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Abstract

Federalism in general and fisca federalism in particular are aucial axes of Argentina's
history, of Argentina s current situation, and d Argentina’ s passble futures. This paper
provides atour of the recent history of fiscd federalism in Argentina, and an overview of
its current configuration and main problems. It focuses onthe relationship between
federalism and the market-oriented reform processof the 1990s, onthe evolution d the
federal fiscd system itself, and onitsimplicaions for the quality of pulic padliciesin the
socia sedors. It aso explores some of the annedions between federalism and the
Argentine aisis of 2007/2002.

" Paper prepared for the Center for Research on Economic Development and Policy Reform (Stanford
University) project on Federalism in a Global Environment, directed by T.N.Srinivasan and A. Krueger.

| thank the excellent research assistance of Emmanuel Abuelafia, as well as very valuable input from Vaeria
Palanza and Juan Sanguinetti.



l. Introduction

Federalism in general and fisca federalism in particular are aucial axes of Argentina's
history, of Argentina's current situation,and d Argentina s passble futures. This paper
provides a quick tour of the recent history of fiscd federalism in Argentina, and an
overview of its current configuration and main problems. It focuses ontherelation
between the structure of pdliti cd andfiscd federalism, and the e@namic reform processof
the 90's; onthe atempts at reforming the federal fiscd system itself; and onthe
implicaions of Argentine federalism for the performance of the social sedors.

Therest of thisintroduction provides a brief introductionto Argentina andto fiscd
federalism in Argentina. Sedion|l looks at the way in which fedures of Argentine
federalism impinged uponthe e@namic reform processof the 1990s. Sedionlll looks at
the evolution d the federa fiscd system inthe 1990s, at the largely fail ed attempts at
reforming it, and at the conredions between federalism and the Argentine aisis of
20022002. SedionlV exploresthe federal conredionin the evolution and reform of the
educaion sedor.

I. 1. Some Basic Facts about Argentina

History. The Argentine nationwas born ou of the union d various colonial regions with
differing ecnamic and social charaderistics.* In 1810the dty courcil of Buenos Aires
deposed the last Spanish viceroy, marking the beginning of the independence movement.

In 1816, @ egates from diff erent parts of the amuntry convened in Tucuman to sanction the
dedaration d independence of the United Provinces of the Rio delaPlata. Thefirst four
decales after independencewere charaderized by violent strugges with regardsto the
constitution o anational government. That processleal to the Constitution d 1853,which
established a constitutional federal repuldic. This Constitution suff ered some important
modificaionsin 1860 with the Province of Buenas Aires finally endarsing that
Constitution. The provinces were recmgnized precalence over the Nation, and were granted
autonamy in the administration o their territories. A spedfic set of federal government
functions was establi shed, the provinces were granted residual powers over any matters not
spedfied to be federal functions, and the internal ecnamic union was promulgated with the
elimination d internal customs controls. Despite some later modifications (including the
recent reform of 1994, the esentia federali st structure of the 18531860Constitution
remainsin forcetoday. 2

By the beginnings of the 20th century, Argentina was one of the most developed courtries
in theworld. (In the 18905s, Argentina was the sixth richest courtry in theworld in per

! In spite of being aformer Spanish Vice-Royalty, fisca and milit ary technologies at the time of
independence were such that what later becane Argentinawas a @ll ecion of politi cd units (now provinces)
which dee locd roats. Hence, Argentinais, in the words of Stepan (1999, more of a “coming together”
federation than of a “holding together” one. See #&so Escudé (1988.

2 The National Constitution was sanctioned in 1853 and reformed in 186Q 1866 1898 1949 1956 1957,
1972 and 1994 Argentina had a very interrupted democratic history since 193Q Milit ary dictatorships ruled
the country in the periods 19301932 19431946 19551958 19621963 19661973 and 19761983



