos heterodoxos ordigbs para fortalecer la recaudacion, lo cual
plantea un tema de andlisis sobre el futuro deapensicion a la renta.

Asimismo se observa que en materia de imposici@nranta la reduccién en los niveles de
las tasas marginales de los impuestos personaesigtarios ha sido el patron de comportamiento
general de la tendencia internacional en la matesiia que se hayan adoptado de manera
concurrente en la mayoria de los paises medianmsjyefios de la region medidas tendientes a
“blindar” al gravamen de los efectos de la libexadion comercial y financiera que han aparecido
en las ultimas dos décadas.

La fuerte participacion que tienen las sociedadesl ¢otal de la recaudacion del tributo y la
alta movilidad de las bases imponibles de las nssimente al proceso de globalizacién ponen de
manifiesto la urgencia en incorporar cambios em eampo a fin de evitar que el retraso en el
crecimiento de la recaudacién del impuesto a ltarea acreciente en el futuro. En ese respecto son
muchos los paises que contintan aplicando norriagarias apropiadas para economias cerradas
y de mercados financieros controlados, cuandcalides indica todo lo contrario.

Al respecto se observa que es aun frecuente elalgwincipio de fuente en lugar del criterio
de renta mundial, la ausencia de normas para tankaodeduccion excesiva de intereses, la falta de
normas explicitas para determinar los preciosatesterencia entre empresas internacionales, la tota
desconexion entre las administraciones tributagtasmateria de intercambio de informacion, y
muchas otras normas destinadas a ampliar y foetaladase potencial del gravamen y a evitar los
efectos de una competencia tributaria nociva a&srae normas que no solo son de uso frecuente en
los paises desarrollados, sino que son recomendadiEsOCDE.

Se observa asimismo los generosos y no siempréivefesistemas de promocién y de
incentivos otorgados a la inversion, y los tratande favorables a las rentas financieras, todo lo
cual limita la recaudacion del gravamen.

De manera complementaria con la imposicion a learse observa que la presencia de otros
gravamenes progresivos tales como podrian semipgeistos al patrimonio personal sélo han sido
utilizados por pocos paises (p.e., Argentina y Uayy, pero ellos adolecen de serios problemas de
administracion, y especialmente de control, pajue no llegan a tener el impacto esperado.

En sintesis, queda pendiente una discusion solapel que le cabe a la imposicién a la
renta personal en América Latina y en ese sentidopneguntamos respecto al tratamiento que
deben tener los ingresos provenientes de colooegifimancieras de todo tipo, tanto puablicas como
privadas, el papel que le cabe dar a las ganadeiaspital, y cuales son los mejores medios para
controlar efectivamente la aplicacion del tribubada la disparidad de objetivos existentes entre la
tributacién a la renta de las personas naturatesma parte, y la imposicion a las utilidadesade |
sociedades, por la otra, resulta conveniente efectoa reflexion sobre las perspectivas de una y
otra forma de imposicion en sus efectos sobreud#ad y la inversion.

Por otra parte se observa que, tal como se haaskfjdlla difusion del IVA ha sido el
acontecimiento tributario de los Ultimos cincueaf®s, ya que de ser un impuesto mayormente
desconocido fuera de Francia en la década de hesiarita pas6 a ser adoptado por 136 paises,
donde normalmente representa una cuarta parterdedadacion tributarid®

Asimismo cabe mencionar que el IVA es un impuest® gstd en continuo desarrollo y en
ese sentido los acuerdos alcanzados en el sefad& Andino lo ponen de manifiesto. El disefio
del IVA andino puede resumirse en: a) método dditaréor facturacién con base consumo y bajo
el principio de destino; con b) la posible adopao#inel largo plazo de una lista comln para las

3 Dialogo Fiscal Internacional (2005), Conclusio@emferencia IVA.
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exclusiones de bienes y servicios, basicamente,séwgicios sensibles —educacién, salud y
transporte interno de pasajeros, excepto aéreos selrvicios de intermediacion financiera y (c) la
reduccion, en los casos que existan tasas multiplesn maximo de dos, siendo la tasa general
igual o menor a 19%, mientras la tasa minima nagedr inferior al 30% de la tasa general, para
facilitar la administracion del IVA. El plazo paadecuarse a esta regulacion varia dependiendo del
tipo de medida siendo el maximo de 10 afos.

Por otra parte, los paises han invertido grandeasen mejorar el cumplimiento del tributo y
en ese sentido se podria decir que existe unanteiadeacia la reduccion de la evasion en este campo
si bien los estudios que analizan este fendmendiritados. Asimismo, se ha producido un proceso
de aprendizaje y cooperacion no soélo entre loepals la region sino también en relacion con las
normas seguidas por los paises industrializadpsnt tal que los criterios establecidos en la&ext
Directiva de la CE son de uso frecuente en todopaises de la region. Como se observa todo ello
contrasta con la evolucion seguida en relaciériaomposicion a la renta.

No obstante estos avances aun subsisten interesgant cuanto a los efectos del tributo,
especialmente respecto al impacto distributivo rdedmo, y por ello los mejores caminos para
atender este problema siguen siendo un tema dasdiscen los paises. Aun el propio proceso de
ampliacion de la base imponible plantea alternatesa cuanto a sus limites en varios campos, por
ejemplo, en el tratamiento de los bienes de mérdae generen amplias externalidades, en el caso
de los instrumentos financieros, el comercio efeitio, y la forma de encarar la aplicacion del
principio del destino en relacion con los proced®itegracion a nivel regional.

Si bien existe, desde el punto de vista técnicosenso de que el uso de la tasa cero debe
quedar reservada para el caso exclusivo de lagtexjmnes, éste no ha sido el comportamiento
seguido por varios paises que han aplicado la méskas actividades domésticas buscando atenuar
de esta forma el efecto del gravamen sobre lodesivaferiores de renta. Estos mecanismos son
ciertamente no recomendables y se considera qusosdebe ser desestimulado. Ello deja abierta
la pregunta sobre si es necesario darle ciertagsividad a este impuesto o debe buscarse que sea
lo mas neutral posible —ampliando totalmente lae®ay dejandole ese rol a la imposicién a la
renta y al patrimonio.

Como se ha sefialado, “la eleccidén entre un IVAtesa Unica o un IVA con tasas multiples
depende principalmente de sopesar consideracianésddle administrativa: suele favorecerse la
aplicacién de una tasa Unica cuando se disponetrde mstrumentos que se consideren mas
adecuados para la consecucion de objetivos disitrilsl cuya ausencia relativa tiende a favorecer
una mayor diferenciacion”, tal como se sefiala énfeime final de la Conferencia sobre el IVA.

En ese sentido se remarca la necesaria interrelgcié deberia existir entre el tratamiento
del IVA y los impuestos selectivos al consumo sdiiemes y servicios. Al respecto se observa que
la presencia de estos gravamenes se ha ido camtéotcasi exclusivamente en gravar los “vicios”
—tabacos y bebidas alcohodlicas— es decir que lssos quedaron relegados a un simple papel
recaudador, con un impacto regresivo sustanciab da@ esos consumos representan una mayor
proporcion del ingreso de los sectores de mas lbajossos.

Por el contrario, se observa que si bien no soomendables las tasas diferenciales en el
IVA frente a la aplicacion de tasas superiores gdaeral, una combinacion con la imposicion
selectiva podria resultar en una mejor opcion.

En sintesis, el papel de la imposicion selectivassilo relativizando a lo largo de las dltimas
décadas y por ello cabe preguntarse si la discigsibre la imposicion selectiva no requeriria de un
analisis global en el marco de la imposicién akcomo y cual debe ser el papel de la misma.
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4. Los efectos de los impuestos en AL: equidad y ef  iciencia

Mientras que en muchos paises desarrollados sevahsaltos coeficientes de concentracion de
rentas antes de la accién publica (impuestos gfieagncias), con posterioridad a la misma tienden
a mejorar los indices de concentracion. Por elradoten gran parte de los paises de América
Latina y a partir de la evolucién de los indicesGiei observados en el Grafico V.6 se observa
que la distribucion del ingreso después de impse#ne una mayor concentracion que antes del
efecto de los impuestos, es decir que el efectsistedma tributario es regresivo. Lamentablemente
esto ocurre en una de las regiones del mundo g@sema datos de extrema desigualdad.

GRAFICO IV.6
AMERICA LATINA: EFECTOS DISTRIBUTIVOS DE LA POLITIC A TRIBUTARIA
(COEFICIENTES DE GINI ANTES Y DESPUES DE IMPUESTOS)

Argetina (1997)

#

Brasil (1996) l

Brasil (2000-01)

Chile (1996)

Costa Rica (2000)

Ecuador (1998-99)

El Salvador (2000). | —

Honduras (2000)

México (1989)

Panamé (2003)
Per( (2002) ! |

0.4 0.45 0.5 0.55 0.6 0.65 0.7

B Gini después de impuestos B Gini antes de impuestos

Fuente: Gémez Sabaini (2005-b).

Si bien es frecuente mencionar que la accion datesn esta materia es llevada a cabo de
una manera mas efectiva y eficiente a través decd#dn del gasto publico, permanece aun la
pregunta respecto a qué papel le cabe a los ingauest materia distributiva, en el sentido de si
ambos instrumentos —impuestos y gastos— debenossiderados como medios alternativos o
complementarios para lograr en el largo plazo mafiorencia con mayor equidad.

Al respecto se observan innumerables casos en apaedrmas tributarias afectan los
resultados obtenidos en materia distributiva, grdweadistinto a los que estdn en las mismas
circunstancias, afectando el principio esencialadequidad horizontal. Por ello la inquietud no
debe ser sdélo sobre como mejorar la equidad vkrtgiao especialmente como evitar los
desequilibrios horizontales. Si bien el nivel globta tributacién en la region ha aumentado a lo
largo de las dltimas décadas, la presencia depasition a la renta personal no ha crecido en su
participacion, mientras que al mismo tiempo el grdd desigualdad regional ha aumentado.

Esta situacion plantea la necesidad de repengapel de cada uno de los gravamenes en el
contexto general de la estructura tributaria deplises, y como sefialan Bird et al. (2004) dar una
mirada en detalle a la orientacion de las reforqueess se van produciendo, mas que a la situacion
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pasada. Los estudios de incidencia distributiva stnag, sin dejar de sefialar las limitaciones
metodoldgicas y de bases informativas de los misoas el efecto redistributivo de los sistemas
tributarios es en una gran cantidad de casos iregre®s que la estructura tributaria esta dominada
por los impuestos indirectos, con un menor pedosianpuestos al capital y la riqueza.

En ese sentido nos preguntamos respecto al gradavalece en la eficiencia de las
administraciones tributarias, ya que en la medidagee las mismas sean débiles y con
imposibilidad de lograr un cumplimiento aceptable facilitan las vias para una sustancial evasion
tributaria, que da lugar a una brecha significatiatre la tasa legal y efectiva de los gravamenes,
por lo cual no se logran los objetivos esperadasmismo la corrupcion y el bajo grado de
institucionalidad de los gobiernos también estadrieon limite a la efectividad de las medidas
redistributivas.

Resulta dificil desvincular la importancia que htanido los incentivos tributarios
otorgados por los paises de los cambios ocurridosagla momento en su grado de apertura
comercial, ya que en muchos de ellos estos beasfionpositivos o bien formaron parte del
andamiaje para estimular la entrada de inversidragjera directa destinados a fortalecer el
proceso de sustitucion de importaciones, o bieanvesion destinados a construir una salida
exportadora a través de las zonas francas.

Lo que no resulta tan claro son los resultadosaltmg, ya sea por la ausencia de analisis
especificos, por las dificultades de informacidposiblemente por la falta de interés en conocer
los actores de estos procesos. Las cuantificaciefeesuadas, siguiendo las distintas alternativas
para estimar los “gastos tributarios”, son claramesignificativas si bien las alternativas
metodoldgicas no recomiendan sacar conclusionesepreel resultado de efectuar comparaciones
entre paises.

No obstante ello algunas experiencias pueden Eadas. En primer lugar, se observa que
los paises desarrollados recurrieron en mayor raedidos instrumentos sustentados en la
imposicion a la renta, en lugar de echar mano amfgosiciébn al comercio exterior y a los
consumos. En segundo lugar, el caracter de losfibeseotorgados ha sido mas bien de tipo
automatico y contenido en las normas generalesdripuestos, mientras que por el contrario en
la region latinoamericana se apeld mas a mecanigiiszsecionales y legislados en textos
independientes referidos a sectores o actividesjgsc@les. En tercer lugar, paises como EE.UU. y
Canada, tienen un peso significativo en materiagyagos tributarios lo que estd sefialando un
activo papel del estado en esta materia, y losfloéwse otorgados son transparentados a través de
su inclusion en el presupuesto federal.

En ese sentido, la informacion disponible no arta@sobre el papel cumplido por los
impuestos en los procesos de movilizacion de akBagrmversion, ya que si bien actualmente
se puede tener alguna informacion en materia decdssos fiscales no quedan claros los
resultados obtenidos. Ello abre una serie de ingamtes no sélo respecto de los objetivos en
materia promocional sino también sobre respectaaes son los mejores instrumentos de
promocion a ser utilizados y cudl es la capacidadedtado en el proceso de administraciéon y
gestién de los mismos.

5. Laeconomia politica de las reformas tributarias en AL
Resulta evidente que —por distintas razones— langrte de las reformas requeridas para mejorar

el nivel de la tributacién, eliminar los impuestpge alteran la neutralidad econémica y reducir la
inequidad en la distribucién de la carga entrelas/ée ingreso no se han llevado a cabo.

84



CEPAL - Serie Seminarios y Conferencigsa34 Las finanzas publicas y el pacto fiscal en Acaékatina

Esta aparente inmovilidad se explica por un ladoupa serie de elementos intrinsecos a la
propia realidad politica de los paises y que caooddn sus decisiones en materia de politica
econdmica, y por otro por la debilidad en el dedlrrinstitucional de las administraciones
tributarias requeridos para poner en practica nasdigue requieran de un mayor grado de
eficiencia y de capacidad de gestion. En los hechosbhos elementos no son totalmente
independientes, y no resulta casual que en loepalsnde las “elites” son mas fuertes las
administraciones tributarias son mas débiles.

América Latina es el continente que registra logares niveles de desigualdad de ingresos,
y este desequilibrio se ha ido acentuando en mbdtaso de los afios pasados recientes, a pesar de
que la regién ha crecido en términos del PIB peitad/ los coeficientes de pobreza e indigencia
se han ido reducienéo En ese sentido algunos autores han desarrolatisis de que ha sido la
extension de la desigualdad de ingresos en la melgioque ha influenciado el disefio y la
implementacion del sistema tributario. Ello genamacirculo vicioso de desigualdad de ingresos y
regresividad tributaria, en lugar de un circuldugso que posibilite a través del esquema tribmtari
la correccion de los grandes desequilibrios decismyr

Como sefalan Sokoloff y Zoltz (2005) la evidenciagisre que la larga historia de
desigualdad que ha tenido lugar en la regién eselemento central para comprender las
caracteristicas distintivas de los sistemas trilngale América Latina, y al mismo tiempo sefalan
que el patrén histérico de comportamiento de lagpgs de “elite” muestra que los mismos han
soportado una carga tributaria “liviana” a lo ladglos afios.

Visto desde la Optica politica es evidente quedsiglialdad social puede resultar en la
generacion de “grupos de elites” que buscan mirimiu carga tributaria relativa, ya sea
controlando el proceso legislativo o procurando gumismo legisle normas tributarias con esos
efectos, para de esa forma trasladar un mayor p@jeede la carga tributaria a los sectores de
menores recursos. También es factible esperar @joeebe entorno se generen presiones para que
los mismos “grupos de elite” busquen controlar recpso de implementacidén y control de las
normas fiscales, asi como disefiar normas admitistsaque tengan un efecto mas beneficioso
para los mismos, tales como los blanqueos, lastor@s y otras medidas semejantes. En esas
circunstancias se torna mas dificil el disefio deuesiras tributarias progresivas.

Asimismo en economias con extensas clases polwdactible encontrar altos niveles de
informalidad tanto en los mercados laborales comdidnes y en esas circunstancias el disefio
de los sistemas tributarios con un cierto graddgdldad no resulta ser sencillo, ya que la
informalidad de la economia dificulta la posibikidale administracion eficiente de los
instrumentos tributarios.

En sintesis, la ausencia de una sustancial clad&rme presenta como un limitante critico
para el desarrollo de un impuesto personal a ltargne alcance a por lo menos el 20% de la
poblacion de mayores ingresos, y que lo haga deraaamplia y generalizada respecto a todo
tipo de renta.

Por otra parte, se ha observado que mientras gupdises desarrollados han ampliado y
extendido en mayor medida las bases imponibledtaesio en consecuencia que la recaudacion
del tributo no sélo no se reduzca sino que la mismacrecido, el movimiento conjunto o
simultaneo de reduccién de tasas y ampliacion desbao ha tenido un correlato equivalente en el
campo tributario de América Latina ya que la expgangle las bases imponibles, eliminando

"4 vVéase CEPAL, 2007-a, y Sokoloff y Zolt (2005).
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exenciones, deducciones especiales y tratamientdsrenciales, no se ha dado en la mayor parte
de estos paisE€s

En ese sentido debe sefialarse —una vez mas—ashigato preferencial que han recibido y
siguen recibiendo las rentas generadas por elrdatdnciero en gran parte de los paises, debido a
normas legales que han protegido a los mismosbiglde ineficientes mecanismos de control que
han hecho que buena parte de esas rentas finanoietebuten en la practica.

Argumentos sustentados en la gran apertura y rdadilidel mercado financiero que ha
tenido lugar en todos los paises de la regiong@sb el hecho de que un buen porcentaje de las
carteras de ahorros de personas y de beneficiempgesas son colocadas en el exterior, -bien sea
en paises desarrollados que no estan dispuesplisar anecanismos de retencion de impuestos en
la fuente o bien que son colocados en paraisaadise han tenido como efecto que en la mayor
parte de los casos las rentas financieras escajoalo @ipo de tributacién, tanto en la fuente como
en el lugar de residencia de los contribuyentes.

Asimismo, el insuficiente desarrollo de las adntmisiones tributarias no ha tenido todo el
éxito que hubiese sido deseable para alcanzar aelt®ores “duros de gravar”, como son los
sectores informales, el sector agropecuario, lasoses de profesionales independientes, y las
pequefias empresas. Complementariamente a estai@itugs claro que las economias han
experimentado un crecimiento sustancial de losigesy y ello agrega aln nuevas y mayores
dificultades para el control eficiente por partdateadministraciones tributarias.

Asi, resulta evidente remarcar que el disefio deoldica tributaria en los paises en
desarrollo debe tomar muy especialmente en comrsiher la dimensién administrativa para lograr
sus objetivos, pero sin que ello implique que ldgetivos de politica econémica queden
subrogados a dicho nivel de gestion, ya que exditesos mecanismos que pueden ser utilizados
para mejorar dicho nivel.

En ese sentido se reconoce que el tema estd aertnddgrar un adecuado balance entre la
obtencion de una mejor equidad distributiva, lauceidn de las distorsiones econdmicas y la
consideracion del estado de la administraciéon taifia, en cada circunstancia particular. Al
respecto pareciera ser que en las Ultimas décadAmérica Latina el “adecuado balance” no ha
sido tal, sino que las orientaciones en matertaria han estado fuertemente influenciadas por
los objetivos de eficiencia, con un menor pesdg@oiemas distributivos.

El conjunto de los factores sefialados esta ind@dnsl enormes desafios existentes para
cambiar el sesgo del sistema tributario, para & dabe ponerse de manifiesto la necesidad de que
exista un “ambiente politico” adecuado para llesacabo los cambios requeridos, ya que en
presencia del mismo son muchas las medidas quepsed adoptadas.

Por una parte, en los ultimos afios se ha obserwsdavance significativo en el
conocimiento y transparencia de la informacion eepa los sujetos que se han beneficiado y se
siguen beneficiando con los incentivos diferensi@ee otorga el sistema. Esta informacién no se
encontraba disponible en épocas pasadas y losrasfueealizados en procurar una mayor
transparencia impulsada por el entorno internatioaa llevado a que en varios paises de la region
se haya instalado el tema a nivel legislativo.

La publicacion de los textos completos y ordenadi®da legislacion, la difusion de los
“gastos tributarios” que cuantifican el monto de heneficios otorgados, el conocimiento publico
del nombre de los principales deudores al Fiscxlilminacién de los secretos financieros y

S Al respecto puede consultarse el anélisis efdotpar Keen y Simone (2004).
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bursatiles en casi todos los paises, la difusiétogldallos de los tribunales fiscales, son todos
factores que contribuyen al cambio.

Por otra parte, es evidente que el nivel tecnotbgictual permite a las administraciones
tributarias, si es correctamente aplicado, comgerten una herramienta de un enorme valor que
con anterioridad no se disponia. Actualmente aétale los sistemas informaticos es factible el
manejo de grandes bases de datos externos satmmpbrtamiento de los contribuyentes que, en
los hechos, permite que sea la misma administracibuataria la que efectie la declaracion en
nombre del mismo, tal como se esta llevando a ealmlgunos paises de la region, por ejemplo en
el caso de Chile.

Igualmente, los sistemas de retencion en la fupatglen ser actualmente generalizados
sin que ellos presenten grandes dificultades pmradministracion tributaria, la que recibe la
informacion por parte de aquéllos que han retedbgravamen en la fuente sin mayores
complejidades, mientras que este mecanismo -muyndiflo en los paises desarrollados-
constituia antes un enorme problema de cruce denmafcion. Esto permite la captura de datos
en tiempo real y las posibilidades de conocer deemsgeneral las transacciones entre distintos
sectores economicos.

De igual manera se sefiala que los paises han esdoronveniente avanzar en convenios
de intercambio de informacion, lo que denota unexgb de cooperacion entre los mismos ya que
mediante ellos es posible potenciar sus propiogeesfs, y ello refuerza la posibilidad de
aplicacion de estos gravamenes.

En sintesis, la experiencia muestra que tres el@saon esenciales para lograr una mejora
en la eficiencia de la administracién tributariacemalquier pais:
1. la voluntad politica de implementar efectivameiai® hormas tributarias votadas por los
legisladores;

2. una estrategia administrativa claramente definidantinuada a lo largo del tiempo a fin
de lograr cada uno de los objetivos propuestos;

3. una dotacién flexible de recursos, humanos vy firans, que sean necesarios para lograr
dichos objetivos.

