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Introduction

Argentina has a long history of fi scal mismanagement.  
Over the past 20 years, the country has undergone two 
debt crises and two periods of hyperinfl ation.  Public 
expenditures have been systematically higher than tax 
revenues.  As a consequence, successive governments 
have resorted either to printing money or issuing debt 
to fi nance the gap.  Th e abuse of these instruments in 
Argentina has led to recurring crises.  An inability to 
achieve prudent fi scal management became a systematic 
feature of the Argentine political system. 

Although the latest fi gures seem to indicate a more 
responsible fi scal management, few structural changes 
to the system have been implemented.  Th e reality today 
is that fi scal institutions need to be strengthened (or 
created in some instances) in order to ensure prudent 
fi scal policies in the long run. 

Th e poorest Argentines have been hurt the most 
from these policy failures.  Infl ation and devaluation 
have aff ected the purchasing power of peso incomes, 
but left wealthy citizens with dollar-denominated assets 
better off .  Furthermore, when a recession hit and 
credit dried out, the government was forced to reduce 
spending on social services, which are mainly targeted 
to the poor.  Th is practice is contrary to countercyclical 
fi scal management policies typically implemented in 
developed countries. 

Th e result of these and other misguided policies was 
that between 1975 and 1990, real GDP per capita in 
Argentina fell by over 30% (with a bubble in the late 
1970s due to the unsustainable overvaluation of the 
peso promoted by the military dictatorship).  Growth 
in the 1990s resumed following market reforms, 
deregulation, and fi nancial stability measures, but 
given the existing imbalances, it did not prove to be 
sustainable.  Furthermore, income distribution became 
substantially more unequal.  Th e richest 20% of the 
population earned 26 times more than the poorest 20% 
in 2001, whereas this ratio was considerably lower at 14 
in 1991.  All these indicators worsened severely after the 
last crisis, which drove more than half of the population 
under the poverty line and a quarter under indigence 
levels in 2002.

Consequences of Weak Fiscal Institutions

Th e weakness of fi scal institutions and the 
subsequent recurrent crises have had a signifi cant 
negative impact on general economic performance, on 
the business environment, and on the incentives of the 
private sector for long-term investment. 

Moreover, fi scal instability has had negative 
consequences in the provision of public goods, thus 
limiting the outcomes of Argentine democracy and 
its public legitimacy.  Argentina’s Congress, as others 
in Latin America, lacks adequate technical staff  and 
institutions to analyze, debate, and control fi scal matters 
in an appropriate manner.  Th ere is no institution 
comparable to the U.S. Congressional Budget Offi  ce, 
for example, and few legislative aides have professional 
profi ciency in tax and federal issues.  In that sense, the 
quality of the debate on fi scal issues in the legislative 
branch of government through in-depth analyses, advice 
on implementation, and targeted advocacy strategies is 
lacking.

Th e negative consequences of this state of aff airs in 
Argentina are both economic and, more importantly, 
political.  Th ere is popular support for democracy 
in Argentina, yet very low levels of satisfaction with 
its performance.  Th e 2003 Latinobarómetro poll, 
for example, showed that in Argentina a democratic 
government is preferred over an authoritarian one by 
69% of the population, compared to the average of 
53% for the rest of Latin America.  But only 29% of 
those polled in Argentina showed satisfaction with the 
day-to-day functioning of its democracy, compared to 
34% in other Latin American countries.  Th e disparity 
is evident.

Failures of the fi scal system and the subsequent 
socioeconomic failures are one of the reasons for this 
frustration with democracy in Argentina.  Further, the 
functioning of the fi scal system, which lacks true civil 
society participation in the process, is a testament to 
the lack of participatory democratic institutions in the 
country.  Such institutions are integral to the success 
of any democracy.  Th is emphasis on participation in 
policymaking is key, because democracy is about much 
more than simply electing offi  cials to the public offi  ce.
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The Real Problem

Clearly, the federal fi scal system in Argentina is in 
a state of disrepair.  Rather than providing equality, 
transparency, and stability for Argentina’s federal and 
provincial governments, the system exacerbates the 
country’s pervasive inequalities, corrupt practices, 
and instability.  But what are the underlying reasons 
for this problem?  Although the factors behind this 
mismanagement are many, three in particular must be 
emphasized.