cgpitaterms; andin the 1920 s it was among the top ten, ahead of nations like Germany or
Italy). However, after the Grea Depresson, asa wmbination d democratic breakdown
and poa econamic palicies, Argentina entered a path of econamic dedine that, except for
brief spells (most notably the ealy and mid 1990s), continuesto the present. The reliance
on statist and inward-looking growth strategies resulted in massve pullic sedor deficits,
acceerating inflation and econamic stagnation. Pervasive growth of the state eventually
brought pulic expenditures to abou 50% of GDP. Although industrial promotion
programs were initially popuar anong the growing pod of urban workers, they ultimately
led to an orerous taxation d agriculture, Argentina s prime source of wedth, and
contributed to major redlocaion d resources. The debt crisis of the ealy 1980s |ed the
government to resort to money credion to med financia resporsibiliti es. To avoid a
growing inflation tax, Argentines withdrew their resources from the financia system,
saving and investing abroad at record levels. Econamic stagnation ensued. By the end o
the 198Gs, labor productivity had fallen, social services and basic infrastructure had
deteriorated, and powerty had become aserious and growing problem. When the Menem
Administrationtook dficein July 1989,Argentinawas gripped by recesson and morthly
inflation o upto 200 mrcent. During the 1990 s the courtry underwent a market-oriented
transformation that creaed the expedation o renewed prosperity. Sadly, after amost a
decale under theill usion that things had started to change, the wurtry has recently
regresed to its historica downward trend.

Palitical Institutions. Argentinais afederal repulic, with a presidential form of
government and a bicameral legislature. The members of the Chamber of Deputies
(currently 257) are deded from 24 multi-member districts, the 23 provinces and the federal
capita, for four-yea terms. The deputies are deded from closed party lists using the

D' Hond divisor form bpropartional representation. One-half of the Chamber is renewed
every two yeas, with every district renewing one-half of itslegisators. The 24
jurisdictions sndto the national congressa number of deputiesin propartionto their
popuations. The Argentine system tends to strongly over-represent the smaller provinces,
through afloor of five deputies. Until the 1994 Constitutional reform, all the districts were
represented by two senators, eleded indiredly for nine-yea terms by the provincial
legislatures, using the plurality formula. The new Constitution introduced a third minority-
party senator for ead province, aswell asthe dired eledion d senators, which went fully
into effed in 2001.

Provinces. General/Political. Besides pdliti cd powers, subraetional and locd governments
have anple cnstitutional independencein fiscd and spending functions. Furthermore,
eledoral rulesand party statutes and pradices make provincial governors (as regional party
leaders) individually and coll edively very powerful adorsin national pdlitics.® As| will
describe in more detail | ater, this fedure interads with alarge degreeof federal fiscd
imbalance, which makes provinces very dependent on “common-pod” funds, creding very
particular incentives for exchanging votesin nationa congressfor money to the provinces.”

% SeeJones, Saiegh, Spill er and Tommasi (2001and 2001k and Spill er and Tommasi (2007).

“ Each province has alower level of government, municipaliti es, which have their own eleded mayor and
legidlative body; they differ substantially in size and importance Each province has autonomy to organizeits
territory into locd municipal jurisdictions, acwrding to its provincial constitution and supdementary
provincial laws. There ae gproximately 2150municipaliti es and townsin Argentina. The legal autonomy,



Provinces. Economic/Demographic. The provinces have diverse geographic and
demographic dharaderistics. The province of Buencs Airesis by far the largest, with
amost 14 million people. Then there ae aou threejurisdictions with around 3milli on
people eab (Cordoha, Santa Fe and the City of Buenaos Aires). Mendaza has 1.6 million
inhabitants, followed by 7 provinces with popuationsin the 0.8-1.3millionrange. Ancther
12jurisdictions have popuations that range from 200.000to 620.000.Finally, thereis
Tierradel Fuego, at thetip of the continent with about 100.000inhabitants. The level of
eanamic development varies dramaticdly aswell. The high popuation provinces are &
thetop d the scde, whil e other provinces are blessed with particularly strong natural
resource bases (prime land in the humid pampas, or the oil riches of the south). Thereisa
concentration d lesser-developed provincesin the north. In addition, even in the more
developed regions, migration hes led to packets of powverty (for example, in the province of
Buenas Aires, there ae densely popuated slums outside the federal capital).”

<Table 1: Basic Charaderistics of the Argentine Provinces>

I. 2 Fiscal Federalism

Revenue. Although the Argentine Constitution establi shes substantial room for subrational
taxation, in pradice provinces have delegated to the national government large anourts of
revenue raising resporsibility (income, sales, excise and fuel taxes), leading to the situation
depicted in Table 2

Table?2
Revenues year 2000 (per centage of total)

L evel of Gover nment
Federal Provincial Municipal Total

Income tax (personal and corporate) &

cgpital gains tax 19% 19%
Social Seaurity contributions 21% 21%
Good, services and transadion taxes 38% 10% 0.1% 4™
Wedth tax 2% 4% 0.3% 6%
Trade taxes 3% 3%
Other 1% 3% 5%
Total 83% 17% 0.4% 100%

expenditure responsihiliti es and financing arrangements of locd government vary aaossprovinces.
Municipal governments are responsible for about 7 to 8 percent of total public expendituresin Argentina. In
most cases their activiti es are restricted to traditi onal urban functions of locd stree maintenance, stred
lighting, municipal parks, and solid waste disposal.