La experiencia observada en los paises resulteoséradictoria 0 ambigua en esta materia,
ya que a la vez que los objetivos son cambiardesedtrategias seguidas por las administraciones
también se van modificando constantemente en caml@ellos &mbitos en que éstas se desarrollan
y se observa una insuficiencia sistematica de sesypara el cumplimiento de los fines propuestos.
Por otra parte no puede dejar de mencionarse kteexia de “interferencias politicas” en la
gestion de los Fiscos que muchas veces condicoactividad de los mismos.

6. Algunas circunstancias que pueden darle viabilid ad a las
reformas tributarias en América Latina

Mahon (1997) analiza algunas circunstancias enot@mmuchos de los cambios operados en
materia de la estructura tributaria en Américanationsiderando para ello cuatro posibles eventos
que le dan viabilidad a las mismas:

como el resultado de situaciones de crisis ecorasnic

como la accion de gobiernos recientemente electos;

como consecuencia de la existencia de regimenestatios;

como resultado de presiones internacionales, ypa@eque el contexto externo conduce
a las mismas, o como consecuencia de condicionaiédaxistentes.

oo oW
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Complementando los puntos sefalados, cabe menegdeards como un quinto determinante
que ha operado sobre la estructura tributaria en Uidimas décadas, la debilidad de las
administraciones tributarias —tema discutido eselecion anterior— por lo que el fortalecimiento de
las mismas es un elemento central para habilitgplleacion de reformas tributarias.

a) En relacion con la primera de las posibles eapiones se observa que los cambios mas
sustanciales en la estructura de los paises samete posibles durante los periodos de crisis, ya
gque en esas circunstancias es factible supergodsiaddn politica y la inercia administrativa que
normalmente bloquea los cambios significativose&m sentido, los ejemplos de situaciones de crisis
en América Latina que han facilitado la aplicacie reformas profundas, tanto en el ambito
tributario como en otras politicas publicas, resuder mas que abundante. Para el caso cabe
mencionar en Argentina las leyes de emergenciadetion de 2002 que posibilitaron la aprobacion
de medidas tributarias que habian sido rechazadasgeh legislativo no muchos afios antes. Es
evidente que esta proposicion es especialmenteriampe cuando se trata de efectuar cambios
tributarios que tienen serias implicaciones reiflistivas, que serian frontalmente rechazadas de no
estar presentes las circunstancias de crisis. keuta en el caso de Argentina varias de las reforma
contenidas en las leyes impositivas aprobadas aentire de 1999, especialmente en materia de
imposicion sobre las personas fisicas, han encmngastento en esa situacion.

En la actual fase expansiva, caracterizada ponéniito crecimiento de los ingresos fiscales
(véase Cepal, 2007-b), el panorama de reformasastarie reducido, con la excepcion de la
reforma fiscal de México. En los demas paises,cgaser que, al cumplirse o sobrepasarse las
metas de recaudacion, los incentivos para camlaarsistemas tributarios han disminuido
fuertemente. De hecho, la discusién sobre la imlsgude los sistemas se reduce a algunos circulos
académicos, y no trasunta en proyectos legislateodientes a modificar los defectos anotados,
que por lo demas son ampliamente conocidos.

b) De igual manera, es valido considerar tambiérciclos electorales como un vehiculo que
facilita la adopciéon de cambios significativos. &g sentido es factible observar en muchos paises
que las reformas tributarias tienen lugar en ldmgnos meses de un nuevo gobierno cuando
todavia el mismo goza del crédito otorgado poclodadanos que lo llevaron al poder. Al respecto
se observa que muchas reformas han tenido lugat primer afio de gobierno y que luego las
discusiones en torno a las mismas tienen un plagestacion significativamente mayor.

¢) Por dltimo, no puede dejar de mencionarse |gifmeexterna ejercida ya sea como
consecuencia de programas econdmicos sujetos &immadidades de politica econdmica, como
también la presion ejercida por las propias tenidsnexternas en la materia. En el ambito
tributario, como posiblemente en pocos otros dehguer econémico, el “efecto de imitacién de
hacer como el vecino” encuentra un gran espacsai geobserva que los sistemas tributarios de la
region han estado sujetos al paso de distintagotes, siendo una de las mas fuertes la aplicacion
del IVA de forma generalizada en todos los paises.

d) Tal como se ha sefialado, se observa que haasidebilidad de las administraciones
tributarias la que de una u otra manera ha infleiddas orientaciones de muchos de los cambios
tributarios observados en algunos paises en lowodtafios. Estos cambios han tendido como
propésito trasladar parte de las responsabilidadigsas de una administracion tributaria eficiente
a cabeza de los propios contribuyentes utilizaridtersas que pueden ser considerados como
“sustitutos imperfectos” al disefio de un buen gistdributario. Nos estamos refiriendo en ese
aspecto a impuestos tales como el gravamen sobts/d® empresariales” o el referido a los
“impuestos a las actividades financieras”, asi comnas iniciativas que han procurado instalar en
el centro de la escena al sector financiero conubenidel sistema de cobranza de impuestos a
nombre del Fisco.
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e) Frente a las dificultades legales y administaatipara incrementar la recaudacion del
impuesto a la renta societaria, es un hecho yargiezeelo en la regidn la adopcion de distintos
métodos de determinacion de caracter complemerdgaralgunos casos, 0 sustitutivo en otros, con
el fin de mejorar los resultados obtenidos. Losmmis se han basado en la aplicacion de un
gravamen que determine una “base presunta” a foethyrminar un monto minimo de impuesto a
la renta, mas all4 del resultado efectivo que genalsia como consecuencia del impuesto a la
“renta neta” de las sociedades. Algunos paiseseamgara esos propésitos como base imponible
presuntiva el valor de los activos, 0 en otros gagsomas recientemente— se ha utilizado el monto
de las ventas brutas, o ingresos brutos, ante®digcii costos y gastos para la obtencién de las
mismas. El gravamen asi determinado es considezach® una suma minima a pagar, ya que
cuando la determinacion del monto de impuesto quefectlia tomando en cuenta los criterios de
renta neta arroja resultados superiores, el canyeiite deberd ingresar el excedente determinado,
caso contrario el impuesto sobre los activos oestd® ventas brutas permanece como un umbral
del cual no podra descenderse. En los hechos li@eipn de estos gravamenes es el resultado
innegable de las limitaciones que enfrentan losgzaitanto desde el punto de vista legal como
administrativo, de aplicar una estructura impoaiten la cual las tasas nominales o legales
utilizadas estén en consonancia con las tasasvefecesultantes, pero estos sistemas de hecho
conducen a la eliminacion del impuesto societaplores la renta, y convierten al gravamen en un
quasi-impuesto en cascada, agravando los probléeneficiencia econdémica.

f) En lo que respecta a los impuestos sobre logadép créditos bancarios, el uso de estos
gravamenes ha respondido basicamente a las urgateiabtener rapida respuesta recaudatoria,
trasladando la responsabilidad de su ingreso atisuciones financieras, teniendo en cuenta la
debilidad de las administraciones fiscales lasesuakumen un papel menor en su captura. Si bien
los mismos fueron introducidos con el propésitoeeffiro de mejorar los recursos en el corto
plazo y con un caracter de emergencia, mas que oanmstrumento pensado para permanecer en
la estructura tributaria, su exitosa respuesta kunas de los paises esta dificultando
posteriormente su reemplazo sin afectar el niveindeesos. En ese sentido la evidencia en la
materia muestra que efectivamente los mismos ltanedicaces en la obtencidn de ingresos en el
corto plazo pero al mismo tiempo, como sefalant@odtbrill y Summers (2001), la respuesta del
mercado al impacto del impuesto indica que exisfentos adversos, incluyendo en particular un
grado significativo de desintermediacién financiétar otra parte, Baca-Campodonico, de Mello y
Kirilenko (2006) confirman esta tendencia y sefiaaimismo que esta fuente de recursos puede
no ser tan segura en el largo plazo.

En sintesis, se observa que los sistemas tribateigentes han sido el resultado de una serie
de “decisiones de compromiso” adoptadas bajo d#stircircunstancias, que van desde las
posibilidades que brinda una situacion de crisitéhdas limitaciones que impone la capacidad
institucional para recaudar impuestos. Estos Isnientre uno y otro escenario— no han sido ni
remotamente iguales en todos los paises y porladlgesultados observados en materia de las
estructuras tributarias de cada pais es la conseieuele hechos especificos que deben ser
evaluados a la luz del andlisis de cada caso pkatic
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V. Does Fiscal Decentralization
Help Create Fiscal Space?

Teresa Ter-Minassian and Annalisa Fedelino ’®

1. Introduction

In the last few years, a significant literature Hiscal space” has
developed, reflecting policymakers’ concerns alooeting room for new
spending priorities within tight budget environngenihese concerns
relate especially to infrastructure gaps (for eXemp Latin America,
where there is a perception that fiscal consobdatias come at the
expense of public investment) and/or to needsdoiakspending to meet
the Millennium Development Goals (MDGS)Moreover, as longer-term
fiscal challenges —related to ageing, climate chaagd globalization, to
name just a few— become more and more evidentjrggdescal space to
accommodate their costs is likely to gain incregasimportance in the next
several decades in many countries around the world.
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The views expressed in this paper are those efatithors and should not be attributed to the natesnal Monetary Fund, its
Executive Board, or its management. We are indetdeB8anjeev Gupta and Ehtisham Ahmad for theirulsebmments and

suggestions, and to Annette Kyobe for able reseassistance. The paper's analysis and policy recardations draw extensively
on previous work in the IMF’s Fiscal Affairs Depant. This paper was previously presented at tharie on “Effectiveness of
Decentralized Strategies and Outcomes”, MoncafBaptember 3-4, 2007.

The concept of fiscal space received a systenu#fmition in Heller (2005), addressing the debatehow to accommodate
additional spending to reach the MDGs in low-incocoeintries. IMF (2004) reviews the issue of creatinom for productive

public investment, originally raised by Latin Amean constituencies.
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This paper focuses on one particular dimensionhef fiscal space debate, naméehe
possible relationship between fiscal space and fadcdecentralization Thus far, the fiscal space
literature has implicitly assumed a single-tier gmment, in which decisions about the fiscal
stance and the composition of spending are made dgntral authority. In a world where a large
and growing share of public expenditures is caraedby subnational governments, a key question
is whether fiscal decentralization can help creambem for additional spending, without
jeopardizing the macro-economic stability or longgm fiscal sustainability of a country. This
latter provision deserves special attention, asrgel strand of the fiscal federalism literature
highlights how subnational governments can be aceoof fiscal pressures, preempting rather than
freeing fiscal space.

This paper discusses under what conditions, regartlie design and implementation of
intergovernmental fiscal arrangements, decentttédizacan help create fiscal space. It draws on the
experiences of countries at various levels of dguakent, which have been analyzed by IMF staff
in the context of surveillance or technical assista A key lesson from such experiences is that
decentralization of spending responsibilities doesby itself create fiscal space. This is because
macro-economic and/or financial constraints ondfidzalances and the size of the public sector
relate to the general governmeather than the central government alone. On therdtand, to the
extent that decentralization promotes additionfitieht own-revenue generation by subnational
governments, and/or it leads to more efficient baetder-prioritized spending, it can create genuine
increased fiscal space to meet new spending needs.

The rest of this paper is structured as followscti®a 2 briefly reviews “why” fiscal
decentralization is increasing, and “how” it canrbade consistent with macroeconomic stability.
Sections 3 and 4 examine the conditions under wkigztal decentralization can promote the
creation of fiscal space, by raising subnationakneie, and/or improving the prioritization and
enhancing the efficiency of subnational spendiegpectively. Section 5 briefly summarizes key
policy conclusions.

2. Some macroeconomic dimensions of fiscal decentra lization

Fiscal decentralization is becoming increasingly pmular around the world’®. A number of
reasons explain why. From a political perspectiiszal decentralization is often seen as a way to
promote democratization, bringing decisions cldsecitizens through enhanced participation. In
some cases, providing greater “voice” to subnatigurdsdictions is also seen as a way to help
resolve regional or ethnic conflicts. From an ecdoiwopoint of view, the rationale for fiscal
decentralization is less clear-cut; while deceigation has the potential to improve spending
efficiency, by creating competition across jurisitios and better targeting expenditure programs
to end-users’ preferences, the empirical evidendarsis not conclusive.

There arevarying degrees of fiscal decentralizatioriBox V.1). The latter is not necessarily
related to the system of government; a unitaryestan be more fiscally decentralized than a
federal state (see Arzaghi and Henderson, 2005).

8 In this paper, subnational governments refeetels of government below a (broadly defined) @rgovernment level. Thus, the

analysis below applies to both unitary and fedsaés of governments. In some cases this distiné@nyway not clear-cut; for
example, the Nordic countries are unitary statél wiconstitutionally-defined principle of localfsgovernment.
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BOX V.1
DEGREES OF FISCAL DECENTRALIZATION
Fiscal decentralization is usually measured by the share of subnational governments in general government revenue and
spending. This is, however, an imperfect indicator of the degree of effective decentralization of both revenue-raising and
spending responsibilities. Ideally, it would be desirable to include in the measure of decentralization information on the

degree of autonomy of subnational government in exercising such responsibilities. Unfortunately, no standardized indicator,
that would allow reliable international comparisons in this area, has been developed to date.

A comparison of OECD countries, based on the conventional measure® suggests that in the early 2000s:

The degree of decentralization varied considerably across countries, from a low of 5 percent for Greece to a high of 60
percent for Canada.

The degree of fiscal decentralization of a country was not necessarily related to its political structure. Some unitary
countries, for example the Nordic ones, were more decentralized than federal countries, as their subnational governments
played a large role in public service delivery.

In all countries, the share of subnational spending exceeded (sometime widely) the share of subnational revenue,
implying significant recourse to central transfers. This may have implications for the “effective” degree of decentralization
(namely, spending autonomy), as transfers may not come “unencumbered.”

Source: Author.

# In addition to conceptual shortcomings, cross-country comparisons of decentralization are subject to significant data
limitations. Government Finance Statistics (GFS) provide the only comprehensive and consistent database on fiscal
indicators of various government levels, although data is incomplete for some countries. For data on OECD countries, see
www.oecd.org/ctp/federalism.

Decentralization can give rise gignificant challenges for macroeconomic managemen
(Ter-Minassian, 1997). In particular, it can weakba central government’s control over fiscal
outcomes, with potentially adverse effects on maoooomic stabilization and fiscal sustainability.
Specifically, the devolution of substantial spemdipowers to subnational governments may
hamper the central government’s ability to curbemscdemand pressures through expenditure
consolidation. Moreover, revenue-sharing may lessercountercyclical impact of increases in the
shared taxes, to the extent that the additionaleshgevenue is spent by the recipient subnational
governments. In addition, excessive subnationaidaing can threaten monetary control or lead to
crowding out in the short run, and can create piressfor central government bailouts over the
longer run. The difficulties potentially posed fmacroeconomic management by the combination
of a high degree of decentralization and a pooigdesf intergovernmental fiscal arrangements
have been highlighted in various contributionshe fiscal federalism literature, as well as by the
experience of a number of countries, especiallyaitin America”.

Against this background, a key issuehisw to design (or reform) the system of inter-
governmental fiscal arrangements to ensure that progressive decentralization afndmg
responsibilities does not create significant maaronomic risks, and safeguards medium-to-long
term fiscal sustainability. International experierpoints to a number of lessons in this respect.

First, a broadkex-ante matching of spending responsibilities witlevenue sources at each
level of governmentneeds to be ensured. In other words, subnatiom&rgments should be
provided, through an appropriate combination of eerenue-raising powers and inter-governmental
transfers, adequate resources to carry out theirdspg responsibilities with a normal/average degre
of efficiency. An excess of subnational resourdes xample, when revenues are devolved before a
clear reassignment of spending responsibilitiesinathe cases of Colombia and of a number of
resource-rich countries, including the Democrat&piblic of Congo) tends to lead to spending
inefficiencies and waste. In contrast, insufficiergsources (for example, when spending
responsibilities are pushed down by the centrabgowent without a corresponding reassignment of
resources, as was the case in a number of trangitionomies during the 1990s), tend to result in

% See, for example, Prudhomme (1994), Ter-Minasi£97), Tanzi (2001), Ahmad and Brosio (2006), atedMello (2000).
Fornasari, Webb, and Zhou (2000) find that fisedehtralization tends to be associated with hi§lbeal deficits.
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excessive subnational borrowing, accumulation adfaas or the inability of subnational governments
to provide essential public services. For instaimrc€hina, provinces and lower levels of governraent
are largely responsible for the provision of sos&lices such as healthcare and education, aasvell
providing for social security. As revenue capasityries significantly and central transfers, albeit
increasing over the years, have proved insuffictentover spending needs, this has resulted in a
severely uneven distribution in the quality of palslervices, with the poorer inland regions nonhgei
able to carry out their mandates effectively.

Second,the enforcement of hard budget constraints on sulational governmentsis
crucial to maintain fiscal discipline. This requdra credible no bailout policy from the center,
otherwise subnationals may have incentives to spend and/or under-tax, in the expectation that
the central government will not let them fail. Suekpectation may be even stronger when
subnational governments are responsible for detiggoublic services that are deemed essential,
and a possible disruption in their provision wontit be viewed as politically acceptalile

Third, and related to the enforcement of hard btidgastraints, there is the issue of whether
and to what extent subnational governments shoaildllbwed to borrow. There is a vast literature
on approaches to the control of subnational borrowing based on a taxonomy originally
developed in Ter-Minassian and Craig (1997) (Tablb.

Empirical evidence to date suggests thatone type of borrowing arrangement works
best under all circumstancesA number of economic, institutional, and politi€actors affect the
appropriateness of different types of borrowingtomls. These factors include among others: the
degree of vertical and horizontal imbalances amamywithin levels of government; the existence
of bailout precedents or of privileged channeldiwhncing for subnational governments; and the

quality of their fiscal reporting (Plekhanov anch§h, 2006).

TABLE V.1
APPROACHES TO THE CONTROL OF SUBNATIONAL BORROWING
Approach I_\/Ia_rkgt Cooperative Rule-based Administrative
Discipline Approach Controls Controls
Advantages v' Emphasis on v Promotes dialogue. v’ Transparent. v’ Potential central
self-control. v Enhances v’ Avoids bargaining. government (CG)
v' Monitoring by credit responsibility of control.
rating agencies. subnational v’ Better terms and

policymakers.

conditions.
v' Useful for foreign
borrowing.

Preconditions

v' Comprehensive,
timely, and reliable
information.

v' Developed financial
markets.

v No access to

v’ Constitutional
underpinnings.

v’ Culture of fiscal
discipline.

v’ Existence of
institutions for

v Sound and credible
rules (well defined,
transparent, and
flexible).

v’ Clear coverage and
full information

v' Ability of CG to
effectively monitor
and implement
controls.

privileged financing. cooperative needed.
v No previous history decision-making or

of bailouts. strong bargaining
position of central
government.

Examples Canada Argentina Brazil China
Australia Austria Chile France
Denmark Spain Japan

Domestic Stability
Pacts in some EU
countries

United States

United Kingdom
Former Soviet Union

Source: Based on Ter-Minassian and Craig, 1997.
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The issue of regulating subnational borrowing idually more complex than the
taxonomy might suggestAs new financing instruments have proliferate@rothe years, due to
financial deepening and increased sophistication pdf/ate capital markets, subnational
borrowing can take on a number of complex formdngdeyond the “traditional” financing
channels such as bank loans and issuance of seedritebt. For example, the increased use of
Public Private Partnerships (PPPshas brought to the fore issues of under what oistances
these should be considered as part of governmdsttadeld/or creating significant fiscal risks—
these are all the more relevant as more governmemtional and subnational, view these
instruments as an easy way of evading budget ainttrand borrowing limits (see Box V.5
below). Similar considerations apply to tharious securitization operations(for example, of
real estate or future revenue flows). The casdefltazio region in Italy comes to mind: Lazio
has extensively engaged in such operations, andghivalent of 0.8 percent of (national) GDP
in hidden debt was discovered last year.

Appropriate monitoring mechanisms for subnational borrowing are very important,
especially in countries where de jure or de fakbtodentral government is likely to be the “lender o
last resort” for its subnational jurisdictions. this end, a registry of subnational borrowing (irttthg
any provision of guarantees to their enterprised,ather contingent liabilities) should be created
regularly updated. Even in cases where such regjistdst at the subnational level, there may be a
need to ensure that the information is consolidatethe central level and made consistent and
comprehensive across jurisdictions, also to allovegular and reliable flow of information to the
market. In Mexico, for example, following the subiomal debt crises of the 1990s, a market-based
debt management system has been significantlygttremed, including through sounder banking
regulations, provisioning requirements, and creatings. However, the absence of standardized debt
limits and regulations and the lack of standardia&@drmation on the budgetary operations of
subnational governments may create risks. It wdigddimportant, in particular, to strengthen the
coverage of and coordination among the differebnhational debt registries, to include, inter atie
use of new financing instruments such as reverugitigation and PPPs.

The creation ofappropriate supporting institutional mechanisms is also key to the
success of fiscal decentralizatinA legally robust and transparent framework, clarifying the
respective roles and responsibilities of each lesklgovernment, and setting out suitable
mechanisms to promote dialogue and policy cooritinamong them, is crucial to ensure effective
implementation of any system of intergovernmenistdl relations.Standardized information
flows on subnational operationswould provide a consolidated picture of governnaperations
at all levels; allow the central government to monitorulegy subnational finances, so as to
safeguard macroeconomic stability and debt sudiditya and help ensure effective service
delivery throughout a country, by also providindpasis for subnational governments —as well as
their electorates— to assess their own performaise&-vis other entities/jurisdictions. Consistency
of information flows is also important —and traakigovernment operations from below-the-line
can provide a powerful consistency check with dateabove— the-line revenue and spending. In
some countries (for example, Brazil),cantral government office has the legal mandate to
regularly monitor and report on subnational finan@nd assess their macro-economic and overall
fiscal impact. The task of such a unit can obvipust facilitated by the application of uniform
transparency requirements, and the adoption ofrriatenally accepted standards for budget
classification, accounting, and reporting acrosbnational jurisdictions (albeit perhaps with
simplified requirements for small local authoridies

81 Ahmad and Brosio (2006) provide a comprehensiview of this literature.
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Finally, thespeed of decentralizationshould be related to subnational capacity. Where
there are significant differences across governmientls in terms of development and
institutional preparedness, consideration shouldgl¥en to adopting asymmetric (or “two-
speed”) arrangements, with more rapid devolutionspénding responsibilities to the more
advanced subnational governments (such as maim wdyaers; the case of Bogota is illustrated
in Box V.2). A few countries have used asymmetrgcehtralization (including Brazil, Italy,
Russia, Spain, and, most recently, Macedonia), Ijndet political or geographical reasons
(Joumard and Kongsrud, 2003).