Th e fi rst major problem is the existence of 
discretionary, non-transparent fi scal expenditures.  In 
Argentina, expenditures have been consistently higher 
than taxes.  Lacking transparency and subject to political 
pressures, successive governments have resorted either 
to printing money or issuing debt to fi nance this gap.

Th e second major problem is the complex, unstable, 
and ineffi  cient tax system.  Although Argentina’s 
tax rates are similar to those of other countries with 
comparable levels of economic development, its tax 
receipts are relatively small - a clear indication of low 
tax administration effi  ciency and high levels of tax 
evasion.  Furthermore, this makes the tax load excessive 
for those who cannot or will not evade, creating 
multiple distortions and feelings of injustice and 
general discontent.  Th e 2001 fi scal crisis exacerbated 
the situation through new, highly distorting taxes such 
as the levies on fi nancial transactions and exports.

Finally, Argentina also has a very complex and 
arbitrary federal co-participation system.  Established 
in the 1930s, the Argentine Federal Co-participation 
System (FCS) transfers a portion of the revenues 
collected from certain federal taxes, including personal 
and corporate income taxes and the value added tax, to 
the 24 provincial governments.  In 1997, for example, 
the federal government collected 79% of total tax 
receipts, while the provinces and municipalities collected 
16.5% and 4.5%, respectively.1  In addition to the tax 
revenue sharing, there are several other mechanisms 
by which the federal government transfers revenues 
to the provinces, despite the constitutionally granted 
power of local governments to institute their own direct 

taxes.  Th e FCS has been severely criticized for 1) a high 
degree of vertical disequilibria; 2) extreme complexity 
and lack of transparency; 3) arbitrary distributions; 4) 
absence of debt limits; 5) federal bail-outs through ad-
hoc agreements; 6) repeated breaking of commitments 
by the federal government and the provinces; and 7) the 
absence of a federal fi scal or judicial institution to solve 
these confl icts.  Overall, the FCS has produced funding 
diffi  culties among the diff erent levels of government 
as well as abundant opportunities for corruption via 
the discretion used to distribute resources among the 
provinces. 

Addressing the Problem: FCS Reform

Th e weak, ineffi  cient federal fi scal system has had a 
signifi cant negative impact on economic performance, 
the business environment, and private-sector incentives 
for long-term investment.  Th ere is no doubt in anyone’s 
mind that the system must change. 

One of the benefi ts of implementing FCS reform 
is that if done right, it would lead to more predictable 
fi scal outcomes, thus facilitating better public policy 
planning and better quality and/or quantity of public 
goods provision in the federal, provincial, and municipal 
governments.  Such improved planning and public 
goods provision, in turn, can lead to increased equality 
of opportunity for Argentine citizens.  For example, 
the provinces of La Rioja and Cajamarca have similar 
characteristics in terms of population density and per 
capita income, but La Rioja receives $900/month more 
per capita from the federal government, the apparent 
result of political bargaining.  Improved planning and 
public goods provision will also help stimulate long-
term investment.

Another benefi t is a major improvement in the 
Argentine government’s transparency via the improved 
transparency of fi scal institutions and reduced tax 
evasion.  Higher transparency standards and less evasion 
and corruption are especially important for a democracy 
like Argentina’s, in which corruption ranks as the 
most important issue second only to unemployment 
(Latinobarómetro 2003 poll), and would create a more 
level playing fi eld for private activity. 
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FCS reform would also lead to more transparent 
and effi  cient tax and revenue allocation systems, which 
may help diminish existing citizenship contradictions 
in Argentina, in which citizens’ rights and obligations 
have been excessively dissociated.