The members of the national and provincia Courts of Justice ae nominated by the Exeautive Powers
and respedively appointed by the Congressand the provincial |egidlatures.
® Therich province of Buenos Aires has about 1/3 of the poor in Argentina.



Spending. The resulting revenue mncentration contrasts with a spending decentrali zation
processwhereby the resporsibility for key social functionsisin provincia hands. The only
adivities that are the exclusive competence of the national authoriti es are those asciated
with defense and foreign affairs. In the aeas of econamic and social infrastructure, the
national government shares resporsibilit y with the provinces, whil e the latter have
exclusive mmpetencein primary and secondary educaion andlocd (municipal)
organization and services. The Constitution defines a broad areaof pulic servicesfor
which national and provincia authorities can bah participate in legislation and pubic
serviceprovision, though the tendency in the last two decales has been for the national
government to decentrali ze the dired operation to the provinces. Thusthe provinces are
currently in charge of most of the socia expenditures (including basic educaion, redth
services, powerty programs, howsing) and aso eanamic infrastructure. In spite of that, the
national government maintains sgnificant regulatory power in many of these aeas and
direaly manages many programs within these sedors, such as cia seaurity, income
suppat to the poar, and complementary educaional programs subsidizing the poarest
schods. Table 3 showsthe assgnment of resporsibiliti es.

<Table 3: Assgnment of Resporsihiliti es by Level of Government>

Aswe can seein the next table, subrational governments are resporsible for aimost 50% of
the total consolidated pubic sedor expenditures.®

<Table 4. Expenditure by Level of Government>

Transfer System. Given these expenditure decentrali zation and tax centrali zation, a high
degreeof verticd fiscd imbalanceresults. In 2000,for example, 56 percent of total
resources receved by the provinces came from the ammmon pod of national taxes, while
only 44 percent was financed diredly by provincial revenues. Figure 1 showsthe
percentage of total revenues coming from central sources, by province

<Figure 1: Verticd Fiscd Imbalance>

Figure 1 indicaes nat only that the verticd fiscd imbalanceisin general quite large, but
also that it is quite asymmetric anong provinces. Fifteen of the 24 povinces financeless
than 30% of their spending with their own resources.

Argentina aldresss this large verticd fiscd imbalancethrough a complex system of
intergovernmental transfers. The most important comporent of this g/stem is the tax-
sharing agreament (TSA, cdled “ Coparticipacion” ), which is the processby which part of
the taxes colleded by the central government are redl ocated to the provinces. Over time,
the system has tended to redistribute in favor of the most badkward and low-density

® Regarding the overall extent of involvement of government in the production of goads and services, it has
diminished abruptly in the 90's after the eonomic reforms (described in more detail in sedion Il), espedally
through areduction at the national level. It dropped from 4.27% of GDP (22% of total spending of the
National Government) in 1990to 0.56% (3%) in 20. The largest component of thisdrop isin the Energy
and Fuel sedor. On the other hand, the share of economic adivitiesin provincial government spending has
been relatively constant, at about 1% of GDP (10% of total provincial puldic spending).



provinces, in large part due to their overrepresentationin the national Congress Even
though in agenera sense the pattern of redistribution goes “in the right diredion’, it is very
far from being objedive and transparent.

The last Coparticipation Law, sanctioned in 1988,establi shed a set of taxes to be shared,
that the federal government retains 42 percent of the revenue from these taxes, while 57
percent is distributed among the provinces and the remaining 1% is st aside “to finance
unforeseen crisesin the provinces’.” Thelaw also set the percentages of “semndary”
distribution, i.e., the share of that 57 going to ead of the provinces. That law has been
suppemented by severa other laws regulating the distribution and destination o some
spedfic taxes that finance aset of predetermined adivities. In the ealy nineties there were
several important changes introduced through “fiscd pads’ that will be explained in more
detail | ater in the paper. In 19921993the national government was ableto oltain a 15%
reductionin the anourt to be shared with the provinces, in order to financethe deficit of
the pension system, which grew substantially as a mnsequence of social seaurity reform
(described in Sedionlil).