BOX V.2
COLOMBIA: EFFECTIVE DECENTRALIZATION IN BOGOTA
The city of Bogota provides a good example of how a major transformation in fiscal management and service provision at
the local level can take place when effective decentralization is implemented. Over the last 15 years, the city managed to
increase dramatically its resources and use them to improve its service delivery —not an easy task in a city with a population
of over 7 million. From a city facing a severe financial and urban crisis in the late 1980s, with public utilities, education,

health, urban transport, and sanitation services in disrepair, the city has turned around to become a beacon of modern
management and transformation, due to three main factors:

The sequencing of the decentralization process in Colombia, starting from the popular election of mayors and ending
with the granting of greater administrative autonomy, led to a major shift in the balance of intergovernmental powers in favor
of subnational governments. Popular elections opened the door to the selection of (sometime independent) mayors with
great leadership skills, who are largely credited with the turnaround in the city’s predicaments.

Asymmetries in the decentralization process (enshrined, among others, in a 1993 special charter giving the city greater
fiscal, political, and administrative autonomy), paved the way for tax and spending reforms. On the revenue side, a new
gasoline tax was introduced, rate were increased (mainly for the Industry and Commerce tax—ICA), and tax bases were
expanded (for property and vehicle taxes) —these resulted in a significant increase in the city’s revenue. On the spending
side, the city improved the management of public utilities and social services. Entities that were no longer needed or that
were extremely inefficient were eliminated, others were merged, excessively large staffs were reduced, and wages were
kept under control; for example, hospitals were merged or shut down, hospital staff was reduced, and results-oriented
management and competition with private hospitals were introduced. In addition, the city significantly expanded the
opportunities for private participation in the provision of services, through the adoption of concession arrangements.

Bogota has also placed emphasis on the market as a fiscal disciplinary factor, welcoming private participation to
improve the management and reduce the cost of services, and implementing fiscal transparency measures to ensure that
the market and the political and social control mechanisms function efficiently.

Source: Author.

3. Creating fiscal space through revenue mobilizati  on at the
subnational government level

This section discusses the extent to which dederdtimn of taxing powers can help efficiently
mobilize additional revenue, thereby increasingdisspace. The scope in this respect largely
hinges on the capacity of, and incentives for, atibnal governments to expand in a cost-effective
manner own revenues.

As shown in Table V.2, the degree of autonomy difnstional governments in raising the
revenues needed to finance their spending respbitissbcan vary substantially. At one end of the
spectrum (full-fledged own revenues) subnationakgoements have full legal control over both the
definition of taxable bases and the rate struabdfitbe revenue source. Of course, they may s#ll se
their effective room for maneuver in this respemtstrained by economic factors, such as a high
degree of mobility of the relevant tax base (erg.ome from capital). At the other end, subnational
governments may be simply allotted shares of taxesse bases and rates are defined by the
central government, which typically also administdhese taxes. In this case, subnational
governments have no control over these sourcesvehue and, depending on the discretionality in
the revenue-sharing arrangement, may not even leet@lpredict their yield with any confidence.
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In between these two extremes are arrangements glikcharges on central government taxes)
which involve little or no subnational control owde specification of the tax base, but a (typicall
bounded) degree of control over the tax rate(s).

TABLE V.2
A TAXONOMY OF SUBNATIONAL REVENUE ASSIGNMENTS

Revenue assignments
Own taxes Tax surcharges Tax sharing
Subnational fiscal autonomy over
Tax base Yes No No
Tax rate Yes Yes No
Administration Yes Possibly No
Duplication/Cost of Compliance and Administration Highest Lower Lower

Source: Adapted form McLure (2005) and Bordignon and Ambrosiano (2006).

Empirical evidence suggests tlmatn revenues tend to represent a relatively smalhare
of subnational governments’ resourcesn most countries. Data for selected OECD coustrie
indicate that, on average, own taxes account &g than 20 percent of subnational governments’
revenues, albeit with a large variance (the shaiagbas high as 76 percent in Canada, where
provinces enjoy significant fiscal autonomy, tolaw as 5 percent in Mexico, despite its federal
structure) (Table V.3§. Also, a study by Joumard and Kongsrud (2003) dotirat in Norway,
Austria, and Germany, where overall general goventrtax ratios are around or above 40 percent
of GDP, own revenues only account for 0.3, 0.8, hddbercent of GDP, respectively.

A number of factors have been identified in therliture as responsible for such a generally
limited reliance by subnational governments on owmaxes

< labor and capital have traditionally been more f@ohcross subnational jurisdictions than
across national frontiers, thereby constrainingnational governments’ ability to tax them
(in particular profits and interest income);

« especially in countries with substantial regioriapérsion in income levels, tax bases tend to
be also unequally distributed across the natioeatitbry, necessitating redistributive
transfers through the central government budget;

« many subnational jurisdictions lack resources amuhcity to administer the more complex
but more productive taxes, such as income taxesrendAT, which require well-developed
audit and enforcement mechanisms; and finally

« local governments may face disincentives to exglair own revenue-raising potential and
build up their administrative capacities, given tpelitical cost of own taxes and the
resources required to administer them. This is iqdarly true in a system of
intergovernmental fiscal arrangements characteribgdlarge vertical imbalances and
correspondingly large transfers (especially of @-fijfing nature) from the center, as is
common in many countries.

82 The share of own taxes is higher for the wholeaecountries reported in OECD (2006); still, itcaunts for less than 1/3 of
subnational resources.
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TABLE V.3
REVENUE STRUCTURE IN SELECTED SUBNATIONAL GOVERNMEN TS, 2002
Own taxes Tax surchanges Tax sharing Central transfers
Australia 41,1 - 34,4 24,6
Austria 3,7 - 43,5 47,4
Belgium 57,1 - 32,4 10,5
Canada 76,0 - 55 18,5
Germany - 1,9 68,2 21,0
Mexico 5,0 - - 95,0
Finland - 60,4 6,7 32,8
France 39,3 9,6 - 45,5
Greece - 11,6 6,3 82,1
Italy - 28,4 19,9 51,6
Spain 32,6 0,1 23,3 44,0
Sweden - 74,0 - 26,0
Unweighted average 19,4 16,9 20,6 43,1

Source: Author’s calculations, based on OECD (2006).

Note: Data reported only for the first level below the central tier; refers to states in the first block of
federal countries (provinces in Canada); and regions in Italy and Spain. In some cases, shares do not
sum up to 100 percent, due to “other taxes” (not otherwise classified).

However, a case can be made fpeater reliance on own taxation by subnational
governments As emphasized by proponents of so-called marketepving federalism, access to
subnational tax handles creates incentives for aidomal governments to spend better, as higher
growth in the relevant jurisdiction will eventualtyanslate into higher revenue, and hence more
resources for politicians to spend (Careaga andiést, 2003, and Weingast, 2004). Also, access
to own revenue at the margin helps contain expeastof bailouts from the center, should
subnational governments run into financial difficed (Bordignon and Turati, 2005). Finally, in a
globalized world, where tax bases can be erodetrdue liberalization, or competed away by
financial integration, increased reliance on lessbife tax bases is often crucial to sustain tax
ratios that can finance the desired level of gowenmt expenditure.

What are in practice thigypes of taxes more appropriate for assignment toudnational
governmentsand how significant is their revenue-raising ptitdrikely to be? From a normative
stand-point, the benefit principle of taxation webakgue for reliance mainly on property taxes, and
user fees. However, as highlighted in Box V.3, prbp taxes are largely confined to the lowest
levels of government (typically, municipalities) dan partly in reflection of significant
administration costs, remain a modest source @&me® in most countries.
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BOX V.3
PROPERTY TAXES AS A SUBNATIONAL REVENUE HANDLE
Property taxation has historically been the main source of subnational revenue. It is levied locally in practically all advanced
countries (centrally only in Sweden). The share of property taxes in subnational revenue, however, varies considerably; for
local governments, this share ranges from as low as 5 percent in Turkey and 7 percent in Norway, to 90 percent in New
Zealand and 100 percent in Australia, Ireland, and United Kingdom. As share of GDP, property taxes account for about 1

percent in unitary countries and 2 percent in federal countries. While property taxes are therefore insufficient to fund
subnational spending needs, there is a general perception that they remain largely underexploited (OECD, 2004).

Property taxes offer a number of desirable features. Their base is immobile, so taxpayers cannot shift location to avoid
taxation; they reflect the benefit principle, as local services (e.g., roads, transportation, parks) confer benefits on properties
and increase property values; and allow subnational governments to determine the desired level of services and raise
revenue to pay for that level. However, determining the value of property tax bases is difficult, thus complicating their
administration, especially in cases where market valuation is hindered by limited real estate market activity, and/or limited
information on market transactions. Hence determining the tax base is often a matter of judgment.

Constraints also arise from the lack of proper land and housing registers, or outdated cadastres. Property taxes are also
very visible —while it may be desirable to increase them to strengthen subnational revenue handles, it may be politically
difficult to do so.

The revenue potential of property taxation depends on broadening their tax base (to include both land and buildings);
minimizing exemptions; and trying to align assessment to market value. Revaluations should be done regularly (every year if
possible but no more than every 5 years), to preserve the tax buoyancy.

Source: Author.

As concerns regional governments, a number of gampere argued in recent years for their
sharing in the taxation of bases traditionally asgjned to the central governmentSpecifically,
there is now a growing literature calling for dahtional and state-level) VATs (see e.g., Bird,
1999, Keen, 2000), and some countries have indetedduced state-level general sales taxes,
VATs or quasi-VATSs (such as the Italian IRAP). Téés also growing experience with surcharges
by regional and even some local governments oromatipersonal and corporate income taxes.
Such forms of “piggybacking” combine the advantagea degree of control by subnational
governments of the tax rate (with related accodlitygbwith avoiding the compliance costs for tax
payers stemming from different tax legislationsdifferent regions of a counfy An added
advantage of piggybacking is that it minimizes adstration costs for subnational governments, as
the collection and enforcement of surcharges omomalt taxes can in principle be “delegated
upward” to the central government, possibly onealfasis.

As regardgevenue from natural resources resource-rich regions typically exercise strong
pressures to keep a large share of such reventen afting environmental damage from
exploitation of the resources. However, revenuent&in by the region of origin may result in
horizontal imbalances that are difficult to redrebs addition, strong reliance by subnational
governments on such sources of revenue exposesithemgh degree of volatility, which they are
less capable of withstanding than the central govent.

It needs to be emphasized, however, that, whileetiseclearly scope fadditional efficient
revenue mobilization by subnational governmentsa number of conditions will need to be met
for such “space” to be exploited.

« First, thedesign of intergovernmental transfersshould create the right incentives:
transfers from the center should both take intmantrelative revenue-raising capacities
of different subnational governments, and not disage their tax efforts.

8 A notable example of such costs, as well as istertions created by competition through the granof tax incentives, is provided

by the state-level VATs (ICMS) in Brazil.
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e Second, but equally importantincentives should be preserved through the
enforcement of hard budget constraintson subnational governments, i.e., avoidance of
gap-filling transfers or other forms of bailouts bye central government; and either
effectively enforced borrowing controls or, in appriate circumstances, effective market
discipline, including no access to privileged chalarof financing.

< Third, there may be a need for eitle@ordination among subnational governments or
a degree of central government intervention(for example, in the form of a floor on
rates of subnational taxes or surcharges) to ayo&batory tax competition (the
proverbial “race to the bottom”).

< Finally, the choice of subnational tax handles saedeflect a realistic assessment of the
capacity of these governments to administer thestakhis is likely to lead to significant
variance in subnational taxes across a nationataer. There is also a clear role for the
central government to support (with technical aasl,appropriate, financial assistance)
the strengthening and modernization of regional dwchl tax administrations, in
particular the setting up and periodic updatingvefl functioning property cadastres.

4. Creating fiscal space through improved prioritiz ation and
efficiency of subnational spending

An important strand of the fiscal federalism litewrg (Musgrave, 1961 and Oates, 1993), among
others) has traditionally emphasized thatential efficiency gains from decentralization In
principle, efficiency is maximized when spendingpensibilities are assigned to the smallest
jurisdiction encompassing the beneficiaries of sspending. This is the case because such
beneficiaries should be better able to react toirmppropriate level or composition of that
jurisdiction’s spending, or to its inefficiency, bpting out the relevant government, or by moving
to other jurisdictions (“voting with the feet”). Thbenign view of the impact of decentralization on
spending efficiency has been increasingly challdnigemore recent literature (see e.g., Tanzi,
2002, and Ahmad, Brosio, and Tanzi, 2007), which painted to both theoretical arguments and
empirical evidence against it.

On the theoretical level, a number of factors ecapact negatively on the welfare gains from
decentralization:

e substantialscope for capture of spending decisions by local elites or powerful
interest groups;

e lack of transparency of subnational government opeations, due to their poor public
financial management (PFM) systems, with consedydintited accountability of local
policy-makers to their electorate;

e excessive fragmentation of local jurisdictions which precludes their reaping the
benefits of economies of scale in certain typespaiding (e.g., infrastructure);

e lack of clarity in the assignment of spending respusibilities across levels of
government; this can lead to wasteful duplicatidrfumctions, or lack of effective
responsibility for some government functions. Box4\provides some examples in
this respect.

« excessiventerference by the central government in local spading decisionswhich
tends to sap local accountability and initiativdten this is effected via earmarked grants,
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it also creates budget rigidities that may prevbatefficient allocation of resources; and
last but certainly not least,

e a system of intergovernmental transfers that doet adequately compensate for
differences in revenue-raising capacities and spgndeeds (related to, for instance,
geographic or demographic factors) among subndtigmasdictions, resulting in
insufficient resources for some of these jurisditsi to carry out their assigned spending
responsibilities at an average level of efficiency.

BOX V.4
DIFFICULTIES WITH OVERLAPPING EXPENDITURE ASSIGNMEN TS
In Bolivia , municipalities are responsible for building infrastructure and operations and maintenance spending for education
and health care; the departments hire the teachers; and the center pays for them. Municipalities certify hours worked.

Virtually no level is aware of the total spending on education or the actual number of teachers or health care personnel.
There is no effective responsibility for two of the most important spending functions of government.

Under the Nigerian constitution, primary education was assigned to the districts, the lowest tier of government.
However, most lacked the capacity to manage this function, and the financing from transfers was not effectively used for this
purpose, resulting in teachers not being paid. There was then an effective “recentralization” of this function, with the hiring
and management of teachers by the middle-tier or states, and the financing through a special purpose or earmarked grant
from the center. A similar pattern holds with respect to health care. Recent Nigerian survey evidence shows that there is
limited local accountability for health care —given nonpayment of salaries of health workers that cannot be explained by a
lack of resources (Khemani, 1998).

Additional costs could result from the implementation of the new fiscal federalism arrangements provided for under the
revised Italian constitution . The 2001 reform would increase subnational governments’ (regions and municipalities)
spending, in principle to be matched by central government’s savings. As additional spending responsibilities are to be
devolved from the center, there would be no additional expenditure at the general government level. Existing estimates put
the additional spending for subnational governments within a range that could be as high as € 91 billion (about 6 percent of
2007 GDP), on a gross basis. However, this could result in additional net costs at the general government level, emerging
from duplication of functions; overall higher wages, as the wage structure and career progression are generally higher/faster
at the regional than the central level; and additional new staff, to the extent that economies of scale are undermined (ISAE,
2004). Past experience with decentralization also suggests that the transfer of functions can imply higher overall spending.
When functions were transferred from the center to the regions during the 1990s, the latter created strong pressures to
augment resource envelopes relative to what they viewed as insufficient spending margins; at the same time, there was a
need to placate central agencies that would have lost from the transfer of functions. This resulted in additional funds from
the national budget and additional net spending (Giarda, 2003).

Source: Author.

While all these factors can play an important ial&indering efficient and well-prioritized
subnational spending, it may be worth emphasizerg ltheimportance of the quality of public
financial management (PFM) systemsn this respect. Indeed, the PFM requirementsroopte
sound prioritization and cost-effectiveness of puleixpenditure are quite demanding, and often
significantly exceed subnational governments’ cdpaand resources. Ideally, not only well-
structured, transparent, and systematically entbm®cesses for budget preparation, execution,
accounting, reporting, and auditing have to be lacg, but also a meaningful program
classification for the budget; reliable and timedpst accounting for such programs; and
appropriate indicators of their effectiveness nielde developed, to facilitate an assessment of the
efficiency of the programs (including through a ttemarking of performances), and a reflection of
such assessments in the subsequent funding ofrtgeams. While there are examples, in both
industrial and developing countries, of some stéies even some municipalities) being leaders in
budgetary reform processes, in most cases subahtionernments’ PFM systems tend to be less
transparent, well-structured, and well-documenlah those of central governments.

While many countries around the world are experimgnwith different forms of
decentralization, there is yeo conclusive evidence on what kind of institutionareforms
actually lead to improvements in service deliveryln India, for example, state governments have
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the primary responsibility for all service delivend voters appear to hold them, rather than the
national government, more accountable for theiivdg}. There has been a recent move towards
increasing the role of village level governments limdia, but states are given considerable
discretion in choosing the structure and functiofidocal institutions within their boundaries.
Indonesia and Bolivia, on the other hand, have ehasore “direct” decentralization, with the
outright transfer of responsibility and authoritydistrict and municipal levels of government, with
a smaller role for the provinces. While differetitese experiences seem to suggest the value of
giving voters the power to elect representativew different tiers of government, which may help
increase public awareness and scrutiny over govamhactivities. This is also in line with current
development policy thinking thatommunity participation is key to the successful devery of
essential public servicedo the poor —with possible links between commuipityticipation and
fiscal decentralization. Huther and Shah (199&)\vide empirical evidence from a sample of 80
countries that citizen participation and publictee@ccountability are positively correlated with
decentralized systems of government.

In the light of the considerations above, it is sotprising that the (relatively few) available
empirical studies of the impact of decentralizatmnthe transparency, quality, and efficiency of
subnational spending provide a mixed evidence.eikample, while a study by Shah (2007) finds
that decentralization tends to reduce corruptioth &aste in public spending, other studies (e.g.,
Ahmad, Brosio, and Tanzi, 2007) find its impact thee efficiency of service delivery to vary
significantly across countries. The scarcity ofikde quantitative information on the efficiency
of subnational funding programs makes it diffictdt assess empirically the relative role and
importance of the various factors listed aboveffacing the efficiency of subnational spending.
This remains, however, an area deserving signifibarher exploration, given its importance in
assessing the scope for increasing fiscal spaoadghrdecentralization.

Onelast issue (and question)The discussion above suggests that the condifamnféscal
decentralization to create fiscal space —hamelgstign and manage taxing and spending powers
across and within levels of government so as taterefficiency gains— are quite demanding and
possibly difficult to realize, especially in couies with limited capacity. A similar issue is wheth
increased participation of the private sectorin the provision of services, in particular at the
subnational level, can create fiscal space. Fomelg if the central government can assign
responsibility for spending programs to lower lavef government as they can tailor these to local
preferences and needs, could these in turn brinthénprivate sector, which could contribute
expertise, management, and innovation, for exanipgeugh Public-Private Partnerships (PPPs)?
As decentralization does not create fiscal spaceallycating spending responsibilities down
various government levels, similarly shifting spiergdfrom the public to the private sector does not
necessarily result in additional fiscal space,igsificant fiscal risks may result from ill-desighe
and badly managed PPPs —and subnational governrmentsiore likley to be less prepared to
manage these risks than the central government \{Ba)x
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BOX V.5
CAN PPPS AT THE SUBNATIONAL LEVEL INCREASE SPENDING EFFICIENCY?

PPPs are arrangements where the government relies on the private sector for the supply of infrastructure assets and related
provision of services. While definitions of PPPs vary, three key features characterize PPPs: (i) private execution and
financing of public investment; (ii) an emphasis on both investment and service provision by the private sector; and (iii) risk
transfer from the government to the private sector (IMF, 2007).

Private sector’'s management and innovation may deliver increased efficiency, better quality, and lower cost services
than traditional public provision. However, efficiency gains secured via PPPs need to be large enough to cover (i) the
typically higher costs of private sector borrowing; and (ii) the significantly higher transaction costs of PPPs —both types of
costs are passed on to the government in PPP contracts.”

Experience around the world suggests that PPPs may also entail significant fiscal risks . Initially promising
projects often result into lengthy and costly renegotiations and litigation; and in expensive bail-out operations from the
government. While PPPs may initially allow a government to avoid or defer spending, over time large government liabilities
may arise. This is particularly so when investment projects are of poor quality, the legal and fiscal institutional frameworks
for PPPs are weak, and accounting and reporting systems do not transparently disclose the fiscal implications of PPPs.

As the decentralization trend intensifies, so does the trend toward greater reliance on PPPs . For example, rapidly
expanding infrastructure needs have led many city governments around the world to turn to the private sector to improve the
quality and reliability of (often inefficient) public services, with the added advantage that the related costs could be shifted
off-budget. While some municipalities and cities have managed to reap the benefits of private sector’s involvement (in
addition to the case of Bogota, illustrated in Box V.2, the case of London comes to mind), the experience has been
disappointing in developing countries; a recent World Bank study (Clarke Annez, 2006) shows that the private sector is
actually reluctant to get involved; and where it does, governments should put in place safeguards against future obligations
arising from PPPs. As the author concludes, “private finance cannot be a substitute for sound public finance in developing
countries’ cities.”

Effective management of fiscal risks from PPPs is a demanding task . It requires governments to focus on
strengthening the overall framework for public investment planning, developing the legal and institutional framework to
handle PPPs, and implementing transparent accounting and reporting. To the extent that subnational governments may
have weak PFM systems, it is unlikely that PPPs may generate genuine fiscal space for them, and ultimately, for the
general government as a whole.

Source: Author.

' The complexity of PPP contracts, relative to traditional public procurement, leads to higher transaction costs. Recent EIB
studies have shown that total transaction (bidding and negotiation) costs during the procurement stage average 10 percent
of a project’s capital value. See Gerti Dudkin and Timo Valila, “Transaction Costs in Public-Private Partnerships: A First
Look at the Evidence,” Economic and Financial Report 2005/03, European Investment Bank (available at:
http://mwww.eib.org/Attachments/efs/efrO5n03.pdf).

