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Taxation as a Development Tool… 

– Fight inequality 

– Promote productivity 

– Protect the future 



Taxation as a Development Tool… 

Content 

–Myths 

 

–Essentials—Some policy reforms 
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Taxation in LAC: Myth or Reality 

Myths? 

2 

1. Low tax burden 

2. Regressive taxes 

3. Large evasion 



Taxation in LAC: Myth or Reality 

Myths? 

1. Low tax burden 

Reality 

Yes…particularly in personal income 

tax…but most significant rise in 

overall tax burden in the world 
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Low tax burden in LAC… 
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… but not so if considering the 

Adjusted Fiscal Burden (% GDP), 2010… 

Source: BID-CIAT (2012)  

•Social Security Contributions include public and private pensions and health systems 
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…still the Adjusted Fiscal Burden per capita is 

10 times less than OECD average… 
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…but it is converging with OECD… 
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…and largest increase in burden… 

-0,5 0,0 0,5 1,0 1,5 2,0 2,5 3,0

OECD

Asia

Africa

Middle East

Eastern Europe

Latin America and the Caribbean

Changes in the Tax Burden between 1990 and 2010 
(simple average, percentage of GDP)  

8 



…and in (almost) all taxes (and revenues)… 

1.6 2.0 
1.9 

3.4 

4.3 

6.3 2.7 

1.7 

0.4 

0.5 

1.9 

1.6 3.0 

4.2 
1.1 

1.9 

2.8 

4.3 

0 

5 

10 

15 

20 

25 

1990-95 2006-10 
 Personal income  Corporate income  VAT  

 Trade  Property  Excises 

 Social Security  Natural resources  Other 

Structure of Fiscal Revenue in Latin America and the Caribbean 
(percentage of GDP) 

9 



…in (almost) all countries in LAC… 
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…however the gap continues specially for income 

taxes 
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Where are the differences between LAC y OECD? 

Renta  
empresas 

4% 
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52% 

Otros 
44% 

Difference LAC with OECD 
Average 2000 - 2010 

Source: Own calaculations: OECD Revenue Statistics, European Commission (Eurostat), DataBase BID-CIAT, IMF-

WEO 2012 y World Tax Database (University of Michigan). 
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Taxation in LAC: Myth vs. Reality 

Myths? 

1. Low tax burden 

 

 

2. Regressive taxes 

 

Reality 

Yes…particularly in personal income 

tax…but most significant rise in 

overall tax burden in the world 

 

Maybe…with losses to avoid VAT 

regressivity 

…and to promote progressivity of 

personal income taxes 
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Regressive VAT? Measurement matters 
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Productivity and efficiency of VAT 

15 
C-Efficiency (VAT Revenue Ratio, VRR) measures the difference between the VAT revenue actually collected and what would 

theoretically be raised if VAT was applied at the standard rate to the entire potential tax base 



Argentina Brazil 

Chile 

Colombia 

Costa Rica 

Dominican Rep. 

Ecuador 

Guatemala 

Honduras 

Peru 

0

0,1

0,2

0,3

0,4

0,5

0,6

0,7

0,8

0,9

0,0 0,5 1,0 1,5 2,0 2,5 3,0 3,5 4,0 4,5

T
ax

 e
x

p
en

d
it

u
re

/R
ev

en
u
e 

(i
n
 p

er
ce

n
t)

 

Ratio of effective tax rates of deciles 1 and 2 with respect to 9 and 10 

Tax Expenditure and Progressivity 

Nicaragua 

Panama 

Uruguay 

El Salvador 

Tax expenditure not always yields progressivity 

16 



Personal income tax: Design on paper… 
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…that barely reaches wealthy households… 

15 13 

9 11 

13 

0

5

10

15

20

25

30

35

40

OCDE América Latina y el Caribe

Tax Wedge for Employee without Children in Sixth decil 

(Percentage of the salary) 

Contrib. a la seguridad social del empleador

Contrib. a la seguridad social del trabajador

Impuesto a la renta

Latin America and the Caribbean  

Social security contribution by employer 

Social security contribution by employee 

Personal Income tax 

OECD 

18 



…and ends up an empty shell 
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• Poor design       80% of population pays 0% 

• Generous deductions 

• Evasion       The very rich pay only 4% 
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• Poor design       80% of population pays 0% 

• Generous deductions 

• Evasion       The very rich pay only 4% 

Change in income distribution before and after 

taxes = 0.008 

Progressive on paper…with NO real 

redistributive power 

 



Taxation in LAC: Myth vs. Reality 

Myth? 

1. Low tax burden 

 

 

2. Regressive taxes 

 

 

3. Large evasion 

Reality 

Yes…particularly in personal income 

tax…but most significant rise in 

overall tax burden in the world 

 

Maybe…with losses to avoid VAT 

regressivity 

…and to promote progressivity of 

personal income taxes 

 

Yes… in income taxes (lower in VAT) 

It’s easy and risk free to evade 
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Large evasion: A blow to equality 
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…with minimum chances of being audited 

3% Mass audits 
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…with minimum chances of being audited 

3% Mass audits 

22 

0.2% In-depth audits 



Nonetheless, positive results from reforms…  

23 
Note: "Increase" refers to those reforms that implied the creation of a tax, the broadening of the tax base, or a rate increase 

1990-2004 



…with advances on environmental taxes… 
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…and with necessity to promote productivity 

25 

Source: World Bank, World Development Indicators 2009 and Schneider, F., A. Buehn and C. Montenegro (2010), 

shadow economy uses multiple indicator multiple cause (MIMIC) model to estimate the shadow economy econometrically with a structural equation with one 

latent variable 
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To collect is essential but not enough—some 

policy reforms 

• Personal Income Tax 

Reduce minimum exempt level 

Cap deductions progressively 

Adopt a dual income tax 

• Corporate Income Tax 

Phase out special regimes 

Reduce tax incentives 

Decrease rates? 

• VAT 

Eliminate exemptions; unify rates 

Compensate poor households 

Reduce payroll taxes? 

 

 

 

Revenue Equity Efficiency 

   

?   

?   
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