These various reforms introduced new types of transfers besides Coparticipation per se.
Additionaly, avariety of speaa channels link some fradions of spedfic taxes to spedfic,
often econamicdly unrelated, spending purposes. Figure 2 depicts Argentina's  cdled
federal fiscd labyrinth as of 1997.

<Figure 2: Federal Fiscd Labyrinth>

The 1994 Constitutional reform stipulated that a new tax revenue-sharing agreement had to
be dedded and put in placeby January 1%, 1997. The @nstitutional mandate remains
unfulfilled. Inthe 1999and 2000fiscd pads, the (then new) national government
promised to the provinces sme fixed-sum transfers and some minimum revenue
guarantees, assuming the role of residual clamant. These dauses were violated by the
national government during the 2001 crises, and the grievances over those obli gations were
a ompoundng fador in the padliti cd stalemate leading to the demise of President De la
Rua and to Argentina defaulting onits debt in late Decenber 2001.

Borrowing.2 Within Argentina' s federal structure dl | evels of government are generally
permitted to barow both damesticdly and abroad. During the 198G both levels of
government borrowed extensively, refleding the weak fiscd management of the period. In
addition, bah acamulated sizable areas on payments of wages and pensions, to supfiers
andfor debt service (During the 199Gs the federal government tried to consoli date those
arreas; the deaance operation added upto atotal of 9 percent of 1995GDP).°

" Section Il provides more detail s.

8 Please note that this description of the system is based on its workings before the caastrophe of late 2001
Argentina has entered a politi cd and economic twili ght zone, and it is very hard to predict what monetary,
financial, and fiscd system Argentinawill have & the end of thisprocess Several of the statementsin the
text might no longer be true by then.

® In many provinces, the provincial Constitution imposes some restrictions on the borrowing ability of the
government. In some jurisdictions it requires an extraordinary legidative majority to approve new debt; they
also impose restrictions on the level of indebtedness and on the use of debt. Nevertheless often these



Provincial state banks had in most provinces alegal status that makes them very dependent
onthe provincia exeautive power. Thusin pradicethey aded as captive sources of
financing. In this ense, the provincial government banks were mnsidered to be &in to the
central bank of ead province they provided funds to the provincial governments upon
demand and, in turn, receved rediscourts from the Central Bank.® Given their portfolio of
bad assets (resulting to a significant extent from lending to provincial governments)
provincial banks were anong the prime candidates for restructuring and consoli dation,
processthat was accéerated after the 1995Tequila aisesinduced arun against most
provincia financial institutions. Asof mid 1999 oty eight provincial banks remain in the
hands of the provincia pulic sedors.

There ae no ex ante limitations on the aility of provincesto barow from commercial
banks. The main steps taken throughou the 1990 s consisted in the (almost) elimination o
the provincia banks as ources of credit to the provinces. The 1991 conwvertibility law
ended the adility of provincial banksto rely onthe central government as alender of last
resort. The cantral bank can nolonger discourt any loans from provincial banks.

Provincia bonds and some provincial loans are subjed to ex ante federal government
controls. Bonds have to be reviewed and registered by the Ministry of Econamy, which
reportedly exercises thisrole with alight touch (Webb, 1999. There have been even some
bondisaies on the international market without prior review by the Ministry of Econamy.

The borrowing control medhanisms now center onthe arangements that the provinces
make to coll aterali ze their debt. Usually thisis dore with a pledge of coparticipacionas
collateral. These ae generaly handled by the Banco delaNadon,which isasemi-
autonamous federal agency that, among other functions, handles the distribution o
coparticipacion to the provinces.** Provinces with awesk credit position have to give an
irrevocable instructions for Banco de laNadonto deduct the debt-service payments up-
front from their coparticipacion. Provinces with a stronger credit rating are ale to satisfy
their creditors with alessonerous pledge, namely that the aeditor can collea from Banco
Nadon orly if thereisadefault in payment. Table 5 shows the percentage of tax-sharing
revenues that iswithhdd for this purpose from ead province

<Table 5: Percentage of Coparticipacién Withheld from Each Province>

restrictions are not fulfill ed, and in many provinces they are too loose to be binding (Braun and Tommasi,
2002. It is not surprising then to find that borrowing limits have little dfed on the fiscd behavior of
provinces (Jones, Sanguinetti and Tommasi 1999. Asamatter of fad, it seansthat the dfedivenessof rules
for sub-national indebtednessis also quite limited in the Colombian case, in spite of what looks like afairly
sophisticated “traffic lights’ system. Echevarria, Renteria and Steiner (2000 show that 17 out of 27
departments, and 13 out of 26 municipalities are adually in red. See Braun and Tommasi (2002 for an
argument against the use of “rules” when there is not an adequate governance structure for their enforcement.
1% For example, those rediscounts amounted to over 2 percent of annual provincial spending during 1983
1990

1 There were times at which the central government would delay payment of shared taxes (espedally during
inflationary times.) Several complaints and struggles eventuall y lead to this more aitomatic system.