5. A few conclusions

This paper has attempted to draw some inferencesy both the copious fiscal federalism
literature, and country experiences, regarding shepe for increasing fiscal space through
decentralization. These can be briefly summarizefibbows:

« First,the main case for decentralization often rests ongtitical economy, rather than
economic, considerations While a significant strand of the literature Hights the
potential welfare gains from decentralization, otbentributions correctly highlight that
conditions for efficiency-enhancing decentralizatere indeed demanding.

e Second, from a macroeconomic stand-point, whatersafor both financial stability and
fiscal sustainability, are the operations of thaegal government. From this perspective,
decentralization per se does not create fiscalespagr does it increase governments’
capacity to borrow in a macro-economically sound sustainable way.

e Third, a poorly designed system of intergovernmefisaal relations can reduce, rather
than increase, fiscal space over the short to metium. Specifically, a system that:
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» discourages own revenue mobilization efforts by nstilonal government (e.g.,
through gap-filling transfers);

» leads to duplication of spending programs, throwgh unclear or overlapping
assignment of spending responsibilities;

» inappropriately sequences the devolution of spenaiaponsibilities and resources; and

» does not effectively enforce “hard budget constsdian subnational governments (e.g.,
through implicit or explicit bailouts, or by allong privileged access to financing); can
lead to increased macroeconomic instability, undeentong-term fiscal sustainability,
and reduce the efficiency and quality of overallgyoment spending.

« Fourth, a number of economic and administrativéoiac(discussed in Section 3 above)
constrain the scope for effective revenue mobiliratat the subnational government
level. On the positive side, there is scope fotdvetxploiting less mobile tax bases (e.qg.,
property) and for some piggy-backing by local goweents on central government taxes.
The central government can play an enabling rokhimrespect, by taking steps to avoid
a race to the bottom; by helping subnational gawemts strengthen their capacity to
administer own revenues; and by ensuring that #sigd of intergovernmental transfers
does not discourage subnational tax effort.

« Finally, the paper has also highlighted (in Sectloabove) the range of factors that can
adversely affect spending efficiency at the sulomati level. The state of subnational
PFM systems is especially relevant in this resp&dtiressing these factors in a realistic
and time-consistent way is key to ensuring thatedealization helps over time in the
creation of additional fiscal space.
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VI. Fiscal Decentralization and
Macroeconomic Governance

Anwar Shah

1. Abstract

The purpose of this paper is to address a cenuasteppn in fiscal
federalism - whether or not fiscal decentralizationplies serious
risks for fiscal discipline and macroeconomic maragnt for the
nation as a whole. This paper addresses this impbissue by
drawing upon the existing evidence regarding maoamagement
and fiscal institutions in federal and unitary cties. This is

supplemented by cross country regression analysgsthe analysis
of two case studies: the Brazilian federation amal nitary regime
in China. The main conclusion of the paper is tHatentralized
fiscal systems offer a greater potential for img@wnacroeconomic
governance than centralized fiscal regimes. Thishesause the
challenges posed by fiscal decentralization aregeized and they
shape the design of counter-veiling institutiondaderal countries
to overcome adverse incentives associated withnpbete contracts
or the “common property” resource management probler with

rent seeking behaviors.
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2. Introduction

A large and growing number of countries arounddlube are re-examining the roles of various
orders of government and their partnerships wighgtivate sector and the civil society with a view
to creating governments that work and serve theapfe (see Shah, 2004 for motivations for a
change). This rethinking has led to a resurgencentefest in fiscal federalism principles and
practices as federal systems are seen to proviggusads both against the threat of centralized
exploitation as well as decentralized opportunibgbiavior while bringing decision making closer
to the people. In fact federalism represents eitkeming together” or “holding together” of
constituent geographic units to take advantag@efjreatness and littleness of nations as in a flat
(globalized) world nation states are observed ttobdarge to address small things in life and too
small to address large tasks. But federal fiscatesys to accommodate “coming together” or
“holding together” according to some influentialiters pose a threat to macro-stability. They
argue that decentralized governance structurecamipatible with prudent fiscal management (see
e.g. Prud’homme 1995, Tanzi, 1995). This paperstigates the conceptual and empirical bases of
these arguments. More specifically, the paper aséethe following questions:

e Are there greater risks of macroeconomic mismanagénand instability with
decentralized fiscal systems (federal vs. unitagyntries)?

« What has been the experience to-date in macroedonaranagement in federal vs.
unitary countries? Or what has been the impactegkedtralization on fiscal discipline
and macro stability?

To address the above questions, the paper také®mphesinstitutional cum econometric
analysis perspective. The institutional perspectises as benchmark fiscal institutions in federal
versus unitary countries. This is a useful perspeas the working of federal constitutions place a
greater premium on vertical and horizontal coortiama It should nevertheless be recognized at the
outset that the practice of fiscal federalism imimas federal countries may lead to significant
degree of centralization in decision making as irstfalia, India and Mexico and as a corollary
some unitary countries could in practice may beaegdéecentralized such as Colombia. Thus there
can be no one to one mapping between federalisnd@cehtralized decision making although as a
group federal countries are more decentralized timgtiary countries. The econometric perspective
overcomes this deficiency by considering measufabeodegree of fiscal decentralization but is
weaker in capturing the institutional details. liew of these limitations of the individual
approaches, the paper uses a combination of bethghroaches to have a better understanding of
the underpinnings of the relationship between fideaentralization and economic performance.

The strengths and weaknesses of fiscal and mongddioy institutions under alternate fiscal
regimes are examined drawing upon neo-instituti@eahomics perspectives on fiscal institutions
(see von Hagen, 2002, 2005 and von Hagen, Halldt Stnauch, 2002). A neo-institutional
economics perspective aims to reduce transactiosss dor citizens (principals) in inducing
compliance with their mandates by various ordergmfernments (agents). A fiscal system that
creates countervailing institutions to limit the poptunistic behavior of various agents and
empowers principals to take corrective action,xigeeted to result in superior fiscal outcomes. In
the context of this paper, relevant question themwhat type of fiscal system (centralized or
decentralized) offers greater potential for cortextforcement or rules or restraints to discourage
imprudent fiscal management. The paper undertakequalitative review of institutional
arrangements for monetary and fiscal policy in fatlend unitary countries. This is supplemented
by two country case studies and a broader crosstigoeconometric analysis to examine fiscal
outcomes under alternate fiscal systems. Thesdtseme used to draw some general lessons of
public policy interest.
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The paper concludes that, contrary to a commonandaption, decentralized fiscal systems
offer a greater potential for improved macroecormogovernance than centralized fiscal systems.
While empirical evidence on these questions isequitak, nevertheless it further supports the
conclusion that fiscal decentralization is assedatwith improved fiscal and economic
performance. This is to be expected as decentdafizeal systems require greater clarity in the
roles of various players (centers of decision mgkitransparency in the rules and greater care in
design of institutions that govern their interaoido ensure a fair play and limiting opportunities
for rent seeking. The rest of the paper is orgahaefollows. Section 3 discusses the institutional
environment for macroeconomic management. Thitaisoeated separately for monetary and fiscal
policies and in each subsection literature reviewslipplemented by econometric analysis and
Brazil and China country case studies. A finalisectiraws some general conclusions.

3. Institutional Environment for Macroeconomic Mana gement

Using Musgrave'’s trilogy of public functions nameljocation, redistribution and stabilization, the
fiscal federalism literature has traditionally read a broad consensus that while the former
function can be assigned to lower levels of goverminthe latter two functions are more
appropriate for assignment to the national govemimé&hus macroeconomic management-
especially stabilization policy- was seen as cleartentral function (see e.g. Musgrave, 1983: 516;
Oates, 1972). The stabilization function was cosrgd inappropriate for subnational assignment
as (a) raising debt at the local level would entagher regional costs but benefits for such
stabilization would spill beyond regional borderslaas a result too little stabilization would be
provided; (b) monetization of local debt will creanflationary pressures and pose a threat for
price stability; (c) currency stability requiresathboth monetary and fiscal policy functions be
carried out by the center alone; and (d) cyclicadcks are usually national in scope (symmetric
across all regions) and therefore require a natiseaponse. The above views have been
challenged by several writers (see e.g. Dafflory,71%heikh and Winer, 1977; Gramlich, 1987:
Walsh, 1992; Biehl, 1994; Shah, 1994; Mihaljek, 3;9duther and Shah, 1996) on theoretical and
empirical grounds yet they continue to command ictemable following. An implication that is
often drawn is that decentralization of the pulsiéctor especially in developing countries poses
significant risks for the “aggravation of macroecorc problems” (Tanzi, 1996, p.305).

To form a perspective on this issue, we reflectha following on the theoretical and
empirical underpinnings of the institutional frarma required for monetary and fiscal policies.

3.1 Institutional Setting for Monetary Policy

Monetary policy is concerned with control over theel and rate of change of hominal variables
such as the price level, monetary aggregates, ageheate and nominal GDP. The control over
these nominal variables to provide for a stable rmamvironment is commonly agreed to be a
central function and monetary policy is centralizedall nation states, federal and unitary alike.
Nevertheless, there are occasional arguments toaadegional dimension to the design and
implementation of monetary policies. For examplenlieil (1968) argues that an optimal currency
area may be smaller than the nation state in sedwrditions such as Canada and USA and in such
circumstances, the differential impact of exchamgk policies may be inconsistent with the
constitutional requirement of fair treatment ofioggs. Further complications arise when the federal
government raises debt domestically, but proving@lernments borrow from abroad: This is the
case in Canada as federal exchange rate policfestafprovincial debt servicing. Similarly
Buchanan (1997) argues against the establishmera obnfederal central bank such as the
European Union Central Bank as it negates thetgidtompetitive federalism.
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In a centralized monetary policy environment, B4dr®96) has cautioned that a stable macro
environment may not be achievable without a strmormgmitment to price stability by the monetary
authority. This is because if people anticipatenghoin money supply to counteract a recession,
the lack of such response will deepen recession. cFadibility of a strong commitment to price
stability can be established by consistently adlyeto formal rules such as a fixed exchange rate or
to monetary rules. Argentina’s 1991 Convertibiliigw establishing parity in the value of the peso
in terms of the US dollar and Brazil's 1994 RearPhelped achieve a measure of this level of
credibility. Argentine’s central bank strengtheng@dibility of this commitment by enduring a
severe contraction in the monetary base duringpémod December 1994 to March 1995 as
speculative reactions to the Mexican crisis resuitea decline in its foreign exchange reserves.
Alternately, guaranteeing independence from aklewf the government, for a central bank whose
principal mission is price stability could estahlithe credibility of such a commitment (Barro,
1996, Shah, 1994, p.11). Barro considers the facugrice stability so vital that he regards an
ideal central banker as one who is not necessarilypod macro economist but one whose
commitment to price stability is unshakable. Hedsdilrhe ideal central banker should always
appear somber in public, never tell any jokes, aadhplain continually about the dangers of
inflation” (1996, p.58). Empirical studies show thhat the three most independent central banks
(the National Bank of Switzerland-the Swiss CenBahk, Bundesbank of Germany, and the US
Federal Reserve Board) over the period 1955 to , 1888 average inflation rates of 4.4 percent
compared to 7.8 percent for the three least inddgrerbanks (New Zealand until 1989, Spain and
Italy). The inflation rate in the former countriggther showed lower volatility. The same studies
also show that the degree of central bank indeperedis unrelated to the average rate of growth
and average rate of unemployment. Thus Barro arthesa “more independent central bank
appears to be all gain and no pain” (1996, p.5fg European Union has recognized this principle
by establishing an independent European Centrak.BHre critical question then is whether or not
independence of the central bank is compromise@muadiecentralized fiscal system. One would
expect, a priori, that the central bank would hareater stakes and independence under a
decentralized system since such a system wouldreeglarification of the rules under which a
central bank operates, its functions and its refethips with various governments.

For example, when Brazil in 1988 introduced a deedized federal constitution, it
significantly enhanced the independence of theraéfitank (Shah, 1991, Bomfim and Shah,
1994). Yet, independence of the central bank inzBneemains relatively weak compared to
other federal countries (see Huther and Shah, 199%)Yhe other hand, in centralized countries
the role of the central bank is typically shaped arfluenced by the Ministry of Finance. In one
extreme case, the functions of the central bartkefUK (a unitary state), the Bank of England,
are not defined by law but have developed over tiyma tradition fostered by the UK Treasury.
Only in May 1997, has the newly elected labor pawyernment of Prime Minister Tony Blair
assured the Bank of England a free hand in itsypue$ price stability. Such independence may
still on occasions be compromised as the Chancefltine Exchequer still retains a presence on
the board of directors as a voting member. New atehland France (unitary states) have lately
recognized the importance of central bank indepeoedor price stability and have granted
independence to their central banks. The 1989 Red®aink Act of New Zealand mandates price
stability as the only function of the central basakd expressly prohibits the government from
involvement in monetary policy. The People’'s BaifilChina, on the other hand, does not enjoy
such independence and often works as a developim@nit or as an agency for central
government “policy lending” and in the process ungees its role of ensuring price stability
(see World Bank, 1995 and Ma, 1995). For monetawiicp, it has only the authority to
implement the policies authorized by the State @dufihe Law of the People’s Bank of China,
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1995, article 7 states that that its role is simfdy“implement monetary policies under the
leadership of the State Council” (see Chung andgzon, 2004).

For a systematic examination of this question, Hu#ind Shah (1996) relate the evidence
presented in Cukierman, Webb and Neyapti (19923eamiral bank independence for 80 countries
to indices of fiscal decentralization for the satnentries. Cukierman et al. assess independence of
a central bank based upon an examination of l@utetgt aspects of central bank operations
including the terms of office for the chief exeweatiofficer, the formal structure of policy
formulation, the bank’s objectives as stated indkarter, and limitations on lending to the
government. Huther and Shah (1996) find a weak fmgitive association between fiscal
decentralization and central bank independenceiroainty our a priori judgment that central bank
independence is strengthened under decentralizgdmsy. Table VI.1, equation 1, using a cross
section of 40 countries for the period 1995-2006vjgles econometric analysis of the impact of
expenditure decentralization on central bank inddpace. The results confirm positive impact of
expenditure decentralization on central bank inddpace.

Increases in the monetary base caused by the CBaim's bailout of failing state and non-
state Banks represent occasionally an importantceoof monetary instability and a significant
obstacle to macro economic management. In Pakiataantralized federation, both the central and
provincial governments have, in the past, raidetionalized banks. In Brazil, a decentralized
federation, state banks in the past made loartseiodwn governments without due regard for their
profitability and risks causing the so called $1billion state debt crisis in 1995. Brazil,
nevertheless later dealt with this issue head dh stccessful privatization of state-owned banks
in late 1990s and through prohibition of governmsmtrowing from state banks or from the central
bank (Levy, 2005). Thus a central bank role in enguarms length transactions between
governments and the banking sector would enhancetawy stability regardless of the degree of
decentralization of the fiscal system.

Available empirical evidence suggests that suchsdangth transactions are more difficult
to achieve in countries with a centralized struetof governance than under a decentralized
structure with a larger set of players. This isawse a decentralized structure requires greater
clarity in the roles of various public players, lumting the central bank. No wonder one finds that
the four central banks most widely acknowledgedbt independent (Swiss Central Bank,
Bundesbank of Germany, Central Bank of Austria tielUnited States Federal Reserve Board)
have all been the products of highly decentraliisetkral fiscal structures. It is interesting toenot
that the independence of the Bundesbank is notredshby the German Constitution. The
Bundesbank Law providing such independence algoulates that the central bank has an
obligation to support the economic policy of thddeal government. In practice, the Bundesbank
has primarily sought to establish its independdmcdocusing on price stability issues. This was
demonstrated in the 1990s by its decision to rais&est rates to finance German unification in
spite of the adverse impacts on federal debt dfidigs (see also Biehl, 1994).

The Swiss Federal Constitution (article 39) assignsnetary policy to the federal
government. The federal government has, howevéggdted the conduct of monetary policy to the
Swiss National Bank, a private limited company tatpd by a special law. The National Bank Act
of 1953 has granted independence in the condustoofetary policy to the Swiss National Bank
although the bank is required to conduct its policythe general interest of the country. It is
interesting to note that the Swiss National Bahdcaltes a portion of its profits to cantons to sgu
a sense of regional ownership and participatiadihénconduct of monetary policy (Gygi, 1991).
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This paper also examined empirically some additiapeestions on the impact of fiscal
decentralization on monetary stability. These ideldiimpact of fiscal decentralization; on growth
of money supply; on control of inflation; and irtflan and macroeconomic balances.

Monetary Management in Brazil: a decade of successf  ul reforms
Brazil had a long history of state ownership of banking system and imprudent borrowing by
governments from their own banks and subsequenoubtsi This tradition undermined fiscal
discipline and macro-stability. Of lately the fedlesystem has been able to come to grips with
these issues. To this end, Brazil has given sutiatandepedence to the Central Bank of Brazil
and also adopted a variety of institutions to prarerms-length transactions among governments
and the financial sector institutions. In Augu8f the federal government launched the Program
to Reduce State Involvement with Banking Activitid®3ROES) that offered state governments
support in financing the costs of preparing staells for privatization, liquidation, or restructugi
of state banks, some of which were converted teldgment agencies; as well as the voluntary
alternative to delegate the control of the ovepadicess of reform to the federal government (Beck,
Crivelli and Summerhill, 2003). Government effoltave successfully led to a reduction the
number of state-owned banks, among some of the mmerized are former state banks of: Rio de
Janeiro (BANERJ) in June 1997; Minas Gerias (BEMGIk)September 1998; Pernambuco
(BANDEPE) in November 1998; Bahia (BANEB) June 19%&rana (BANESTADO) October
2000;, Sao Paulo (BANESPA) November 2000; ParaB/sRAIBAN) November 2001; Goias
(BEG) in December 2001; and Amazonas (BEA) in aan@002.

More recently, the Law of Fiscal Responsibility etel in 2000 (LRF, 2000) prohibits
government borrowing from own banks or the cenlbatk. It requires that all new government
borrowing receive the technical approval of the t@d@nBank and the approval of the Senate.
Borrowing operations are prohibited all togetherimy a period of 180-days before the end of
incumbents’ government mandate (Afonso and de M&@D2). For capital markets, the LRF
declares that financing operations in violationdabt ceilings would not be legally valid and
amounts borrowed should be repaid fully withouteiest. Unpaid interests due nullification
constitute a loss to the lender. Overall Brazil hakieved monetary discipline since 1997 and
sustained price stability since 1995.

Monetary Management in China: Still Muddling Throug h
China is a unitary country and this unitary chagads strongly reinforced through one party
system. China until the early 1980s had an unstiphied banking system comprised of the
People's Bank of China (PBC), along with a few sded banks such as the People’s
Construction Bank - an arm of he Ministry of Finan®he central budget and the banking system
provided the working capital needed by enterprasgd cash used principally to cover labor costs
and purchases of agricultural products. The rol¢hef banking system was limited, since most
investments in fixed assets in enterprises weranfied by direct transfers or grants from the
government budget. In 1983, in a major reform, aligrants were replaced with interest-bearing
loans to production enterprises. Consequently btreking system gradually became the primary
channel through which investments were financed dhd central authority exercised
macroeconomic control. In 1984, the PBC was trans#d into the Central Bank of China under
the State Council and its commercial banking ojp@natwere transferred to the Industrial and
Commercial Bank of China. A network of provinciabbhches came to serve as the relays for the
central bank's monetary operations. At the same,tiather specialized banks and non-bank
financial institutions and numerous local branchk® emerged. The banks and the central bank
established municipal, county and sometimes tovpnkeviel branches. The pressure on the central
bank to lend originated in investment demand frtatesowned enterprises (SOES).

110



CEPAL - Serie Seminarios y Conferencigsa34 Las finanzas publicas y el pacto fiscal en Acaékatina

These developments have made possible a deceatitaliof enterprise financing, but they
have also created a wider financial arena for ttansble after resources and have greatly
complicated the management of monetary policy ftoencenter. Under the de-concentrated system,
provincial and local authorities have substantali@rs in investment decision-making and exert great
influence on local bank branches' credit expansidthough provinces are given certain credit
ceilings at the beginning of the year, the ceriealk is often forced to revise the annual credihgl
under pressure from localities. Local branchesefdentral bank were given discretionary authority
over 30 percent of central bank’s annual lendingthle financial sector. Provincial and local
governments used this discretionary authority afitreé bank branches to their advantage by
borrowing at will thereby endangering price stajilAccording to Qian and Wu (2000), 70% of the
central bank loans to state banks were channealedgh central banks regional branches.

Consequently, two-digit inflation occurred in 1988d 1989 and was followed by a credit
squeeze. Monetary (inflation) cycles appeared tonbee frequent than during the pre-reform era
and caused significant resource waste. As 1992ditcceilings were again exceeded by a
surprisingly high margin, for instance two-digitflation reoccurred in 1993, 94, and 95. Given
these effects some studies have identified monedargoncentration during this period as a
mistake (Qian, 2008) As a response the “Central Bank Law” of 1995 eatralized monetary
policy by reassigning supervisory power of cenBahk regional braches uniquely to Central Bank
Headquarters. The Chinese monetary authorities haken steps to promote arms length
transactions in the banking system albeit with téaisuccess. This was done by promoting arms
length transactions in the government owned banldegtor through (a) reducing provincial
government influence on the PBC'’s regional branciibe PBC was reorganized into 9 regions as
opposed to earlier configuration of 31 provincialigdictions; (b) limiting sub-national influences
on state-owned bank. This was met with little sgscas the SOE’s borrowing from these banks
could not be restrained and non-performing poufalf these bank grew in size; (c) interest rate
liberalization to bring market discipline.

These above policies have not been very succedsfid.is because while sate commercial
banks are not under the control of local governsiemd have the authority to decide how to
allocate their loans, yet state banks receive gtpyessures from the central government either to
directly fund SOEs that could not cover wage paysé@ull and Xu, 2003) or to purchase bonds
issued by policy banks (Yusuf, 1997). State Bamksadlling to comply with these demands on the
expectation of central government bailout in casgefault.

In this vein, Cull and Xu (2003) present empiriesldence that the link between bank loans
and profitability weakened in the 90s, while Sh{f2001) finds empirically that commercial banks
investments in government bonds are associated laiter levels of profitability. Results from
both of the aforementioned studies buttress theomothat Chinese reforms have not been
successful in promoting arms-length transactionshin banking system, which is riddled with
lending operations of a bailout-type nature. Thetre government government's use of the
banking system to finance sub-national governmants SOEs had deleterious effects on price
stability governance of the financial sector.