A reform of Argentina’s fi scal federal system can 
only come about with the commitment and support of 
the executive and legislative branches of government at 
the national and provincial levels.  Th ese two branches, 
however, have severely undermined eff orts for reform.  
Th e legislature usually exercises its power to stop 
reforms or introduces unnecessary complexities to 
legislation, leading the executive to approve reforms by 
decree, without input from the public or civil society 
groups.  While the legislature is more suited for this 
type of discussion, it is constrained by a shortage of 
technical staff  that can evaluate all the implications of 
fi scal policies.  As noted earlier, few legislative aides have 
professional profi ciency in tax and federal issues, and 
there is no regular mechanism for training members of 
Congress on tax issues.  Consequently, there is a serious 
lack of understanding, which hampers the objectivity 
of debates and the ability of Congress, the media, and 
citizens for meaningful participation in these issues.

A Novel Approach to Reform: The Caucus

To strengthen the legislature’s ability to examine 
and debate FCS reforms, the Argentine Center for the 
Implementation of Public Policies Promoting Equity 
and Growth (CIPPEC) helped to create a congressional 
co-participation caucus consisting of reform-oriented 
legislators from across party lines, civil society leaders, 
and academics.  Th e caucus was launched on December 
16th, 2004 by Senator Celso Jaque, President of the 
Senate Co-participation Commission, and Vice-
President Daniel Scioli, who also serves as President of 
the Senate.

Th e caucus represents a ground-breaking approach 
to addressing fi scal imbalances some seventy years 
in the making by providing a transparent forum for 
analyzing and debating reform-related issues as well 
as reform proposals.  It has raised awareness among 
members, the legislature, and the public of the need 
for and benefi ts of a responsible, stable fi scal policy.  It 

has also provided sound information and analyses to 
foster a better understanding and strengthen debate 
of tax and co-participation policies.  A website (http://
forofederalismo.senado.gov.ar) was developed to register 
the events of the caucus and link its participants. 

A key element of CIPPEC’s approach to developing 
the caucus centered on identifying legislators with 
an interest in and infl uence on fi scal-policy decision-
making, inviting them to meetings, introducing 
policy briefs to them, and soliciting their cooperation 
as disseminators of these briefs within committees 
and Congress.  By building a closer relationship with 
legislative offi  ces, CIPPEC was able to enhance the 
eff ectiveness of our eff orts and thereby strengthen the 
links between research and policymaking.

Initially, CIPPEC developed three policy briefs 
on co-participation.  An analysis of the negative 
consequences of co-participation on the education 
system struck a cord with and was well-received by 
the politicians and academics, since the impacts of the 
FCS on everyday life are generally either not addressed 
at all or are treated in a very abstract manner.  A 
detailed analysis of the evolution of provincial fi nances, 
featuring a comparison before and after the 2001 crisis, 
with emphasis on the role of co-participation, generated 
signifi cant interest among the media.

CIPPEC sent copies of policy briefs to the offi  ces of 
all representatives (257) and senators (72) and followed 
up by telephone.  Th irty one-on-one meetings with 
legislators and advisors were held to discuss the best way 
to advance discussion on co-participation in Congress, 
including personal and partisan incentives to support 
change and challenges of implementation.  Additionally, 
CIPPEC organized and participated in 8 presentations 
and seminars attended by 45 legislators and advisors 
to discuss fi scal issues.  A very successful seminar in 
May 2004 was attended by well-known politicians, 
legislators, and aides, including the governor of the 
province of Buenos Aires, Felipe Solá and it received 
extensive coverage through 13 newspaper articles. 

CIPPEC worked closely with the Senate Co-
participation Commission, which is charged with 
overseeing legislative proposals concerning the FCS.  



Center for International Private EnterpriseDeveloping a Congressional Caucus to Promote Fiscal Reforms

– 5 – 

Th e Commission also examines the provision of 
transfers and other services to the provinces by the 
federal government.  As such, it takes the lead in all 
caucus events, but many other institutions participate 
in the forum.  Together with other organizations, 
CIPPEC has organized several workshops to encourage 
policymakers, business, and other civil society leaders to 
discuss how to shape specifi c policy reforms.  Specialized 
journalists were also invited to help disseminate the 
ideas discussed during these events.  Interaction among 
these sectors plays a pivotal role in building consensus, 
increasing advocacy opportunities for diff erent groups, 
and strengthening civil society’s participation in the 
policymaking process.