During 2001and 2002 there was a large increase in the anisson d provincia bonds,
quasi-money, to pay wages and cther inputs, which amourts to more than $ 5000milli on.
This operationwas darted by severa provinces, most notably Buenos Aires, and it was
followed by an attempt of the national government to coordinate the process leading to a
“federal” provincial bond(LECOP) of national circulation. These “bonds’ might be athrea
to the posshble re-establi shment of monetary and fiscd sustainability in the future.



1. Market-Oriented Reforms of the 1990’'s: The Federal Connection

In the 1990s Argentina lived through a processof sweeping transformation in some
eoconamic ingtitutions and pdi cies, an experiencethat has been regarded in the literature (at
least until recently), as asalient case of radicd and “unconstrained” reform. Yet, a doser
scrutiny of the processand its outcomes portrays that the buil ding and maintenance of the
paliti cd suppat for the reforms determined the pace depth and charaderistics of the “new
pdliciesandingtitutions.” Theidiosyncrasies of Argentina s pdliti ca institutions and
paliti cd configurations, including prominently the federal dimension, condtioned the
coaliti on-buil ding strategy, and hence the outcomes.

The 1989ewmnamic cisis provided the incentives that led President Menem to initi ate the
reforms, and triggered a series of delegation petterns condicive to the adoption d the
reform agenda. Y et, the pdliti cd and institutional processof implementing these reforms
left a heavy imprint onthe outcomes. Even in the mntext of afavorable partisan
compaosition d key institutions as Congress with high concentration d paliticd power,
there were limits st to the reforms by the aliti on that combined econamic interest groups
with the (backward) provincial base of eledoral suppat of the Peronist party. These limits
were translated in concessons of design and sequencing. Though many feaures associated
with a state-led model were dismantled, some “illi beral enclaves’ were |eft in the [abor
market, in the hedth market, and (quite relevant for this paper) in the provincial econamies
and intergovernmental arrangements.

II.1 The Reforms

The Argentine processof the 1990 s has been defined as a succesdul case of radicd
eoonamic reforms. For instance Rodrik (1993, p. 35parguesthat “... reforms had already
gone further than those alopted over aperiod d decales in the outward-oriented East
Asian courtries which long served as the example of choicefor courtries like Argentina.”
However, when comparing the results from ead pdicy areawith the set of
recommendations derived from the Washington Consensus, we have to quelify that
statement.*® Lora's (1997 index of structural reform illustrates the point. Argentina
performed particularly well (on average) during the 19881993 period, comparing with the
rest of Latin America(Figure 3). But its disaggregated performancein dfferent pdlicy
aress, ill ustrated by sub-indexes, presents sarp variations. In particular, Figure 4 indicates
that labor market reform and fiscd reform lag behind the Latin American average. It is
worth nding that one of the limitations of Lora sindex isthat it does not include the
subrational dimension, a the qualiti es of intergovernmental arrangements. (That is not
Lora sfault, sincethose comporents were not explicitly included in the “ten initial
commandments’).

12 For simplicity, we foll ow the standard definiti on of the Washington Consensus as the reform blueprint
against which adual achievements are measured. Many analysts (including this author) have been critica of
that Consensus; seefor instance Naim (1999) and Acufia and Tommasi (1999.



<Figure 3. General Index of Structural Reforms 19851995>
<Figure 4. Structural Reform Indexes by Policy Areal19851995>

Thetransfer of officefrom President Alfonsin to President Menem was moved forward by
six month dueto a (then) unprecedented econamic and social crisis. Upontaking officein
July 1989,the new administration passed through Congressfar reading legislation
(Economic Emergency Law and Sate Reform Law) delegating reformist powers to the
exeautive, sidestepping the need for Congressonal intervention. The State Reform Law
allowed the Exeautive to privatize most state-owned enterprises. Early privatizations and a
degoening of trade li berali zation were the most notable outcomes of the first stage of
reform. Yet, stabili zation duing this period fail ed, resulting in renewed inflationary
episodes in 1990and the resignation d two Ministers of the Econamy.