Monetary policy and fiscal decentralization — some conclusions
Empirical evidence presented in this paper andmteee supports the view that an independent
central bank with singular focus on price stabijlisy essential for keeping the inflation in check,
both in centralized and decentralized fiscal systefihe evidence on the practice confirms that

84 According to Ma (1995), due to current monetany &iscal institutions local government incentivas not aligned with those of
the central level, significant decentralizationorefis in 1989, and 1993 weiremediately followed by inflation forcing the cealr
government back to centralization.
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such independence is more likely granted under rdeadized fiscal systems in view of the
presence of multiple orders of government with diegeand conflicting interests. The politics of
federalism dictates such an independence. Theracaseich political imperatives in a centralized
and unitary fiscal system unless there is an utestedalition regime in power. Thus while the
monetary policy issues are mainly governed by e¢mi@nk behavior, the central bank governance
is influenced by the fiscal constitution of the ntry. Decentralized fiscal constitutions appear to
exert positive influences in this regard.

4. Institutional Setting for Fiscal Policy

In a unitary country, the central government assumelusive responsibility for fiscal policy. In
federal countries, fiscal policy becomes a resgilityi shared by all levels of government and the
federal government in these countries uses itsdipgrpower i.e. powers of the purse (fiscal
transfers) and moral suasion through joint meetittginduce a coordinated approach to fiscal
policy. The allocation of responsibilities undefealeral system also pays some attention to the
conduct of stabilization policies. This is ofteme@dby assigning stable and cyclically less sergsitiv
revenue sources and expenditure responsibilitissitbenational governments. Such an assignment
attempts to insulate local governments from econaygles and the national government assumes
prominence in the conduct of a stabilization paliby large federal countries such insulation is
usually possible only for the lowest tier of gowment as the intermediate tier (states and
provinces) shares responsibilities with the fedgm@arernment in providing cyclically sensitive
services such as social assistance. These inteataetier governments are allowed access to
cyclically sensitive revenue bases that act ag-bu{automatic) stabilizers.

4.1 Fiscal Federalism as a bane for fiscal prudence

Several writers have argued, without empirical @ooration, that the financing of sub-national
governments is likely to be a source of concerrhiwibpen federal systems since sub-national
governments may circumvent federal fiscal policjeotives. A few of these, (e.g. Tanzi, 1995) are
also concerned with deficit creation and debt mansmnt policies of junior governments. A
number of recent studies highlight institutionalakeesses in federal constitutions that may work
against coordination of fiscal policies in a fedeegonomy (Weingast 1995, Seabright 1996,
Saiegh and Tommasi 1998, 1999, laryczower at AD0R These studies note that the institutional
framework defining a federal governance structgreisually composed of a body of incomplete
contract®. In the presence of undefined or vague propemytsi over taxing and spending
jurisdictions among layers of government, suboptipalicies would emerge as these would
represent the outcome of the intergovernmentaldiairgy process as opposed to evolution from
sound economic principles. They argue that the riddeargaining process is subject to the
common property resource problem as well as thenimaf universalism” or “pork barrel politics”;
both of which lead to over-grazing. For examplejek) Sanguinetti and Tommasi (1998) assert
that the problem of universalism manifests in Atgem at two levels —first, among provinces
lobbying for federal resources, and second, amooal lgovernments for greater stakes of the each
provincial pool of resources.

8 Incompleteness of these contracts arises asaswen issues come to the policy agenda. Sevetlaésé issues could not possibly

contemplated at the original contract —constitution if covered, not fully addressed on it duehte ever increasing complexity in
public management over time, or due to the proéiihigh costs that designing policy for a immendatge number of future
possible scenarios would entail.
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4.2 Fiscal Federalism as a boon to fiscal prudence

Available theoretical and empirical work does naobvide support for the validity of these
concerns. On the first point, at the theoreticakle Sheikh and Winer (1977) demonstrate that
relatively extreme and unrealistic assumptions aldiscretionary non-cooperation by junior
jurisdictions are needed to conclude that stallibmaby the central authorities would not work at
all simply because of a lack of cooperation. Thaséenable assumptions include regionally
symmetric shocks, a closed economy, segmentedatapérkets, lack of supply side-effects of
local fiscal policy, non-availability of built-intabilizers in the tax-transfer systems of sub-metio
governments and in interregional trade, constrantshe use of federal spending power (such as
conditional grants intended to influence subnatidmhavior), unconstrained and undisciplined
local borrowing and extremely non-cooperative cwilla behavior by subnational governments
(see also Gramlich, 1987, Mundell, 1963, Spahn,/L9Bhe empirical simulations of Sheikh and
Winer for Canada further suggest that failure afef@l fiscal policy in most instances cannot be
attributed to non-cooperative behavior by juniovgmments. Saknini, James and Sheikh (1996)
further demonstrate that, in a decentralized fad®srdnaving markedly differentiated sub-national
economies with incomplete markets and non-trademtigjofederal fiscal policy acts as insurance
against region-specific risks and therefore deedimtrd fiscal structures do not compromise any of
the goals sought under a centralized fiscal pdkeg also CEPR, 1993).

Gramlich (1987) points out that in open econom@&qosure to international competition
would benefit some regions at the expense of otffdrs resulting asymmetric shocks, he argues,
can be more effectively dealt with by regional #taétion policies in view of the better
information and instruments that are availablehatregional/local levels. An example supporting
Gramlich’s view would be the effect of oil priceastks on oil producing regions. For example, the
Province of Alberta in Canada dealt with such ackhedfectively by siphoning off 30 percent of oil
revenues received during boom years to the Albddetdage Trust Fund, a “rainy day umbrella” or
a stabilization fund. This fund was later useddtabilization purposes i.e. it was run down when
the price of oil fell. The Colombia Oil Revenue [dtation Fund follows the same tradition.

The above conclusion however, must be qualifiedheyfact that errant fiscal behavior by
powerful members of a federation can have an inaportonstraining influence on the conduct of
federal macro policies. For example, achieveménh® Bank of Canada’s goal of price stability
was made more difficult by the inflationary pressurarising from the Province of Ontario’s
increases in social spending during the boom yefalste 1980’s. Such difficulties stress the need
for fiscal policy coordination under a decentradiZederal system.

Inter-jurisdictional competition in decentralize@ddal systems by providing quality public
services at lower tax prices may also be moreiefficat controlling the “leviathan” as argued by
Brennan and Buchanan (1980). Empirical evidencéh@question is nevertheless inconclusive
(see Oates, 1985, and Stein, 1999).

On the potential for fiscal mismanagement with aei@dization as noted above by Tanzi,
empirical evidence from a number of countries satgg¢hat, while national/central/federal fiscal
policies typically do not adhere to the EuropeariodnEU) guidelines that deficits should not
exceed 3% of GDP and debt should not exceed 60&D#, junior governments policies typically
do. This is true both in decentralized federal ¢oes such as Brazil and Canada and centralized
federal countries such as Australia and India. @éinéd unitary countries do even worse on the
basis of these indicators. For example, Greecekejuand Portugal and a large number of
developing countries, do not satisfy the EU guitkdi National governments also typically do not
adhere to EU requirements that the central banisldmot act as a lender of last resort.
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The failure of collective action in forcing fiscdiscipline at the national level arises from
the “tragedy of commons” or “norm of universalisor” “pork barrel politics”. But these problems
are not unique to federal system. Legislators,ath bederal and unitary countries, in their attempt
to avoid a deadlock trade votes and support eaodrotprojects by implicitly agreeing that “I'll
favor your best project if you favor mine” (InmandaRubinfeld, 1991: 13). Such a behavior leads
to overspending and higher debt overhang at thénmst level. It also leads to regionally
differentiated bases for federal corporate incometion and thereby loss of federal revenues
through these tax expenditures. Such tax expemditaccentuate fiscal deficits at the national
level. In the first 140 years of US history, thegatve impact of “universalism” was kept to a
minimum by two fiscal rules: the Constitution forigaconstrained federal spending power to
narrowly defined areas and an informal rule wakfedd to the effect that the federal government
could only borrow to fight recession or wars (Nis&a, 1992). The Great Depression and the New
Deal led to an abandonment of these fiscal rulesiah and Fitts (1990) provide empirical
evidence supporting the working of “universalismi post New Deal, USA. To overcome
difficulties noted above with national fiscal pglicsolutions proposed include: “gate-keeper”
committees (Weingast and Marshall, 1988, Eichengrdéausman and von Hagen, 1996);
imposing party discipline within legislatures (Crem1986); constitutionally imposed or legislated
fiscal rules (Niskanen, 1992, Poterba and von Ha@689; Kennedy and Robins, 2001; Kopits,
2005); executive agenda setting (Ingberman and Y881); market discipline (Lane, 1993); and
decentralizing when potential inefficiencies ofioatll government democratic choice outweigh
economic gains with centralization.

Observing a similar situation in Latin American aties prompted Eichengreen, Hausman
and von Hagen (1996) to propose establishment afidependent “gate-keeper” in the form of a
national fiscal council to periodically set maximuwatiowable increases in general government
debt. While federal and unitary countries alikeefabese problems, yet federal countries have
demonstrated greater adaptation in limiting thermisonary and unwelcome outcomes of political
markets by trying on the solutions proposed abdwds also interesting to note that fiscal
stabilization failed under a centralized structmr&razil but achieved major successes in thisaren
later under a decentralized fiscal system.

Given that the potential exists for errant fiscalhavior of national and sub-national
governments to complicate the conduct of fiscaligyolwhat institutional arrangements are
necessary to safeguard against such an eventusditgiscussed below, mature federations place a
great deal of emphasis on intergovernmental coatidin through executive or legislative
federalism as well as fiscal rules to achieve @&rgyyamong policies at different levels. In unitary
countries, on the other hand, the emphasis tradilip has been on use of centralization or direct
central controls. These controls typically havdefaito achieve a coordinated response due to
intergovernmental gaming. Moreover, the nationalegopment completely escapes any scrutiny
except when it seeks international help from extesources such as the IMF. But external help
creates a moral hazard problem in that it createsducratic incentives on both sides to ensure that
such assistance is always in demand and utilized.

4.3 Fiscal Policy Coordination in Mature Federation s

In mature federations, fiscal policy coordinatisrekercised both through executive and legislative
federalism as well as formal and informal fiscdksu In recent years, legislated fiscal rules have
come to command greater attention in both federdlumitary countries alike (see Table VI.1 and
Box VI.1). These rules take the form of budgetamlahce controls, debt restrictions, tax or
expenditure controls and referendum for new taxand spending initiatives. For example, the
European Union in its goal of creating a monetaripn through the provisions of the Maastricht
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treaty established ceilings on national deficitd dabts and supporting provisions that there should
be no bailout of any government by member centaakb or by the European Central Bank. The
European Union is also prohibited from providing @mconditional guarantee in respect of the
public debt of a member state. These provisiongwabsequently strengthened by the Growth and
Stability Pact provisions (legislated fiscal rubebopted by the European Parliament). Most mature
federations also specify no bailout provisionsetting up central banks with the notable exception
of Australia until 1992 and Brazil until 1996. Inet presence of an explicit or even implicit bailout
guarantee and preferential loans from the bankiegtos, printing of money by sub-national
governments is possible thereby fueling inflati®uropean Union guidelines provide a useful
framework for macro coordination in federal systdm$ such guidelines may not ensure macro
stability as the guidelines may restrain smallenntdes with little influence on macro stability
such as Greece but may not restrain superpowezsFliatnce and Germany as demonstrated by
recent history. Thus a proper enforcement of gindslmay require a fiscal coordinating council.
Recent experiences with fiscal adjustment programygest that while legislated fiscal rules are
neither necessary nor sufficient for successfudalisadjustment, they can be of help in forging
sustained political commitment to achieve bettacdl outcomes especially in countries with
divisive political institutions or coalition regiree For example, such rules can be helpful in
sustaining political commitment to reform in couesrwith proportional representation (Brazil) or
multi-party coalition governments (India) or in cdties with separation of legislative and
executive functions (USA, Brazil). Fiscal rules snch countries can help restrain pork-barrel
politics and thereby improve fiscal discipline. Vétagen (2005) based upon a review of EU
experiences with fiscal rules concludes that buatgeinstitutions matter more than fiscal rules.
The EU fiscal rules may have encouraged Europeantdes to strengthen budgetary institutions
which in turn had welcome effects on fiscal disicipland fiscal outcomes.

TABLE VI.1
FISCAL RULES AT A GLANCE

Tax or expenditure Referendum
Budgetary
. Debt controls and for new taxes . .
Country/Province balance e - Penalties for non-compliance
restrictions establishment of and
controls o ;
stabilization funds expenditures
EU-GSP Yes Yes Yes but ineffective for large states
US States 48 41 30 3 Yes
Canada - Provinces 8 3 2 4 Yes
Germany Yes
New Zealand Yes
Sweden Yes
Switzerland Yes Yes Yes yes
Brazil, 2000- Yes Yes Yes Yes including prison terms
Argentina, 2004- Yes Yes Yes
Argentina -provinces |17 17 17
India, 2003- Yes Yes
India - States Yes Yes

Sources: Adapted from Finance Canada (2004).

Mature federations vary a great deal in terms sddi policy coordinating mechanisms. In
the USA, there is no overall federal-state coonioma of fiscal policy and there are no
constitutional restraints on state borrowing budtest’ own constitutional provisions prohibit
operating deficits. Intergovernmental coordinatioiten comes through establishment of fiscal
rules established through acts of Congress suctheasGramm-Rudman Act. Fiscal discipline
primarily arises from three distinct incentivesasfd by the political and market cultures. Fifsg t
electorates are conservative and elect candidatesaxcommitment to keep public spending in
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check. Second, pursuit of fiscal policies that peeceived as imprudent lower property values
thereby lowering public revenues. Third, capitalrkess discipline governments that live beyond
their means (see Inman and Rubinfeld, 1991).

In Canada, there are elaborate mechanisms fordegemvincial fiscal coordination. These
take the form of intergovernmental conferences ioér first ministers’ and finance
ministers/treasurers’ conferences) and the Coundil the Federation (an interprovincial
consultative body). The majority of direct prograxpenditures in Canada are at the sub-national
level but Ottawa (i.e. the Canadian federal govemnretains flexibility and achieves fiscal
harmonization through conditional transfers anddatiection agreements. In addition, Ottawa has
established a well- knit system of institutionaleaigements for intergovernmental consultation and
coordination. But much of the discipline on pubgiector borrowing comes from the private
banking sector monitoring deficits and debt atl@lels of government. Overall financial markets
and electorates impose a strong fiscal disciplirtbeasub-national level.

In Switzerland, societal conservatism, fiscal rudesl intergovernmental relations play an
important part in fiscal coordination. Borrowing lmantons and communes is restricted to
capital projects that can be financed on a payeasgo basis and requires popular referenda for
approval. In addition, cantons and communes muktniba current budgets including interest
payments and debt amortization. Intergovernmenpakdination is also fostered by “common
budget directives” applicable to all levels of gowaent. These embody the following general
principles: (a) the growth rates of public expeundds should not exceed the expected growth of
nominal GNP; (b) the budget deficit should not lighkr than that of the previous year; (3) the
number of civil servants should stay the same orease only very slightly; (4) the volume of
public sector building should remain constant amdimflation indexation clause should be
avoided (Gygi, 1991:10).

The German Constitution specifies that Bund (fd)lenad Laender (state level governments)
have budgetary independence (Art. 109 (1) GG) bustntake into account the requirements of
overall economic equilibrium (Art. 109 (2) GG). Th869 Law of Stability and Growth established
the Financial Planning Council and the CyclicalnRiag Council as coordinating bodies for the two
levels of government. It stipulates uniform budgetarinciples to facilitate coordination. Annual
budgets are required to be consistent with the unedierm financial plans. The Law further
empowered the federal government to vary tax ratesexpenditures on short notice and even to
restrict borrowing and equalization transfers. lean@arliaments no longer have tax legislation
authority and Bund and Laender borrowing is retdcby the German constitution to projected
outlays for capital projects (the so-called “goldere”). However, federal borrowing to correct
“disturbances of general economic equilibrium” iempt from the application of this rule. The
federal government also follows a five year budiah to so that its fiscal policy stance is avdédab
to sub-national governments. Two major instrumentse created by the 1969 law to forge
cooperative federalism: (i) joint tasks authoribgydhe Bundesrat and (ii) federal grants for staie
local spending mandated by federal legislation emtefal-state agreements. An additional helpful
matter in intergovernmental coordination is tha tentral bank (Bundesbank) is independent of all
levels of government and focuses on price staldktyts objective. Most important, full and effeeti
federal-lander fiscal coordination is achieved tigfo the Bundesrat, the upper house of parliament
where laender governments are directly represenBmtman Bundesrat represents the most
outstanding institution for formal intergovernmdntaordination. Such formal institutions for
intergovernmental coordination are useful especial countries with legislative federalism. The
Constitution Act, 1996 of the Republic of South iddr has established such an institution for
intergovernmental coordination called the Natiddalincil of the Provinces.
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Commonwealth-state fiscal coordination in Australifers important lessons for federal
countries. Australia established a loan council927 as an instrument of credit allocation since
it restricted state governments to borrow only frittea commonwealth. An important exception
to this rule was that states could however useowing by autonomous agencies and local
government for own purposes. This exception provedbe the Achilles’ heel for the
Commonwealth Loan Council, as states used thispiare extensively in their attempt to by-
pass the cumbersome procedures and control ovierdagital spending plans by the Council.
The Commonwealth Government ultimately recognizedl993 that central credit allocation
policy was a flawed and ineffective instrument.lifted restrictions on state borrowing and
reconstituted the Loan Council so that it couldveeas a coordinating agency for information
exchange so as to ensure greater market accodutytadihe New Australian Loan Council
attempts to provide a greater flexibility to statesletermine their own borrowing requirements
and attempts to coordinate borrowing with fiscake® and overall macro strategy. It further
instills a greater understanding of the budgetamycgss and provides timely and valuable
information to the financial markets on public ggdborrowing plans. The process seems to be
working well so far.

For the European Union, Wierts (2005) concludest thab-national governments’
contributions to consolidated public sector defi@nd debts were relatively smaller as compared
to the central governments in most EU countriegleffal and unitary countries alike.

4.4 Fiscal Policy Coordination in Brazil: From Fisc  al Distress to
Fiscal Discipline — A Giant Leap Forward

Tax assignments mandated by the 1988 ConstitutioBrazil reduced federal flexibility in the
conduct of fiscal policies. The new Constitutioansferred some productive federal taxes to lower
level jurisdictions and also increased sub-natiay@alernments' participation in federal revenue
sharing schemes. One of the most productive taxyv#tue added tax on sales was assigned to
states and the Council of State Finance Minist&@NFAZ) was set up to play a coordinating
role. Federal flexibility in the income tax areawever, remained intact. This gives the federal
government some possibility of not only affectinggeegate disposable income, and therefore
aggregate demand, but also exerting direct inflaemeer the revenues and fiscal behavior of the
lower levels of government which end up receivirgany half of the proceeds of this tax. The
effectiveness of such a policy tool is an open tjoesand critically depends upon the goodwill of
sub-national governments. Consider the case wheréetleral government decides to implement a
discretionary income tax cut. The measure couldehavpotentially significant effect on the
revenues of state and local governments, givem e share in the proceedings of this tax. It is
possible that, in order to offset this substaritiak in revenues from federal sources, lower levels
of government might choose either to increase #tesrand/or bases on the taxes under their
jurisdiction, or increase their tax effort. Suchatet and local government responses could
potentially undermine the effectiveness of incorages as a fiscal policy instrument. Thus a
greater degree of intergovernmental consultatiooeperation and coordination would be needed
for the success of stabilization policies.

An overall impact of the new fiscal arrangements wa limit federal control over public
sector expenditures in the federation. The sucoédederal expenditures as a stabilization tool
again depends upon sub-national government codgeliatharmonizing their expenditure policies
with the federal government. Once again, the Gistn has put a premium on intergovernmental
coordination of fiscal policies. Such a degree obfrdination may not be attainable in times of
fiscal distress.
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A reduction in revenues at the federal governmeatisposal and an incomplete transfer of
expenditure responsibilities has further constmitie federal government. The primary source of
federal revenues are income taxes. These taxeesaaier to avoid and evade by taxpayers and
therefore are declining in relative importance asoarce of revenues. Value added sales taxes,
which are considered a more dynamic source of ®&nhave been assigned to the state level.
Thus federal authorities lack access to more prbgridax bases to alleviate the public debt
problem and to gain more flexibility in the implentation of fiscally based macroeconomic
stabilization policies. According to Shah (199198pand Bomfim and Shah (1994) this situation
could be remedied if a joint federal-state VAT wddministered by a federal-state council were to
be instituted as a replacement for the federalthi®,state ICMS, and the municipal services tax,
which bases partially overlap. Such a joint tax ldcuelp alleviate the current federal fiscal crisis
as well as streamline sales tax administrationyTdrgued that Federal expenditure requirements
could be curtailed with federal disengagement fromnely local functions and by eliminating
federal tax transfers to municipalities. Transfiershe municipalities would be better administered
at the state level as states have better accelsgamn municipal fiscal capacities and tax efiiort
their jurisdictions. Some rethinking is in order ¢ime role of negotiated transfers that have
traditionally served to advance pork-barrel paditimther than to address national objectives. If
these transfers were replaced by performance edenbnditional block (per capita) federal
transfers to achieve national (minimum) standalod#h) the accountability and coordination in the
federation would be enhanced. These rearrangementl provide the federal government with
greater flexibility to pursuit its macroeconomiclipg objectives. Finally, they advocated the
development of fiscal rules binding on all levefsgovernment and a federal-state coordinating
council to ensure that these rules are enforced.

There has been significant progress on most oketligsues in recent years. For example,
negotiated transfers have become insignificanttdube fiscal squeeze experienced by the federal
government. The senate has prescribed guidelinesa{& Resolution #69, 1995) for state debt:
maximum debt service is not to exceed 16% of netmee or 100% of current revenue surplus,
whichever is less and the maximum growth in stotkebt (new borrowing) within a 12 month
period, must not exceed the level of existing dedtvice or 27% of net revenues whichever is
greater (Dillinger, 1997). More recently in 199@ngion and civil service entitlements reform have
introduced greater budgetary flexibility for alivkds of government. Likewise, after the suboptimal
results achieved from letting capital markets gikoe sub-national borrowings, the Brazilian
federal government opted for establishing a faiclnstraining set of Fiscal Responsibility
institutions. First, the Law 9696 of September 1987 up the framework for a series of debt
restructuring contracts between December 1997 ané 1998, whereby a portion of debt (20
percent) should be paid with the proceedings ofgpidation of state assets, while the remaining
portion of state and local debt was restructureth wiaturities up to 30 years at a subsidized
interest rate (equal to 6 percent annual real .radbt restructuring contracts become
comprehensive in scope as twenty five out of 2festand over 180 municipalities signed debt
restructuring agreements (Goldfajn and Refinett020IMF 2001). In exchange the contracts
require the SNGS’ commitments to engage in adjustimpegrams aimed to reduce the debt to net
revenue ratio to less than one over a per-casetintgb period of time. Contracts established
sanctions for violations to adjustment program agrents, such as increase debt service caps
(annual debt service to net revenue ratio of 131%opercent above which service debt is
capitalized) and substitutions of market intereste rfor the subsidized interest rate. Debt re-
structuring contracts also impose stringent pezgltbr non-compliant states and in the event of a
default, authorize the federal government to wittiHiscal transfers or, if this is not enough, to
withdraw the amount due to the states from thenkba@ccounts (Goldfajn and Refinetti, 2003, p.
18). Debt restructuring agreements prohibit furtbesdit or re-structuring operations involving
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other levels of government. This helps to avoid ahdrazard incentives from the possibility of
intergovernmental bailouts (IMF, 2001).