CIPPEC has focused on supporting the caucus 
by providing technical advice on tax bills in the form 
of policy briefs and complementary communication 
strategies.  CIPPEC has published 10 policy briefs 
on tax bills, covering topics ranging from the Fiscal 
Responsibility Law to the taxes implicitly approved in 
the national budget to very specifi c tax bills.

Impact

CIPPEC’s biggest achievement has been the 
formation of the caucus and the commitment from 
the Senate Commission on Co-participation to lead its 
events.  Given that caucuses are not a common strategy 
to advance reform in Argentine politics, the fact that 
CIPPEC achieved institutional support from Congress 
to set up a caucus to address reforms in such a sensitive 
legislative area is a clear signal of success.

Th e activities carried out within the caucus have 
had several impacts.  Clearly, there is an increasing 
awareness in Congress and civil society regarding 
the importance of sound fi scal policy, thanks to the 
infl uence in Congress and the media of CIPPEC’s 
policy briefs and presentations.  Th e research, website, 
and workshops are providing Congress, civil society, 
and the public with sound information and analysis on 
tax and co-participation issues.

From CIPPEC’s own small survey of legislators 
conducted in March 2005, 25 out of 26 respondents 
(96%) said that they had read at least some of the 

organization’s policy briefs.  Of these, 21 (84%) said 
the topics discussed were very relevant, 19 (76%) stated 
that the documents were interesting, and 17 (68%) 
found the policy briefs useful for their decision-making 
process.  Furthermore, CIPPEC estimates that around 
30 legislators are active participants in the caucus, 
while 75 legislators and 60 advisors have participated 
in nearly 100 meetings. 

Another way to assess the impact is to analyze the 
results on the bills CIPPEC evaluated.  Although it 
must be recognized that other factors have contributed 
to their implementation, recommendations from several 
of CIPPEC’s policy briefs that dealt specifi cally with 
tax bills were included in the approved legislation.  For 
example, recommendations from Policy Brief #3, which 
focused on the analysis of the 2005 budget, on stronger 
anti-evasion measures, a reduction in the fi nancial 
transactions tax, and a stronger analytical capability on 
budget issues, were included in legislation. 

Th rough its program, CIPPEC received media 
coverage in 81 newspaper articles, 64 radio/TV 
interviews, and 45 online website articles.  Some 
policy briefs, like the one on education and co-
participation or the one on the social security system, 
have received signifi cant popular and media attention, 
with numerous requests for further information from 
other NGOs and academics, as well as legislators and 
their aides.  Media plays a crucial role in allowing civil 
society to introduce new topics into the public agenda 
as well as enhance the quality and depth of discussion 
around signifi cant public issues such as tax reform and 
co-participation.  CIPPEC has become a reference 
source for journalists and opinion leaders, who, in 
turn, infl uence policymakers through news coverage.  
Several legislators indicated in the survey that they 
use newspapers and CIPPEC’s policy briefs as their 
sole sources of information, aside from some research 
carried out by their aides. 

Much work, however, remains to be done.  
CIPPEC’s experience thus far indicates that tax bills 
are generally not signifi cantly modifi ed in Congress 
and are either approved or discarded in their original 
version.  Nonetheless, there has been a signifi cant 
improvement in how the system functions, in that 
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an outside party like CIPPEC has been given the 
opportunity to contribute to the policymaking process.  
Th e inroads that the organization has made into the 
legislative process provide ample opportunity for future 
achievements. 

CIPPEC’s next steps include implementing 
programs to strengthen the analytical capability of the 
Argentine legislature on fi scal policy.  CIPPEC has 
observed that one of the main reasons behind the pass/
fail approach to passing laws seems to be the lack of 
technical capabilities to thoroughly evaluate the eff ects 
of pending legislation.  Th rough its capacity-building 
eff orts, the caucus can help advance the cause of fi scal 
reform in Argentina and stimulate progress toward the 
other important benefi ts described above.  In addition, 
the caucus will continue to serve as the only vehicle in 
Argentina for organizing a reform-minded coalition of 
legislators, civil society leaders, and academics to discuss 
issues, fi nd solutions, and implement change, thereby 
strengthening Argentine democracy. 
_______________________________

1In the same year, however, provinces and municipalities accounted for 
47.3% of total spending, versus 52.7% for the federal government.

_______________________________
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