The Convertibility plan of 1991 marks the beginning of a second stage during which most
of the structural reforms were enaded: monetary palicy (Conwvertibility Law and Central
Bank independence),*® fiscd reform (smplificaion o the tax system and strengthening of
the tax colledion agency), liberalization d domestic and external markets, and
strengthening of the privatization program. Table 6 provides a summary of the main
reform measures.

<Table 6: Main Policy Reforms>

I1.2 The Politics of Reform™

The cae of Argentina has attraded alot of attention, among other things, because the
reformist government was not only democratic, bu also based onapopuist party,
traditionall y associated with state-centered and inward-looking econamic palicies.
According to Rodrik “it isironic that these reforms were instituted under a Peronist
president, Carlos Menem, since Peronism has been virtually synonymous with popuism
and protedionism.” (1993, p. 35k

The aisis experienced by Argentinatowards the end d the 1980 s forced the President to
embark in adions leading to econamic stabili zation, a wll edive goodwhaose stakesrose in
this context. Unlike subrational governments, the National Exeautive isthe only paliti cd
ador in the Argentine institutional framework that is eleded by a nationwide wnstituency,
and thus has “more encompassng” interests. Hence, it is the only one who might possbly
initi ate such reforms. But why did Carlos Menem embark onthat reform process?

As Geddes (1994 and Torre (1998 among others have reagnized, the primordial interest
of the pdliti cian is the survival of the structure from which he/she derives power.

131t isasad paradox of Argentine policy-making that the achited of these measures, Domingo Cavall o, was
the same Minister of the Economy that ten yeas later, in 2001, wasto start dismantling both Convertibility
and Central Bank independence

14 This and the next sedion are based largely on Bambad, Saront and Tommasi (2000, and references there,
espedally Gibson and Calvo (1997).

1C



Consequently, a aisis of amagnitude that puts at stake this dructure generates the
incentives to embark in adionsleading to ensure its survival, even if it imparts costs to
his/her constituency. Also, at the time of initiating the reforms, the popuation was more
tolerant to experimenting aternatives than at other pointsin time. The urgency of the
situation also lea to a series of delegation petterns° that also increased the chances —and
hencethe expeded pditi cd payoff — of implementing wide changesin pdicy orientation.
There was awindow of oppatunity for “some” dee pdicy changes. The “content” of the
reformist agenda was determined by the ideas that schdars, pdicy makers and the
international community shared. After the 1982 abt crisis, anew consensus of the causes
of the reaurrent crises and passble solutions for Latin American ecnamies, the so-cdled
Washington Consensus gained popuarity.’” Some mntextual conditions, such as the
horeymooneffed, blaming the previous government for the aisis, and afavorable
international atmosphere did fadlit ate the reform process*® But there were aucia pdliti cd
andingtitutional feaures, to which we turn now.

The partisan dstribution, the delegation d legislative faaulties to the Exeautive, and his
control over the Supreme Court, as well asthe use of certain resources of dubious
constitutionality enabled the Exeautive to concentrate paliticd power. The dedoral results
throughou Menem’ s presidency were favorable to the party in government (Table 7).
Favorable dedoral results were mirrored in the resulting distribution d institutional power.
Between 1989and 1997 the Peronist party was entitl ed to the plurality of seasin bah
Chambers of Congress aswell asto alarge fradion d the provincial administrations
(Tables 8, 9,and 10.

<Table 7: Eledora Results, 19891997
<Table 8: Partisan Composition d the Chamber of Deputies, 19871999
<Table 9: Partisan Compasition d the Senate, 19861998>
<Table 10: Partisan Composition d the Provincial Governments, 19871999

In addition Menem did frequently use deaees of “necessty and ugency” and line-item
vetoesin his bargaining with Congress The favorable partisan composition at key

15« Gijven the instability that led to hisinitial eledoral victory, Menem’srededion prospeds depended largely
on his ability to deli ver maaoemnomic stability, a @lledive goad that he, asthe only paliti cian eleded in the
nation-wide dedoral district, was uniquely poised to deliver. ... “Menem’s successul attempt in 1994to
change the constitutional li mit of one presidential term attests to his gred interest in re-eledion upon taking
officein 1989..” (Eaton, 1997, p. 106).