Building upon the Law 6996/97 and complementaryulsiipns the Brazilian federal
government adopted a Fiscal Responsibility Law (deiResponsibilidade Fiscal -LRF) in May
2000 and its companion Law (Lei 10028/2000) bindfog federal, state and municipal/local
governments. The LRF is likely the most significagfiorm after 1988 constitution in terms of its
impact on the dynamics of federalism in Brazilsabsequent compromises between states and the
federal government have continuously increasedntgotiation leverage of the latter increasing
also its effectiveness in macroeconomic managemniérg. FRL establishesx-anteinstitutions
such as a threshold state debt, deficit, and peet@pending ceilings. According to the LRF states
and municipalities must maintain debt stock levebw ceilings determined by the Federal Senate
regulations. If a sub-national government excebaisdebt ceiling the exceeding amount must be
reduced within one-year period, during which thetestor municipality is prohibited of incurring
any new debt and becomes ineligible for receiviisgretionary transfers (World Bank 2002). The
LRF also regulates that all new borrowing requitestechnical approval of the Central Bank and
the approval of the Senate. Borrowing operatioespaohibited all together during a period of 180-
days before the end of incumbents’ government ntan@donso and de Mello, 2002). In terms of
personnel management, the LRF provisions definkngeion payroll spending. This should not
exceed 50 percent of federal government’s net tgx®mvhile this ceiling equals 60 percent at the
sub-national level. The LRF also institutionalizadvariety ofex-postprovisions aimed at the
enforcement of its regulations. For governmentslations to personnel or debt ceiling can lead to
fines up to 30% of annual salary of the responsiblipeachment of mayors or governors; and even
prison terms in case of violation of mandates réigarelection years. For capital markets, the LRF
declares that financing operations in violationdabt ceilings would not be legally valid and
amounts borrowed should be repaid fully withouerest. This provision is aimed at discouraging
such lending behavior by the financial institutions

The Brazilian Federation had a remarkable sucecesasuring fiscal policy coordination and
fiscal discipline at all levels in recent years. Byne 2005, the LRF (2000) had significant positive
impacts on fiscal performance in Brazil. All statasl the federal government have complied with
the ceiling on personnel expenditures (50% of eurrevenues). On debt, only 5 states out of 27
states (inclusive of Federal District) are stilbab the ceiling of 200% of revenues, owing to 2002
currency devaluation. 92% of municipalities havdueed debts below 1.2 times revenue levels and
only a handful of large municipalities have unsimgthle debt levels. Primary surplus was achieved
by all states by 2004 (Levy, 2005).

4.5 Fiscal Management in China: An Unmet Challenge

Before 1980, China's fiscal system was charactérizg a decentralized revenue collection
followed by central transfers i.e., all taxes amdfips were remitted to the central government
and then transferred back to the provinces accgrdirexpenditure needs approved by the center
through bilateral negotiations. Under this systdm,localities had little managerial autonomy in
local economic development. In 1980, this systema aleanged into a contracting system. Under
the new arrangements, each level of government snal@ntract with the next level up to meet
certain revenue and expenditure targets. A typioatract defines a method of revenue-sharing,
which could be a percentage share that goes toethter, or a fixed fee plus a percentage share.
This contracting system means that the economierests of each level of government are
sharply identified.

Under the fiscal contract system introduced inghdy 1980s, the localities have controlled
the effective tax rates and tax bases in the follgwtwo ways. First, they have controlled tax
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collection efforts by offering varying degrees aktconcessions. Second, they have found ways to
convert budgetary funds into extra-budgetary futitiss avoiding tax-sharing with the center. As a
result, the center has had to resort to varioubadinstruments to influence revenue remittance
from the localities, and these instruments havedegerverse reactions from the localities. On the
expenditure side, the center has failed to achtreesponding reductions in expenditure when
revenue collection has been decentralized. Theecsritexibility in using expenditure policy has
been seriously undermined by the lack of centratigtrolled financial resources and the heavy
burden of "capital constructions." Between 1978 3982, the ratio of government revenue to GNP
dropped from 31 percent to 17 percent. Increasefigits became a problem, and the lack of funds
for infrastructure investment exacerbated bottl&aég the economy.

Due to the lack of fiscal resources and policyrimsients, the central government has found
itself in an increasingly difficult position to aelve the goals of macroeconomic stabilization,
regional equalization, and public goods provisilbnearly 1994, the central government initiated
reform of the tax assignment system in an attermpaddress these difficulties. Under the new
system, the center will recentralize the adminigiraand collection of central and shared-taxes
and will obtain a larger share of fiscal resourassa result of the new revenue-sharing formula.
Initially, among the major taxes only the VAT waentralized. Later in year 2002, the
administration of Personal Income Tax and the misz Income Tax was also centralized. The
VAT is shared 75:25 (centre-local) and all extratca revenues above the 1993 levels is then
shared 60:40. Revenues are returned to provinéeg dsrivation or point of collection basis. The
central government expected to improve signifigaitl ability to use tax and expenditure policies
in macroeconomic management as a result of thegps.sNevertheless, the new system fails to
address a number of flaws in the old system: (&)diwision of tax bases according to ownership
will continue to motivate the center to reclaimeptise ownership whenever necessary; (2) the
division of expenditure responsibility is not yd¢arly defined; (3) the new system impedes local
autonomy as the localities are not allowed to aeitez the bases and/or rates for local taxes; and
(4) the design of intergovernmental transfers isfally settled yet. In 1994 and 1995, the central
government also imposed administrative restrictiams investments by provincial and local
governments and their enterprises (see Ma, 1995uither details) to deal with inflationary
pressures. The introduction of the State Councitubzent No.29 in 1996 and other measures in
1997 to consolidate budgetary management over -bxtlgetary funds, sharply restricted the
authority of local governments especially ruraldibgovernments to impose fees and levies to
finance own expenditures.

The Budget Law 1994 prohibits the central goverrninieam borrowing from the Peoples
Central Bank of China. The Budget Law also requioesl governments to have balanced budgets
and restricts sub-national governments borrowindinancial markets and issuing bonds (Qian
2000). Legal restraints on sub-national borrowind anfunded central mandates have encouraged
provincial-local governments to assume hidden debish borrowing is channeled through state-
owned entities such as urban construction and imasg companies, that borrow from banks or
issue bonds on behalf of the local government (&d@ank, 2005). Such hidden debts pose
significant risks for macro stability.

A combination of unfunded mandates and extremelysttained taxing powers generate
incentives for local governments to develop infdrof@annels of taxation. This is evidenced by the
high levels of extra budgetary funds (self raiseddk) at the sub-provincial levels, comprising
surcharges, fees, utility and user charges thahetréormally approved by the central government
while technically legal. A pilot experiment in Anhprovince identified collection of per capita
fees from peasants for local education, healthfieniraining, road construction and maintenance,
welfare for veterans, and birth control (Yep, 200%his type of quasi-fiscal income, which
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accounted for as high as 56% of total tax reverine$996 (Eckaus 2003: China Statistical
Yearbook 2000, pp. 257, 271) or 8-10 per cent oPGD 1995 (World Bank, 2000). This non-tax
type of revenue extraction has often imposed ekeedsirdens in local constituents generating
continuous confrontations between peasants and dfiieials (Lin and Lou 2000, Bernstein and
Lu 2000, Yep 2004). As noted by Krug, Zhu, and Hesuthke (2005) sub-provincial governments
agenciegle factocontrol of the property rights of revenues notared by the tax sharing system
enables “sub-provincial governments at all levelsmaintain their residual tax rights over the
informal tax system.” (p.11). In fact, institutiomsling sub-provincial taxation are shaped as a
complex and asymmetric system of contracts betwiermprovincial government and lower layers
of government. More recently the central governnierst abolished the agricultural income tax and
rural fees and charges in 2002 through the “Tax¥fe® program”. These prohibitions have
deleterious consequences for county finances apewsating transfers do not fully cover these
growing sources of county finance.

Promoting greater fiscal discipline at the subavai level in China remains virtually an
impossible task so long as local governments reta&nership of enterprises providing private
goods, lack clarity in their spending and taxingpansibilities and obtain a disproportionate
amount of local revenues from ad hoc central temssfThus fiscal policy coordination and fiscal
discipline remains an unfinished challenge in China

4.6 Fiscal Policy Coordination - Some Conclusions

Fiscal policy coordination represents an importmllenge for federal systems. In this context,
fiscal rules and institutions provide a useful feamork but not necessary a solution to this
challenge. Fiscal rules binding on all levels cafphsustain political commitment in countries
having coalitions or fragmented regimes in powepodinating institutions help in the use of
moral suasion to encourage a coordinated respbrgstrialized countries experiences also show
that unilaterally imposed federal controls and ¢@ists on sub-national governments typically do
not work. Instead, societal norms based on fisoalservatism such as the Swiss referenda and
political activism of the electorate play importaates. Ultimately capital markets and bond-rating
agencies provide more effective discipline on figmalicy. In this context, it is important not to
backstop state and local debt and not to allow ositie of the banks by any level of government.
Transparency of the budgetary process and institsitiaccountability to the electorate and general
availability of comparative data encourages fististipline.

5. Fiscal Decentralization and Fiscal Performance: Some
Conclusions

Fiscal decentralization poses significant challesnger macroeconomic management. These
challenges require careful design of monetary &waf institutions to overcome adverse incentives
associated with the “common property” resource rgamgent problems or with rent seeking
behaviors. These fiscal institutions determinedihecess of macroeconomic management policies.
Experiences of federal countries indicate significkearning and adaptation of fiscal systems to
create incentives compatible with fair play andawercome incomplete contracts. In unitary
countries, especially under a single party majoritie, political imperatives to create fiscal
institutions of restraint including fiscal ruleseatess pressing and simply depend upon the
commitment of the leadership to bind itself to safiweipline as done in Chile. This explains why,
paradoxically, the decentralized fiscal systemseappo do better than centralized fiscal systems
on most aspects of monetary and fiscal policy meamamt and transparent and accountable
governance (see Table VI.2).
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TABLE VI.2

FISCAL DECENTRALIZATION AND FISCAL PERFORMANCE
A SUMMARY OF EMPIRICAL RESULTS

Fiscal Performance Indicator Impact of Fiscal Decentralization

Central Bank Independence Positive and significant
Growth of Money Supply Positive but insignificant
Inflation Negative but insignificant
Management of inflation and macroeconomic imbalances Positive but insignificant
Quality of Debt Management Positive but insignificant
Quiality of Fiscal Policies and Institutions Positive and significant
Efficiency in Revenue Collection Mixed but insignificant
Prudent Use of Tax Monies Positive and significant
Growth of government spending Negative and significant
Control of fiscal deficits Negative but insignificant
Growth of Public Debt Positive yet insignificant
Public Sector Management- Transparency and Accountability Positive and significant
GDP growth Positive but insignificant

Source: Econometric results as reported in Table 1.

BOX VI.1
LEGISLATED FISCAL RULES: DO THEY MATTER FOR FISCAL OUTCOMES?

During the past decade, fiscal rules defined as legislated controls on budgetary balance, debt restrictions, tax and expenditure controls, referendum for
new initiatives on taxing and spending have assumed centre-stage in policy discussions in attempts to restore fiscal prudence in countries facing fiscal
stress. The central question in these discussions is the link between legislated rules and fiscal performance. A growing body of literature on this
subject fails to reach any definitive conclusions regarding the causal links (see Kopits, 2004 for a review of experiences with fiscal rules in emerging
markets). The literature suggests that some countries with legislated fiscal rules such as Sweden and Italy had a remarkable turnaround in fiscal
performance over the period 1995 to 2003 and Brazil the same since 2001. India has also shown some progress since 2003. Other countries with
legislated fiscal rules did not do so well over the same period such as USA, France, Germany and New Zealand. On the other hand some countries
without legislated fiscal rules also succeeded in achieving fiscal adjustment such as Canada, Australia and UK whereas Japan was less than
successful (see Finance Canada, 2004, p.74). Non-compliance of France and Germany with the Growth and Stability Pact provisions (legislated fiscal
rules) further illustrates the difficulty in binding large constituent units in a federation to fiscal rules.

A closer look at these experiences suggests that successful fiscal adjustment requires sustained political commitment. Such commitment is
easier to obtain under a single party majority rule as in Canada, UK and Australia in recent years. However, such a commitment may not be
forthcoming in countries with proportional representation (Brazil) or multi-party coalition governments (India) or in countries with separation of
legislative and executive functions (USA, Brazil). Fiscal rules in such countries can help restrain pork-barrel politics and thereby improve fiscal
discipline. A remarkable example of this is the experience in Brazil. Brazil is a large highly decentralized federation of 26 states and a federal district
with a population of 182 million (Year 2005). By mid 1990s, price stabilization policies and associated decline in GDP growth contributed to growing
fiscal imbalances at federal, state and local levels. A majority of states faced fiscal crisis as the state debt service to GDP ratio reached 3% of GDP
and growing personnel expenditures (in some states and local governments reaching 90% of operating expenditures) limited their abilities to meet
ever increasing demands for social services. Against this backdrop, federal and state treasury secretaries undertook a study tour of Australia and New
Zealand to reflect upon options to arrest impending fiscal crisis. At a retreat in Auckland, New Zealand in 1997, they reached a consensus that Brazil
must enact fiscal rules binding at all levels to avert the crisis. While initiating a campaign to build consensus for such future legislation, the Federal
Government initiated a program of state fiscal strengthening program whereby states were offered incentives to enter into formal contracts on a
bilateral basis with the Federal Government to close down or sell state owned banks and to undertake expenditure restraints. By the Year 2000,
political consensus was forged to enact stringent fiscal rules binding on all governments. This legislation, the so-called Fiscal Responsibility Law of
2000 prohibited intergovernmental debt financing, placed stringent limits on debt and personnel expenditure, imposed verifiable fiscal targets and
transparency rules and adjustment rules and mandated institutional and personal sanctions including fines and jail terms for political and bureaucratic
officials of all orders of governments. This legislation had a positive impact on fiscal performance — by 2004 all states had achieved primary surplus, all
had restrained personnel expenditures to 50% of current revenues and all states and municipalities had reduced debt burdens.

India is a much larger but compared to Brazil a relatively less decentralized federation of 28 states and seven union territories with one billion
people (Year 2001). India’s fiscal situation paralleled that of Brazil in the 1990s and it has essentially followed Brazil's lead in dealing with fiscal
imbalances at federal and state levels. The State of Karnatka took the lead in enacting fiscal responsibility legislation in August 2002 and established
specific targets in reducing revenue and fiscal deficits and introducing fiscal transparency. This was followed by the Federal Government with its own
legislation enacted exactly one year later in August 2003. Subsequently seven more states have followed suit. In April 2005, the 12" Finance
Commission in its report to the Government of India in April 2005 recommended federal assistance to encourage enactment of state fiscal
responsibility legislation and added incentives when states comply with their legislation. This inducement proved attractive and by December 2007,
most states had enacted fiscal responsibility legislation. It should be noted that unlike Brazil, legislation in India does not specify institutional and
personal sanctions in the event of non-compliance and does not have stringent fiscal rules for spending and debt restraints but instead long run goals.
Such legislation, nevertheless, provides time tables for eliminating revenue deficits and restraining fiscal deficits. While it is too early to judge the
impacts of this legislation, initial results appear promising and several states have been successful in reducing operating deficits (see Howes, 2005 for
details). More importantly though, this legislation is creating new political dynamics. For example, the Chief Minister of the State of Orissa has used the
legislated fiscal rules to restrain spending demands by his cabinet colleagues and by state legislators.

In conclusion, while legislated fiscal rules are neither necessary nor sufficient for successful fiscal adjustment, they can be of help in forging
sustained political commitment to achieve better fiscal outcomes especially in countries with divisive political institutions or coalition regimes.

Source: Author.
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VII. The Future of Budgeting: more
of the same but different

Allen Schick

Budgeting has an uncertain future. In some futarstenarios, it will
wither away as a means of allocating public motestead of recurring
routines that are predetermined by a fixed calergfgnding units will
continue to operate from one year to the next witigpvernment making
explicit decisions on the amounts that will be Ede to them. New
spending decisions will be episodic, occasionediaynges in government
policy rather than by a cyclical timetable. Thisrsario has been promoted
by the “Beyond Budgeting” movement which argueg the traditional
budget process is too flexible, too time-consuming, bureaucratic and
stressful. Their solution is to eliminate standatiget procedures and
have organizations make financial decisions onlgmwiney want to make
significant policy changes that would change thewarts spent.

At the other end of the futuristic spectrum lies tparticipatory
budgeting” movement which seeks to make public utison of
spending priorities the hub of government policheTparticipatory
model has been pilot tested in some subnationatrgovents, but has
not yet been tried on the national level. The pilmidicate that it is
feasible to generate informed civil society pap@tion by providing
information on budget options and creating forumsvhich citizens
and groups can exchange views.
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Thus far, neither movement has made significantdag, though one can discern
tendencies that may sway budgeting in one directiorihe other. “Beyond Budgeting” finds
justification in the large share of national budgttat is earmarked in permanent legislation for
entittements and other mandatory payments. To #liene this portion on expenditure is on
automatic pilot, there is little need for recurribgdget procedures. The push for participatory
budgeting is rooted in efforts to make governmeulicfies more transparent and responsive to
citizen demands. An open, participatory processlavransform budgeting into a platform for
expanding citizen rights and would spur governmerdaddress hard core social issues such as the
effect of government spending on the distributibmoome and incidence of poverty.

In between the extremes of steady-state budgetidgbadgetary democratization lie many
possible futures. Because the future is so uncertaé best guide to how it might evolve in the
decades ahead is to look back at how it has alrehdgged. This paper regards budgeting as an
evolutionary process that continually adapts tangea in its environment. Section 1 introduces the
concept of budgeting as a change-oriented proaesisexamines some of the adjustments made in
budget innovation: (1) changes in the structurecontent of the information processed in
budgeting; (2) adjustments in the roles assignguhtticipants in the process or in the relationship
with others involved in budget work; (3) changeghe rules for allocating and spending public
money; and (4) modification in the incentives gitenbudget participants. Section 3 reviews the
colonization of budgeting by economics and accaougntas well as the influence of managerial
trends and concepts. The principal theme is thdgéting is strongly influenced by developments
in other fields. The concluding section expressesview reflected in the title of this paper, that
the future of budgeting will be more of the same dhfferent. Future innovations will not be as
bold as has been envisioned by beyond budgetingaritipatory budgeting.

1. Budgeting as an Evolutionary Process

Budgeting is an evolutionary process that contigusdapts to changes in the conditions under which
governments spend money and deliver services. Bignfor change can come from any idea or
practice that challenges the established ways adédting, but the strongest influences have beeah (an
likely will continue to be) changes in politicalpectations and in the role of government, cyckoal
secular shifts in economic circumstances and fidoelrine, and the emergence of new administrative
practices and standards. In reflecting on the éutdibudgeting, it is necessary to consider praspec
developments in each of these areas, as well amphdse for reform that arises within the practice
of budgeting. When it comes to its future, budgeim both a dependent variable that responds to
political, economic and managerial signals, andnalependent variable that remolds itself on the
basis of ongoing experience in managing public edjeres.

The vantage point of the paper is the nation-state] the key questions it considers
pertain to how national budgeting might be impadtethe decades ahead by powerful trends in
governance, economic relationships and performaacd, management practices. While many
routine procedures of budgeting are common toeaills of government, it is the nation that has
lead responsibility for fiscal management, tax @gliincome stabilization, and international
relations. The budget is one of the national gowermt’s essential tools for managing these
critical tasks.

Inevitably, as the roles and responsibilities dfioraal governments change, the conduct of
budgeting adjusts to new demands and conditions.tiBare is another facet to budgeting that
generates change from within and explains why dipisn to reform. Budgeting is a restless process
that is perennially in search of better means lmcate and spend public money. Budget officials
constantly tinker with rules and procedures, trymg new methods and adjusting old ones.
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Evidently, some irritants in the conduct or outcenaé budgeting impel practitioners to innovate.
In this writer's observation, the main irritant ¢hronic dissatisfaction with the way budget
decisions are made. Most people who work in budgatome away from the annual grind hoping
for a more rational, less fractious, process faridlag who gets what. They buy into the latest
reform because it promises to bring more orderreadon to budgeting. When it falls short of the
mark, the stage is set for yet another round afrnes$.

Pervasive dissatisfaction spurs budget makersdio flar clues as to how the process may be
improved. They take an interest in what other govents are doing to upgrade practices, as well as
to the advice offered by international organizatiofihe state of the art in budgeting often is defin
by others, but it is the self-generated quest afgkt practitioners for better procedures and more
satisfactory results that provides an accommodatiage for novel approaches. In the endless quest
for improvement, budgeting is indeed the dependarigable, but it has a perspective of its own.

This perspective is anchored in the cyclical raegiof budgeting which continue from one
year to the next, even when innovation is in theRegardless of the format used, budget work is
centered on bids for resources by spending umitgew of the bids by central agencies, allocations
recommended in the budget submitted by governmenthé legislature, and procedures for
monitoring and reporting the expenditure of funtlsese routines are essential for sound budgeting
because they parcel out roles, inform participamitat is expected of them, set deadlines for
required actions, and moderate conflict over fi@nesources. Because the budget is one of the
few decisions that government must make on a fe@tedule, having preset routines facilitates
timely completion of essential actions. If the pres were bereft of stable routines, governments
would likely face elevated conflict over procedusssl allocations. The need to devise new rules
along the way would impair the government’s capaicitdecide the budget.