16 Analyzed in some detail i n Bambad, Saront and Tommasi (2000).

" For amore ededic view of such a consensus sefor instance Naim (1999 and Acufia and Tommasi

(1999.

18 At this point, Menem'’ s credential's as a Peronist had adouble dfed. On the one hand, they generated a
major disruption, in as much as the poli cies he was propound ng constituted a dramatic bregk with the

populi st policies Peronism traditionally embodied. This bres produced resistance and criti cism inside the
party, yet both the intell ectual eff orts devoted to “rebuild” the Peronist identity as well asthe concessons
used to construct support, helped moderate these tensions. [For an insightful analysis of labor-based parties
adaptation to contemporary processs of social and economic change, drawing on an analysis of the Peronist
case, seelevitsky (1999.] On the other hand, it was on behalf of his politi cd credentials that Menem was
ableto build the aguiescence of popular sedors related to Peronism. This“Nixon goesto China” effed is
analyzed in Cukierman and Tommasi (1998 and (1998h.
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institutional nodes was furthered by alaw that increased the number of members of the
Supreme Court from 5 to 9. Through this device Menem was all owed to appant (with
agreement of the Senate) four judges. When ore of the previous judges resigned in protest,
Menem was granted the oppatunity for afifth appdntment.’® This power composition
implied that several of the pivotal pdlitica negotiations were with adors within the party,
most notably, unonleaders and provincial powers.

Contrary to some superficial readings of the padliticd econamy of reformsin Argentina, the
econamic reform processwas nat carried ou by an Exeautive power inisolation d socidl,
paliticd andinstitutional adors. Rather, reforms were the product of a series of
transadions between the Exeautive and some key adors (mostly within the governing
coaliti on) at every step of the process

In Bambad et al (2000 we sketch a vote-buying theory to explain the dhoices of the
Exeautive throughou the reform path. We can think o the Exeautive asfaang aprice
schedule for legislators vote in favor of his desired pdicies.?® The spat priceto be paid
will depend onthe intertemporal pdliti cd li nkages between the President and eath
legislator or group d legislators. These linkages in the Argentine cae ae mediated by
provincia party leaders, espedally when those aincide with the provincial government
(whichisamost always the cae in Argentine provinces whenever the party isin charge of
the provincial Exeautive).?!

Chegpest votes (probably pricezero, a even negative) will be those of adorswho dredly
benefit from the reform padkage. From the adors who do na benefit from the padkage, the
chegoest votes will come from those legislators with whom there ae aedible intertemporal
reward mechanisms. These mechanisms will i nclude future gppantmentsin the exeautive
or in the party. Legislators from the same party will befirst in line, legislators from small
independent parties will come seaond, and legislators from the main oppaition
party/parties will be the most expensive. The spat currency used to buy votes might
include outright bribery, pdicy benefits to the relevant (mostly provincial) constituency, or
exemptions garing reforms costly to the relevant (mostly provincial) constituency.

Which vates are acdually purchased ou of this shedule will depend onthe rules of the
game (for instance, what is the required mgjority), and onthe a¢ual composition d the
legidature & thetime of the reform. Inthe Argentine cae under Menem, it turns out that
the pivotal votes where some in the Peronist party (from provincia blocks and from union-
related legislators) aswell as sosme of the small provincial parties.

19 For alonger historica analysis of politi cd interferencewith the Supreme Court and its effeds, see
laryczower, Spill er and Tommasi (2001).

29 In the present acount we focus on legislative aaliti on bulding, sinceit isthe main channel through which
the federal connedion has operated. In abroader acount, we should also include aenas other than the
legislature, and politi cd instruments other than legidlative votes. For instance, in Bambad et a (2000 we
describe how key businessgroups were brought on board through benefitsin the privatizaion process and
how friendly union leaders were given cozy jobs, as well as asaurances that the main sources of union fundng
(mostly the “Obras Sociales’) would be maintained. Obras sociales are union-administered sedoral welfare
organizaions, which play amajor role asinsurers and providers (this latter roleis dedining) in the hedth
market.

21 For more detail s on this seJones, Saiegh, Spill er and Tommasi (2001and 2001b and references there.
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In the next sedionwe explore the logic of the mncessons and relate them to the broader
isaues of federalism that are the focus of the paper.