In budgeting, as in other activities, routine is #tmemy of innovation. The more budgeting is
beholden to preset procedure, the less open it &laptation. But the more adaptive it becomes,
the less reliable established procedure are irctstiing expenditure bids and allocations, and in
stabilizing relationships between claimants for mpmand guardians of the public purse. When
routine blocks innovation, managers and policy makeay evade budget procedures in order to
accomplish their objectives. For example, traddidoudget systems were designed to regulate the
operating expenditures of government agenciesadufovernments broadened their responsibility
for income stabilization, politicians bypassed buglget process by entitling citizens to payments
in standing legislation. Politicians also evadedmtdrocedures that get in the way through ad hoc
spending decisions made throughout the year anestablishing off budget (or extrabudgetary)
funds that are not subject to regular budget rules.

Budget innovation inherently requires balancingaklshed routines and new processes.
Maintaining balance tends to be relatively easymwilas often happens, the adjustments in budget
procedure are minor, for example, when governmemtsolidate previously itemized expenditures
in broader categories. From time to time, howewenpvators seek to uproot long-established
procedures, such as reorienting budget decisiams iinputs to outputs, or from a single fiscal year
to the medium term. In these cases, reformers dfika the easy way out by establishing a
separate, parallel budget system. The government @ppears to have two budget systems, one
based on entrenched routines, the other on a rap@bach. In operation, however, one system
will be the basis of allocation, while the otherlwie a secondary means of displaying budget
information. Typically, it is the established systehat is used to decide the budget; the new
procedures then wither away.

Budget innovation succeeds only when it displactabdished procedures. The difficulty of
doing so explains why budget reforms have a higlariarate. But if established routines always
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prevail, the conduct of budgeting would inevitablgcome misaligned to political, economic and
managerial conditions. Apparently, budgeting dom#ehthe capacity to change, even though some
of the most heralded reforms fall by the waysiddaudgeting’s past is prologue to its future, the
same pattern will persist in the decades aheadgd&imdy will remain more of the same, and
budgeting will become a different process.

Budgeting in the early 2'lcentury is a markedly different process than i$ @ayeneration or
two ago. It gives less attention to line items amate to performance and results, less to the detail
of expenditure and more to the purposes. Many natigovernments have added output or
outcome data to the budget to supplement inputttetedata. A few have purged inputs from the
budget and now base spending decisions on the eobfngoods or services to be produced. In
quite a few countries, budget decisions are nodobgunded by a single fiscal year, but are made
within a medium-term framework that explicitly cdwers the future financial implications of
current decisions. Although annual budgeting swwivn all but a few countries, it often is
regarded merely as the first year of a medium-texpenditure framework (MTEF).

As the time frame of budgeting has been lengthelmedigeting has become a more top-down
process in which government sets fiscal boundamesprovides policy guidance before spending
units bid for resources. A key feature of top-ddwatlgeting is construction of baseline projections
(or forward estimates) of future budget conditiassuming no change in policy. These projections
typically cover the next 3-5 years, but in few coigs they have been extended to 30-50 years and
are used to assess the long-term sustainabilibpddet policy.

The relationship between the budget and other fiahrstatements has also been recast. It
was not long ago that the typical country appliedoainting standards to financial reports, but not
to the budget and related documents. Nowadays, Veaywsome countries extend accounting rules
to budget, and a larger number have introduced snefireconciling the budget and other financial
statements. One of the key issues in contemporaagdi innovation is whether the accrual basis
should be applied to the budget. Doing so wouldiantly affect budgeting for physical assets,
civil service pensions, and other post-employmemieifits.

In many countries, important changes have comegslative work, as parliaments now
exercise greater independence in budget matterse $egislatures have their own budget staffs,
and many actively amend the budget submitted bggouent. Legislative independence has been
accompanied by greater media attention to the hudgewell as by a significant increase in
pressure by interest groups and NGOs. As governrhast lost its monopoly on budget
information, the budget has become a more contentaxtivity. There are notable exceptions,
however, particularly in Westminster countries, vehthe legislature’s budget role is very limited.

One of the most far-reaching changes has beenve sgiending units broad flexibility in
using appropriated funds. In some countries, eg&nding unit receives a global budget that
covers all operating expenses; it thereby has antiat freedom in purchasing various inputs, such
as personnel, travel, and supplies. Some goversibat have decentralized public management
enable spending units to carryover unused operdtinds from one year to the next, to manage
their own bank accounts, and to pre-spend a poufothe next year’'s allocation. It should be
noted, however, that most national governmentk @iitstrain managerial discretion, though to a
lesser extent than in the past.

The innovations mentioned thus far have been proekd Overshadowing these
developments has been a truly significant shithismmcomposition of public expenditure. In almost
all high-income countries, and in some middle-ineooountries as well, most of the growth in
national expenditure has occurred in transfer paysenandated in permanent laws that set
eligibility criteria and payment formulas but dotrapecify the amounts to be spent each year. The
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traditional budget system, which was designed forual, discretionary decisions, is ill-suited for
entitlements. In practice, the budget does notaisereffective control over entitlements; in most
cases, it merely records the amounts requiredvy la

Over time, budgeting has become less an instruimieatministrative control and more a
policy tool of government. This shift is reflectedthe emphasis on performance, elongation of the
budget calendar, the shift from ex ante controlexopost evaluation, and other innovations.
However, the transformation of budgeting into aigebriented process is far from complete.
Many governments still struggle with the definitiamd measurement of performance and have
difficulty linking decisions on resources to evidenon results. In most countries that have
introduced it, the medium-term framework is not Mlegrated into the ongoing budget process.
Governments that have released managers from ksonen financial controls have had only
middling success in holding spenders accountabldéhi® use of public money. The legislature’s
budget role is in flux, with controversy over thisattetion it should have to make its own revenue
and spending decisions.

These examples suggest that budget innovation dtasun its course. There will be further
waves of reform, both to strengthen previous intioma and to respond to changing political,
economic and administrative circumstances. In tharé, no less than in the past, budgeting will
be a work in progress.

2. Means of Budget Evolution

To understand how budget systems evolve, it is gsarg to decompose the process into its
essential components. Although governments difiehaw they prepare and implement budgets,
their basic procedures consist of four element$. e information processed in allocating

resources and spending authorized funds; (2) tles id participants in the process; (3) the formal
and informal rules by which they operate; and k&) incentives they have in requesting, allocating
and spending public money. Innovation in budgetinggils adjustments to one or more of these
components. Major reforms may spawn changes ifoatl elements, but even minor adjustments
depend on changes in budget information.

Budgeting is a system for processing and exchangiigrmation among financial
decision makers in government. In fact, almostth# effort that goes into compiling and
executing the budget revolves around producingjereng, and classifying information on
government revenues and expenditures. Line-itengéting has information on the details of
expenditure, program budgeting on the objectivesexgienditure performance budgeting on
outputs or outcome, a medium-term expenditure fraonk (MTEF) on the future fiscal position
of government. Often, innovation adds to the stdekpf budget information, occasionally new
information is substituted for old. For example, emhit introduces performance budgeting
government can add information on the volume ot cbsutputs, without curtailing input-based
data. Alternatively, it can purge input data, lemyvdata on outputs as the sole basis for spending
decisions. When new information is merely addititeisually is merely another way of viewing
or presenting the budget; when it is substitutivés the basis for deciding the budget. Because
it is much easier to add than to substitute infdioma budget innovation rarely uproots the
established basis for making spending decisions.

This distinction points to a fundamental constraintbudget reform. Innovations that only
change the informational content of the budgemnaueh less effective then those which change the
manner in which information is classified for butigecisions. Although there are many ways to
tell the budget’s story, there can be only one wastructure it for decision. When, as is often the
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case, the budget is classified by organizationsurgpending decisions will not be made by
programs; if expenditures are classified accordinigputs, decisions will not be based on outputs.
Because governments typically settle for additionfdrmation, budget innovations tend to fall far
short expectations. There are some notable exceptimowever. When New Zealand moved to
budget on the basis of output classes, it remoiladput information from the budget, and when
Australia adopted a medium-term framework, it egthbd forward estimates as the basis for
spending decisions.

The basic limitation of additive information is thacan be ignored when budget resources
are allocated. Nevertheless, it may be worthwhilenrich the quality of budget information by
adding data on results, future fiscal conditionsd ather matters of interest. Over time, the
enriched information may sway budget decisionsgeigfly if it is accompanied by changes in
budget roles, rules or incentives.

In injecting more information into the already cested budget cycle, governments should
be mindful of why seemingly vital information, suals data on performance and results, often
fall into disuse. One reason is that there simglyndét enough time to consider all available
information within the deadline-driven time-tablé lmudgeting; another is that politicians and
managers may be discomforted by new informationctvtdalls their budget preferences into
guestion. In budgeting, information is not freeciibwds out attention to other data or activities
relevant to allocating public resources. New infation is most likely to be used if it is
substitutive rather than additive, that is, whems@reviously available information is removed
from the budget process. Doing so can be risky,dvaw if it exposes government to charges
that it is concealing relevant budget information.

New types of data often challenge the budget peefegs of politicians or managers.
Performance data frequently reveal that covetedgnaras don’'t produce expected results,
medium-term projections sometimes show that pdhdyatives promoted by government would
unbalance future budgets. In situations such asetheew information is likely to be integrated
into budget work only if it is deemed essential.r Example, medium-term projections are
essential when an MTEF displaces annual budgetmghe central allocative process of
government. Performance information has rarely medustatus as essential, which is one of the
reasons why it is routinely disregarded.

Looking ahead to budgeting’s future, one can fogesaignificant increase in information
on the distributive impacts of public expenditukarbingers of this prospective development
include the “engendered budget” movement which sig@vernments to estimate the shares of
public expenditure that benefit men and women, adl s pressure from international
organizations and NGOs that low-income countriebliph data on the extent to which their
budgets are pro-poor. These types of estimatesdumelimade for individual programs, not just
for the budget as a whole. In some countries, pgigaoups estimate the budget shares spent on
young versus old citizens, and on rural versus uibaellers. Demands for greater transparency
and for enhanced citizen patrticipation will impeamy governments to incorporate distributive
data in official budget statements.

Data on certain expenditure impacts already apjpreahe budgets of some innovative
governments. One can envision a future in whicls istandard practice to publish data on the
environmental impact of budgeted expenditure, adl a®& the impact on various economic
indicators such as employment and inflation. Impzstimates can be extended to many areas of
political interest, such as the effects on urbaruaal areas, on children, women or other clasges o
citizen, and the impact on exporters or importers.
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As already noted, budget systems mitigate informmativerload by disregarding data that
gets in the way of timely decisions. But informaticannot be disregarded if it becomes essential,
as occurs when legal actions can be brought agttiesgovernment for adverse impacts. Even
when information is not essential, it can compkcatidget work by generating conflict. Because of
the need to complete work on time, budgeting hiasvatolerance for innovations that add friction
to what is inherently a stressful process. The magedient way for budget makers to dampen
conflict is to disregard all the innovative datatthet in their way.

Roles Budgets are made by people who exercise autharitarry out assigned tasks within
government. The roles played by participants tendet stable because they inform budget makers
what is expected of them. It is quite common faffsin spending units to prepare next year’'s
estimates by looking back to how the previous yearere compiled, and for staff in the central
budget offices to follow the same review procedwyesr after year. Budgeting would be a chaotic
process if participants have to reinvent theirsaach year. Budget roles also are specializet, wit
well-established divisions of labor between thostha center of government and those in central
departments, as well as between politicians andagers. Inherently, roles have both formal and
informal dimensions. The formal role of senior ngera in spending units, recognized in law and
in practice, is to request money for the next figear or longer; their informal role includes aski
for more funds than were allocated for the previotse formal responsibility of central budget
staff is to review spending bids to assure thedueacy and congruence with government policy;
their informal role is to recommend less than vapiested by spending units.

Informal behavior tends to vary from one year t® tiext in response to shifts in the political
or economic context within which budgets are mddee year, central officials may signal that
they are receptive to spending initiatives, anotiear they may indicate that spending will have to
be curtailed. Behavior may also be affected by@®erel changes, as new people bring different
temperaments or perspectives to the process. Simraecé ministers are comfortable resolving
budget issues in bilateral negotiations with spegdninisters; others take unresolved matters to
cabinet or decide them unilaterally.

Research conducted by various researchers duenggitt two decade has generally found that
budget outcomes vary with differences in the ralssigned participants. Governments that arm the
finance minister with the final say in spendingpdites tend to have a more disciplined budget and
smaller fiscal deficits than those in which ministéogroll in cabinet to protect or increase their
budget shares. Similarly, a government that empewer legislature to appropriate more than was
budgeted will incur higher deficits than one whidmnstrains the legislature’s budget role.

The relationship between budget roles and outcauggests that efforts to alter the way
governments budget depend on success in changihgebuoles. Alternatively innovations can
change budget results by bringing new participamis the process or by removing old ones. In
most countries, economists now have an importarde rm constructing baseline and
macroeconomic forecasts; in many, policy analysid program evaluators have become active,
though not always influential, participants in batlglecisions. At the same time that new roles
have been added, some traditional ones have beamatked. Central budget offices were once
amply staffed with controllers who kept watch oumplementation of the budget and monitored
the line items to ensure that agencies did notdhr@aeset limits. In innovative countries, most of
these positions have been abolished as respotsibitimanaging expenditure has been devolved
to sectoral departments and operating agencies.

All significant innovations in budgeting entail oemulation of budget roles. One of the
reasons why budget reforms often fail is that fdrahmearacteristics are changed, but behavior isn'’t.
Zero-base budgeting failed because budget offigtls behaved incrementally, reviewing next
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year’s request in the light of the previous yeaf®cations; program budgeting failed because
more attention was made to organization structhes tto program classification; performance
budgeting has had recurring difficulty because govents still care about the inputs purchased
with public funds. Changing the behavioral undempig of budget work is difficult, but is
facilitated when new information is substitutiveher than additive, when new budget rules alter
the relationship among participants, and when ip@its and managers are given incentives to
adopt new ways.

The role of the central budget office is criticaldfforts to reorient budgeting, not the least
because it has lead responsibility for managing ghecess, but also because how it behaves
affects the roles of other participants. Major ewnporary reforms such as program and
performance based budgeting and MTEF call for fiansation of the budget office from
controller of expenditure to central policy makerdaoromoter of managerial improvement in
government. In some countries, this has been &diffshift, for the budget office has lost its
old niche but has not been able to claim a new dgpically, the budget office has rivals at the
center of government who may be better situatedh@npresident’s or prime minister’s office)
to lead the policy process. It may also be impedeilying to assume managerial leadership by
complaints that it is meddling in the business etteral departments. Having surrendered
traditional roles without firmly establishing neweas, some budget offices have experienced a
severe identity crisis. This is not a happy prextieat for an agency that sits at the center of
government and manages the purse strings.

The future role of their budget office will depend developments outside the ambit of
budgeting. Much will depend on the roles and resesiof other central government policymakers,
such as the prime minister's office and (if ones&li the national planning office. The niche
occupied by the budget office also will depend drether it is part of a large finance ministry of a
free standing agency, whether parliament has its lomdget staff or relies on the government for
fiscal data and analysis, and whether it lever&gelget work by linking it to other important tasks
such as macroeconomic forecasting, and public neanagt.

What and how the budget office goes about its mesipdities in the future will likely
depend on the fiscal condition of government. lbstantial fiscal space is available for policy
innovation, the budget office might persist on acrémental path, setting the next year’'s spending
level in the light of the pervious year’s. If fidapace is scare, the budget office will bear thab
of program-cutting, an exercise that wins few fdgrin political circles. Ideally, the budget office
should have a strategic focus, probing changefiéneconomy and society that fundamentally
affect public finance. It should take the lead #Bessing the long-term sustainability of the
government’s financial commitments, and it shoukpldy machinery of budgeting to deking
national policies and priorities. But as much am#ty want to be strategic, the budget office is
constrained by the demanding routines of the psoaed by its need to serve decision makers who
have a short-term focus.

Rules Budget systems operate according to formal rotedified in law, administrative
regulation and accounting standards, as well af@mmal conventions that become accepted ways
because they are repeated year after year. Motfteofules are procedural; they prescribe how
estimates should be complied and reviewed, the fafrappropriations, requirements for making
and reporting expenditures, the calendar for theynactions taken within each cycle, and so on.
Procedural rules also specify whether and how fumasy be shifted from one account or purpose
to another during the fiscal year. Some rules atestantive; they determine the amounts to be
spent and sometimes limit the discretion of budgaekers. Legislation that mandates payments for
pensions, unemployment or other purposes establelsebstantive budget rule, as does legislation
that limits expenditures or deficits as a shar&bP.
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Budget rules tend to accrete over time. The typgmalernment has many more procedural
and substantive rules in the early’2%ntury than it had several decades ago. Thisetenydis
strongest when budget reforms are additive; eacke whreform deposits new requirements on top
of the old ones. Over time, therefore, budgeting hacome more rigid both in the volume of
procedures that must be completed and in the aitotsamade for prescribed purposes. One of the
challenges facing budget innovators in the futui# e to make budgeting more pliable by
deregulating some procedural and substantive remeints.

Innovative governments have taken different pathsodernizing their budget systems.
Some have codified significant reforms in law, aswNZealand did when it adopted output-
based budgeting and Russia did when it transitiolmed market economy. Some countries
have introduced new practices without modifying tbgal basis of budgeting. This has been
Britain’'s style; the advantage is that no law i®dohed, or has to be adjusted if, as often
happens, reform falters. On the other hand, lavettagforms are likely to induce greater
compliance and survive longer.

Whether formal modifications are embedded in lawiroadministrative guidance, budget
practices change only when the behavior of paditip also changes. The history of budget reform
is littered with promising innovations that failé&cause participants in the process persisted in
their established ways. Past efforts to implemesro-base budgeting were thwarted by the
incremental behavior of budget makers who continieedse the previous year’s budget as the
starting point for the next year’s. Similarly, aff®to adopt a program budget have been impeded
by attention to inputs in allocating resources.many countries, the aims of MTEF have been
undermined by treating it as a supporting docunadtite making spending decisions on an annual
basis. New rules, like new information, are effeetonly when they displace old ones. When they
don’t, government risks running two parallel budggstems, one anchored in tradition and
behavior, the other prescribed in law or administearules. This dualism partly explains why
many innovations, such as those mentioned in thegoling sentences have failed.

During the past decade, fiscal rules which constbaidget aggregates have been adopted in
many countries. The best known of these rulesasStability and Growth Pact which purports to
limit the budget deficits and public debt of EurapeCommunity countries. Some developing
countries have been constrained by fiscal conditibes imposed by the IMF or other
international financial institutions. Others hamgplemented fiscal responsibility rules that require
the government to specify budget aggregates fomtbdium-term or beyond and to operate within
these constraints. A substantial body of reseaih found that these rules do bolster fiscal
discipline. However, few countries have put fisedés to a full test, for the economic boom of the
past decade has made it possible for governmenabitte by the targets even when they boost
spending or cut taxes.

There is a strong basis to conclude that fiscas;uike other budget rules, are most effective
when politicians willingly comply with them. If tlyedon’t, willful politicians can employ various
tricks to make it appear that they are abidingh®yrules while they violate them. The tricks of the
trade include deferring expenditures and accelegattvenues, booking income from the sale of
assets as current revenue, hiding expendituref mudget accounts, and much more. Fiscal rules
depend on the behavior of those responsible foragiag government budgets; the rules help only
when they want fiscal discipline.

Incentives In innovative countries, changes in informatinries and roles converge to alter
the behavior of budget participants. This effecat ba illustrated with a few examples from recent
reforms. Before, MTEF, claimants for additional cesces had an incentive to defer additional
spending 2-3 years ahead, beyond the single-ye@ohoof annual budgeting. Under MTEF, this
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tactic would not be effective because the additiond year spending would appear in the budget.
In the absence of fiscal rules, spenders have @niive to seek unrealistic increase in resources,
in the expectation that the more they demand, thieerthey will get. With the imposition of fiscal
rules, spenders are constrained in the amounts rthest request and have somewhat stronger
incentive to trade away some existing expenditimesew ones. Innovations that enable spending
units to carry forward unused operating funds @ tlext fiscal year alter incentives to spend all
available funds before the year ends.

Not all budget innovations spur budget participatts behave differently. In most
governments that have introduced performance bimdgeparticipants still focus on the cost of
inputs rather than on outputs and outcomes. Morediew governments have successfully
motivated managers to take responsibility for paogresults. It is not worth noting that incentives
may continue to be misaligned with government dbjes when budget reforms are additive and
allow pre-existing procedures to continue. Even nvheforms are substitutive, participants may
persist with their old ways. It is naive to assusnknear relationship between changes in budget
practices and changes in the behavior of spenderg@ardians. Budget participants must consider
a broad range of political and managerial influsncgome of which are beyond the scope of
budgeting, when they act.

Fundamental changes in budget behavior generadjyine significant innovation in the
political or managerial machinery of government.afWtAustralia launched its pioneering version
of MTEF, it armed the expenditure review commit(@RC), a subcommittee of Cabinet, with
broad powers to allocate budget resources, and vwmn Zealand shifted to output-based
budgeting, it first restructured the public sedmigive managers broad discretion in running their
organizations. The clear lesson from these and stiecessful innovations is that budget reform is
effective when it is embedded in a broader agefidg@awernment transformation.

3. The Colonization of Budgeting

Budgeting has distinctive practices, but it lacks iatellectual tradition of its own. Early in
budgeting’s modern history, efforts were made tdifyobasic principles, such as annuality,
accuracy and comprehensiveness, but there have nmesgstematic recent efforts to define its
conceptual underpinnings. It is difficult, perhapgossible, to carve out a wholly-separate field of
budgeting because it is at the crossroads of sy widrer fields. The conduct of budgeting—both
the procedures applied and the substantive desisiane swayed by developments in economics,
accounting and public administration, as well asdagisions made by legislature, courts and
international organizations. The colonization oflpeting by other disciplines and activities means
that much of its future will depend on developmenitside the field of budgeting itself.

Developments in economics have been among the mmxirtant influences on budget
practice; the impact is felt both in the procesd spending decisions. Most national governments
base budget decisions on econometric projectionS@P, price changes, employment and other
key variables. Many employ economic models to esténfluture spending on pensions, health care,
education or other programs that are sensitiveotboeconomic trends. Economic thinking has
promoted the integration of tax expenditures intddet work, new methods for assessing the risk
to government from contingent liabilities, develagrh of fiscal rules that constrain budget
aggregates, and methods for measuring the disirébimpacts of revenue and spending decisions.

One of the most prominent contemporary influendesconomics has been the definition of
the three main budgetary objectives as maintairfingal discipline, strategic allocation of
resources, and efficient operation of governmehts Tramework is derived from the well-known
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construct devised by Richard Musgrave to assesticpfibance. Although the framework has
rarely been applied by governments to evaluate tivein budget operations, it is routinely used by
international organizations. The framework has besgpecially useful in designing MTEFs and in
clarifying the different informational requirement®les and rules of budgeting. However, the
framework is sometimes misused when analysts rdmk three functions of budgeting in
descending order, thereby giving much less weighihé¢ delivery of public services than to having
a stable fiscal policy.

Economists approach budgeting from a rationalistaldic point of view. They are
constantly inventing new analytical tools to asgbssefficiency of public expenditure. But they
often go further and argue that the tools shouladds# into rules that determine how budgets are
made and resources allocated. They disregard tidafental difference between tools and rules;
the latter constrain budget makers; they dictagefahm of the budget and often allocations as well.

Although it is unrealistic to predict the futureuree of economics, it is possible to foresee
some likely impacts on budgeting. The strong irgerim fiscal sustainability indicates that
economists will push for lengthening budget anaysell beyond the 3-5 years covered by MTEF.
Contemporary economists have a lively interestewvesal issues affecting low and middle income
countries, including the use of budget policiesptomote national development, the impact of
fiscal decentralization on government finances andhe efficiency of public services, and the
means of implementing pro-poor budgets. This isad®lly not a complete list, for economists have
a penchant for analyzing questions that once warédm their core interests.

Accounting Because accounting and budgeting both pertainetdinancial transactions and
condition of government, it might be assumed thaythave common concepts and definitions. In
fact, the two have long diverged in many countrieéth accounting practices defined by
international or country-specific principles, anatpet practices determined by convention. One of
budgeting’s oldest conventions is that revenues expnditures be recorded on the cash basis.
Revenue is recognized when it is received, not wihés earned; outlays are recognized when
money is disbursed, not when liabilities are inedrrAs accounting practices shift away from cash
to the accrual basis, the gap between them andelmidigevitably widens, except in those few
countries that have put budgets on an accrual.basis

Accounting and budgeting often differ in the scaifeheir respective financial statements.
Whole of government accounting is in vogue, whiokams that all of the government’s finances
are consolidated in a single statement, regardiiesd or agency. By definition, however, budget
statements exclude offbudget and extrabudgetargsfu®n certain matters, however, budgets
generally recognize transactions that are excldided accounting-based financial statements. The
budgets of many governments recognize tax exparditfinancial statements do not. The budgets
of innovative governments provide data on guarandel other contingent liabilities; few financial
statements provide this information.

In recent decades, accounting and budget pradtiaes started to converge. One impetus
has been adoption of the accrual basis for finamejgorting; another has been the advantage of
having a consistent set of data for governmennfiea. There is much greater emphasis than in the
past on measuring the government’s financial camdin reference to the balance sheet, and some
governments now incorporate this statement in thedlgets. However, from a budget perspective,
accounting rules sometimes produce strange residtsexample, accounting statements generally
recognize the future liabilities accruing from piens and health care provided to retired
government employees, but not the much larger liisi arising out of pensions and health
benefits promised to citizens.
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Accounting and budgeting are beginning to convengea matter of great concern to
forward-looking national governments -the long-rgastainability of their fiscal policies.
Australia, New Zealand and the United Kingdom ammg the innovators in this field, hiding
fiscal models that project revenue and expenditurder current policies 30-50 years into the
future. Doing so requires development of new actingnand analytic tools such as inter-
generational accounting and present value budgétingeasure the future gap between revenues
and expenditures and to estimate long-term changex burdens.

Future developments in accounting will spillovertoinbudgeting. Several prospective
changes in accounting rules warrant mention. Orresé®able change is in accounting and
budgeting for risk. Under current rules, a transac(or event) is wholly included or excluded
from financial statements. This “binary” rule leatls overstatement of some liabilities and
understatement of others. International organipatithat set accounting standards are seeking to
devise more flexible rules that would recognize tegyree of risk (such as the probability of
default) facing government. For example, if thegyowment issues a 100 million guarantee and the
probability of default is estimated at 50 percdimancial statements would record a 50 million
liability, in contrast to current rules under whietther nothing or the entire 1200 million would be
recognized. Under new probability-based rules,ihéget would record either a cash expense of
50 million or the present value of that amount.

Despite contemporary efforts to harmonize budgeting accounting, it is unlikely that
budgeting will be entirely colonized by accountimges. One reason is that budgeting is subject to
multiple influences, and another is that the paditi sensitivity of budget decisions will lead
governments to devise practices that deviate froeounting rules.

4. Budgeting Will Be the Same and Different

It is likely that trends underway in budgeting wvititensify in the decades ahead. Governments that
still practice annual budgeting will give greatéteation to the medium-term, while governments
that have already adopted workable medium-term dvaonks will stretch their time horizon to
longer-run considerations. A similarity (*?*) iskéily to emerge in the processing of budgetary
information. Governments that still orient theirdgets to inputs will give greater scope to output
and other performance data, while countries thet ls@und performance information systems will
strive to more closely integrate decisions on resma and results. As discussed previously, the
trend to include more information on distributivepacts is likely to continue. Governments will
struggle to feed program evaluations into budgekwand some will have short-term success, but
it will be exceedingly difficult to build evaluatininto the ongoing routines of budgeting.

Before undertaking a fuller estimate of future betdgractice, it would be useful to explain
why neither of the revolutionary scenarios presgiatiethe start of the paper is likely to materializ
The beyond budgeting approach originated in theapei sector and has had limited application in
government organizations. In government, the budges not only allocate public money; it also is
the means of establishing a legal and politicalsbfs the operation of agencies. The budget is a
major statement of government policy; in some caestit is the most important statement, even
when it comes to existing policies. The budgetriseasential device whereby politicians imprint
their preferences on public policies; it also seras a sort of road map by which managers run
their organizations. Although the rationale of beydudgeting is sensible, it does not fit well with
the purposes of budgeting in government.

Participatory budgeting will likely have greatemadtion in government, if only because
pressure for governments to be more transparemaimaging public finance and to give citizens
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greater input onto public policy will escalate. Qraa anticipate innovative governments creatively
using the internet and other information technadegto introduce some form of plebiscitary

budgeting, in which citizens actually vote on amagrof program and spending options. Where
participation is formalized through voting schemgsyernment will have to decide whether the
public’'s verdict should be advisory or bindingalso will have to decide whether the program and
spending options put to the ballot should be fralmggolitical leaders or citizen groups.

Participatory budgeting is likely to have greatpplécation in local governments where the
scope of issues is relatively narrow and pertainegerational matters such as the amounts to be
spent on police patrol and garbage collection. 8noarticipation will be difficult to operationalize
on the national level because of the range of &sthat must be considered and the greater
diversity of citizen interests. At all levels of\ygynment, opening the budget to broad participation
might have adverse side effects. Doing so wouldatroertainly boost conflict over public policies
and expenditures, and might shift the focus of letidigbate away from performance to inputs, for
example, to the number of teachers rather thahdaatiality of education. In view of the tendency
of voters in many countries to hold inconsistewi-they prefer bigger programs but less total
spending— expanded participation may complicateahle of producing responsible budgets.

To anticipate how budgeting will evolve, it may fmere fruitful to consider what innovative
countries are now doing than to conjure up futirrisisions. The remainder of this section
describes some promising developments, as wellhasrationale that underlies them. The
innovations are classified into three main objextivof modern budgeting-- fiscal discipline,
effective allocation, and efficient services.

Fiscal discipline Political demands and variations in economic @ms make it difficult

for government to maintain prudent budget aggregabte good times, pressure mounts on
governments to spend the dividends of economic emsccin bad times, built-in stabilizers
destabilize revenue and spending policies. The -epeled character of conventional budgeting,
which allows spenders to bid for as much as thegtweomplicates the task of disciplining the
aggregates. To counteract this tendency, a growingber of national governments have
introduced top-down procedures for setting the letiddotals before spending bids are considered,
and more will in the future. One can anticipate fitgcal constraints will become standard budget
practice in the not too distant future. These aansts take two main forms. One is to establish
preset fiscal rules, such as a limit on the defisippercent of GDP; the other is for the government
to set medium-term (or longer) fiscal targets inaatte of budget decisions. Preset constraints have
an advantage in that they cannot be changed biygimtis who want to spend more or tax less. But
these constraints may not be sufficiently flexilbte work under both favorable and adverse
economic conditions. Governments seeking more adaptrrangements tend to embrace fiscal
responsibility rules that can be adjusted in respdn changes in political or economic conditions.

Regardless of the approach taken, fiscal constrairg effective only to the extent they are
enforced and there are consequences for violatiegtIn some countries, enforcement is external,
though institutions such as the European Commissidnich monitors compliance with the
Stability and Growth Pact, or the International Mtary Fund, which often imposes fiscal
conditions on countries receiving assistance. Adbdlization advances and national economies
become more closely interdependent, additionaldstats and enforcement mechanisms are likely
to be developed.

The spread of fiscal constraints affects high amd income countries differently. High-
income countries generally respond to economic wesk by loosening fiscal constraints and
running expansionary budget policies. Whether thho@automatic stabilizers or discretionary
actions, deficits rise above targeted levels. Hawewhen low-income countries experience
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economic difficulty, they are compelled to adopstave budgets, either because of conditions
imposed by international organizations or inadeguatcess to capital markets. The most
vulnerable citizens and communities are harmed rifgreed fiscal consolidation as cash-short
governments cut social programs and cancel planspoove health care or other services. The
profound illogic of harming poor people and theeaftéd country’s prospects for building a more
promising future has spurred international orgaiops to explore new fiscal guidelines that
would accommodate growth-enhancing budget polieiithin realistic fiscal constraints. One
emerging approach is to adopt fiscal rules that ldvqaromote both stabilization and growth
through productive investments in physical and huroapital. Low-income countries would be
assisted in borrowing funds to finance these inmests, even when they face budget deficits due
to economic weakness. However, this effort is giilits infancy and one cannot be sure whether it
will produce innovative fiscal rules which recogmithat growth is the only realistic pathway out of
poverty for low-income countries.

While low-income countries are concerned aboutesaty, some high-income countries have
turned their focus to the long-run sustainabilityapproved budget policies. This concern had been
driven principally by the aging of populations imdustrial countries and the projected surge in
public expenditure on pensions and health cargrésent, only a few countries incorporate long-
term sustainability projections that look aheadrbgt 50 or more years into ongoing budget work.
But it is highly likely that the time frame of bueligwork will be extended beyond the 3-4 year of
an MTEF to the inter-generational implications efv&nue and spending policies. A focus on
sustainability will generate new methodologiesdarlyzing budget trends, and intensify pressure
on politicians to take account of the impact ofitldecisions on future generations.

Whether to enforce medium-term fiscal rules orupport long-term sustainability analysis,
future budget makers will be bound by stricter actimg standards for measuring revenues and
expenditures. In many countries, budget statenmasteonstructed on the basis of conventions that
diverge from accounting rules and enable governsnéotaccelerate or delay recognition of
revenues and expenditures to suit political nekdthe absence of accounting standards, they can
shift expenditures off budget, thereby understagmtlie government’s true fiscal position. As fiscal
rules spread, governments will be pressured toyaiyel same accounting standards to budgets as
they do to other financial statements. Once th@us; international organizations will gain a role
in certifying the budgets and financial statemerfitsational governments.

Effective Allocation In all countries, government’s budget for thetngear by looking back
at what was allocated the previous year, and makimge incremental adjustments based largely
on the availability of uncommitted resources. Halfcentury of reforms has failed to dislodge
budgeting from its incremental path. National goweents tried a wide suite of innovations to free
up resources, ranging from national and stratelgierpng, to program evaluation and performance-
based budgeting. Some had modest success, all &ttexl away or ultimately were co-opted into
the incremental norms of budgeting. During periofisobust growth, governments were able to
respond to fresh priorities by allocating the aiddial money flowing into their coffers. Of course,
low-income countries rarely have fiscal dividendghich is why national priorities such as
improved health care and other pro-poor initiatiaes short-changed when budgets are allocated.

While they have plentiful resources, high-incomeirdoies face a narrowing of the space
available for policy initiatives in the decades athe@s a growing share of their budget is spent on
past commitments for pensions and health care.r@uoiifig as less favorable fiscal future than
they had in the past, national governments haventakvariety of approaches to free up funds.
Probably the most widely applied is to use the MTdsPan instrument for encouraging spending
departments and ministries to shift resources friess to more effective uses. When it
implemented properly, MTEF provides for the goveemitrnto establish a budget constraint for each
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sector or department, and it gives each broadithiin reallocating resources among its programs
or administrative subunits. In effect, VTEF decalites major reallocation decisions, through
central agencies (such as cabinet or the finanagstry) review proposed reallocations to
determine whether they are in accord with goverrirpeorities. Because this “textbook” version
of MTEF has rarely been implemented, there is neasoexpect that reallocations have been
relatively modest.

Some governments have moved in the opposite direetnd have centralized the allocation
of new resources. Chile has set aside approxim&tgdgrcent of budgeted resources in a central
“bidding fund” that is allocated through competitiby spending units. Singapore has gone further
and applied 5 percent across the board cuts iagahcies, with the saving reserved for policy
initiatives. Across the board cuts may seem to beude instrument for reallocation, but they may
be the most politically viable means of freeing mpney for government initiatives. A more
selective approach that reallocates on the bas&vidience concerning program effectiveness is
likely to be impeded by opposition from interestattwould lose money.

Making allocations more effective is among the mdsallenging tasks for contemporary
budgeting. Frontal assaults on incrementalism da@tk, but marginal adjustments may be a
greater prospect of success especially when progratuations and performance measures are
used to improve programs rather than take money dwan them. Taking this approach has the
benefit of turning program advocates into allieghie drive for more effective government. But
there is no assurance that aiming for improvemeadhier than cutback or reallocation will work.

Efficient services Citizens know government through the servicey tteeeive (or fail to
receive) from it. One of the tasks of contemporbinglget reform is to improve the delivery of
services and the operation of government agentries.narrow sense, efficient services is about
reducing cost or increasing volume; in a broadaessgit pertains to the quality of services, access
of citizens, timeliness, and the courtesy with whilcey are provided. Sound budget practices can
enhance the volume and quality of public servibes,only when they are coupled to improvement
in public management. One of the recurring misstépgformers is to assume that budgeting can
be modernized when management practices are ndgding is dependent on the overall quality
and orientation of management, especially on nmtpartaining to performance. Government
cannot budget for results when the administratiyenaies responsible for delivering services do
not manage for results. At the least, a robust budgstem needs civil servants who care about the
quality of the work they perform, know what they @aupposed to accomplish, provide timely and
accurate information on what has been achieveddaatiwith recipients of services in a courteous
manner. Budgeting for performance also dependsrganizations that are well managed, have
reliable internal controls, regard the efficientdaprudent expenditure of money as their
responsibility and fulfill the tasks assigned terth When these conditions are absent, inserting
information on outputs and outcomes into the budgkbe of little value.

There are multiple pathways to improving publicvems. Some national governments have
used the doctrines and practices of new public gemant (NPM) to reorient public
administration from compliance and control to parfance and results. NPM gives public mangers
broad discretion in operating their agencies arehdimg appropriated funds, but also strives to
hold them accountable for how they use public maarey for the substantive results they achieve.
Other governments have boosted performance whitainieg input controls that restrict
managerial discretion. A few governments have wettred their budgets along program lines that
emphasize the linkages among activities that seswemon objectives. Most, however, still budget
within an organization structure that gives primaoythe administrative unit responsible for
carrying out public activities. A few have introagut cost accounting methods that allocate costs
among units or activities; most have standard stafraiccounts that assign expenditures to the unit
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authorized to spend the funds. Some governments Havised contract-like arrangements that
specify the resources to be proved and expectadtsgsnost rely on ongoing administrative
relationships between supervisors and subordiratdsbetween ministers and senior managers to
establish expectations and review results.

The diversity of approaches arises out of thedliffies experienced by governments seeking
to improve service delivery and operational effici¢. More than half a century after performance
budgeting first emerged in advanced countries,onati governments still cannot confidently
estimate the incremental changes in results thatdvensue form incremental changes in results.
They face two formidable impediments in linkingoesces and results. One is that politicians and
managers do not want to have budget allocationglei@®n the basis of results; the other is that
cost measurement and allocation are not suffigiedgleloped. Neither of these problems is likely
to vanish in the decades ahead, leading this wtiteconclude that governments will still be
debating the meaning of performance-based budgetiliginto the future. They undoubtedly will
invent new terminologies to label results, butpheblems will be pretty much the same.

5. Conclusions: In the Future, Budgeting will be mo re of the
same but different

The trajectory of budgeting will not be markedlyfelient than it has been thus far. Reformers will
perennially seek a more rational basis for allargtand a process that is less contentious. Drawing
form the discussion of budgeting’s evolution, wex@ade with a series of concise statements on
how the process will change.

Annual budgeting will not wither away but will bewe less salient. The annual process will
remain because politicians and managers need asneéapsponding to new problems and fresh
demands. If they were to lock budgeting into a ipe#ir frame, it would in effect become a
national plan that sets out objectives and allacaésources for a fixed term. While possibility
cannot be ruled out, a more likely scenario isdionual budgeting to coexist with a medium-term
framework and with long-term commitments.

Political leaders will pay more attention to loregrn sustainability, but will continue to
behave opportunistically in the short-run. Spendimigjative will be reviewed in reference to
long-term impacts, but opportunistic politiciandlivgtill act in ways that damage the country’s
fiscal future.

Governments will become more reliant on fiscal suleut will waive or disregard the rules
when the economy is weak and the deficit surgeseabeoeset limits. Fiscal rules make sense only
when they are sufficiently malleable to accommodateountercyclical response when output is
falling and unemployment is rising. If they aremjgvernments will breach deficit targets anyway,
and the credibility of fiscal rules will be undemaid. The only good time to enforce fiscal
constraints is when the economy is robust. But fhighe time when revenues are rising,
government has plenty of money to spend, and pre$suconstrain recedes. Perhaps the only way
to assure that fiscal rules are effective throudiilaeconomic cycle is to entrust enforcementito a
outside authority, such as an international orgatitn. EU's enforcement of the Stability and
Growth Pact may be a harbinger of budgeting’s futur

Governments will trim the growth in entitlementsit these still will claim a rising share
of national financial resources. Entitlements dre most serious threat to fiscal discipline in
high-income countries, where they typically consuoggwards of 50 percent of national
expenditure. Many will be pressured by tight budgeet curtail entitiements; it they don't, the
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ageing of their populations will compel them to sgenuch more than they can prudently afford
on pensions and health care for the elderly. Soileawert a financial crisis by fundamentally
restructuring major entittements, for example, thif from defined benefit to defined
contribution pensions or significantly raising thgortion of health expenses paid by
beneficiaries. Most, however, will make marginajustiments that keep basic benefits intact but
save money. They might raise the retirement agegace a smaller proportion of income with
pensions, but government will retain responsibifity the financial wellbeing of citizens and
households. Middle and low income countries maptessured to improve benefits, but they are
likely to move cautiously. Nevertheless, as natioim@ome rises, a rising portion of their
budgets will be allocated to income support.

Governments will conduct more program evaluatidng, reallocation from less to more
effective activities will still be limited. As thfiscal space for policy initiatives shirks, goverembs
will have increased incentive to examine how wgiktng programs are working. Some will build
evaluation into ongoing budget practices, othels agitablish budget systems outside the budget
framework. They will acquire more data and deepsight into program effectiveness, but they
still will have difficulty taking away resourcesofn existing activities in order to finance new anes
Evaluation is likely to be more influential in inguing programs than in terminating them. Rating
schemes, such as the Program Assessment Rating(HABIT), introduced by the United States
Government, are likely to have a more prominene rbecause they enable programs to be
compared on a single scale and facilitate feedasgllts into the budget process. As in the past,
evaluation will split along two different paths. ©wvill favor “quick and dirty” assessments that
can be completed within the time frame of budgetitig other will insist on evidence-based
research that requires collection and analysisatd drom field experiments and other scientific
methods. Wither way, budget makers will struggleinocorporate evaluating findings into the
stream of budget decisions.

Governments will strive to measure performance,tbay will continue to have difficulty
linking resources and results. Performance has lleenHoly Grail of budget reformers for
decades. It is at once the most obvious and thé chadlenging task of politicians and managers.
After all, it is hard to argue against the propositthat governments should spend public funds
wisely on the basis of actual or expected res@lmuldn’t questions about how much should be
spent be decided in terms of how much more or Wabde accomplished by spending more or
less? Yet, both technical and political obstachegdde a tight linkage of resources and results. On
the technical front, governments lack cost accogngystems to estimate the marginal cost of
producing each increment in output; on the politicant, budget makers want freedom to fund
their preferences, even when results are not falerén the future, data on results will be one of
the informational inputs into budgeting; its infhee will depend on the interests of political and
administrative decision makers.

Budgeting will become more closely aligned with @atting, but cash still will matter.
Pressure to conform budget practice to accountiteg mwill intensify, and some governments will put
their budgets on an accrual basis. This switch gglinpel them to expense depreciation of fixed
assets, reserve funds for post-employment beneditsl make other adjustments dictated by
accounting rules. As these rules evolve, governsnavil make further adjustments in budget
practices, and they may even require that budgmiuats be reviewed in the same way that other
financial statements are audited. However, mosegowents still will give primacy to cash accounts,
especially in appropriating funds for expenditufethey don'’t, agencies will be tempted to spend
notional appropriations for depreciation, therebyndging the government’s cash position.

Governments will pay more attention to risk, bull wdke more risks. Some innovative
governments now report their exposure to guaranteed other contingent liabilities in a
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supporting statement to the balance sheet or oohadsle that accompanies the budget. The
prospective growth of public-private partnershipswhich government takes on risks associated
with construction or operation is likely to impealegter transparency with respect to the potential
costs of guarantees. Governments also are likedipta better job in assessing risk in advance, but
they will not get out of the business of issuingu@ntees, indemnifying financial institutions and
others for losses, and establishing various ingdype pools. The challenge to them will be to
assume risk with their eyes open in downstreanscost

Finally, budgeting will continue to be an incremanprocess. All past efforts to diminish
incrementalism’s hold have failed, and there isbasis for assuming that future reformers will
have more success. The task for innovators willobmake incremental budgeting a more rational
process, possibly by formally building marginal lgsés into allocative decisions, and by injecting
strategic considerations into the informationakaitn of budgeting. Marginal analysis will be
critical when budget decisions are centered araumether government should spend a little more
or a little less; strategic thinking will be vallabvhen government takes on new objectives and
responsibilities. Properly implemented, MTEF haes plotential to integrate strategic and marginal
analysis. The challenge for future reformers wdlltb make it work.
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