I1.3 The Federal Connection

In Jones et a (2007) and (2001 we provide detail ed evidence showing that national
legisdlators are week playersin the Argentine padliticd game. They last littlein Congress
(the mode is one term), they do nd develop spedfic pdlicy expertise, and they have littl e
incentives to cultivate apersonal vote.?> Aswe ptt it in the (2001) paper, national
legislators are professonal padliti cians but amateur legislators, and their pdliti cd careesand
incentives have avery strong subretional drag. To pu it sucdnctly, they are pawns of their
provincia party leadership.

The lists of congressonal candidates that are presented to the voters are made up at the
provincia level, using avariety of mechanisms, most of them driven by the locd padliti cd
elite. De Luca Jones and Tula (2000 show that the dedsionto hdd a primary depends
first and foremost on whether or not the party controls the governorship at the provincial
level, and secondarily on whether or not the incumbent governor is eligible to seek
rededion. Asgovernars are likely to bea adispropationate share of the @sts of any
divisive primary, they have bath the incentive to and means by which to arrange a
negotiated list of candidates. The governor shoud be ale ather to impase his or her
candidates, co-opt patential opporents, and/or succesSully negotiate an agreamnent with
other party fadions. In contrast, when the provincial-level party isin the oppasition at the
provincial level, the resources at the disposal of itsleader are minimal in comparisonto
those of agovernor. Hence, the aoility of this party leader to avert a primary is much
wedker than that of agovernor, increasing, then, the probability of a primary being held.

Jones et al (2001h develop and test a game-theoretic model that helpsto understand the
strategic interadion between locd party bosses and incumbents that shapes legidative
caeas, andthus, their brevity. Loca party basses make their dedsions to re-nominate or
transfer incumbent paliti cians based ontwo pditi cd objedives: kegoing their job, and
maintaining goodrepresentationin the national legislature. Incumbent legislators find it
hard to stay in the legislature unlessthey are very valuable to their locd party bosses.
Surviving deputies are ather pdliti cdly “harmless’ or they are more dangerous at home
than in the national legislature.>

So far we have establi shed that provincial governors are key playersin national paliti cs, a
fad that is drengthened by the fad that, asindicated in Table 8, the national exeautive has
had own party contingents of around 506 throughou the period, increasing the marginal

value of the block of votes under any given provincia party leadership. We now focus on

2 This|last effed is consistent with Carey and Shugart’s (1995 general mapping between eledtoral formulas
and the incentives to cultivate apersona vote.

% Tenurein officehas a negative dfed on the length of time that alegislator staysin the Argentine chamber
of deputies. The hazad is miti gated by the relative value of the diff erent legidlators. Legislators who hold
leadership positionsin the chamber have alower risk of removal.



the particular importancethat small “periphera” provinces have in general, and espeaally
within the Peronist coalition?* As dated in the introduction and shown in Table 1, the bulk
of the Argentine eonamy is concentrated in afew districts: the aty and the province of
Buenaos Aires, plus the provinces of Santa Fe, Cordoba, and Mendaza concentrate dmost
80% of econamic adivity and 70% of the popuation. The saliency of these aess, plus
some salient aspeds of Argentine history (military dictatorships, the visible ties of
Peronism to the urban labor movement) have lead many observers to the mistaken
impressonthat “the adion” in Argentine pdliti cs takes placein “Plaza de Mayo” (the
squarein front of the Presidential palace.?

Non-metropditan provinces have an ingtitutional representation that far exceetls their
popuation?® In the period o market-oriented reforms, the peripheral regions held 40out
of 48 sedsin the Senate (83% of the total). The degreeof overrepresentationin the Upper
House of Argentinais perhaps the worst in federations acossthe world. Stepan (1999
utili zes threeindicaors of malappartionment aaosstwelve modern federal democrades,
andin al theindicaors Argentinais the worst case.?’

This over-representationis not limited to the Senate. In the Chamber of Deputies the
periphera region held 526 of the seas. While the original Constitution establi shes that
sedsin the Chamber of Deputieswould be dl ocated propartionally to district popuation,
the 19761983military government introduced amendments that bolstered representation o
the peripheral regionin that body.?® These anendments added three alditi onal deputies to
eat province beyondthaose dlotted onthe base of popuation, and establi shed that no
provincewould be represented by lessthat 5 deputies. As aresult, the degreeof
malappartionment has been increased.

Thisinstitutional overrepresentation, together with the “subretional drag” onlegislators
incentives described above, meant that no retional winning eledoral or legislative waliti on
could be put together withou the suppat of the regional structures of power in the
periphery.

24 On the latter point we ae making freeuse of the insightful findings of Gibson and Calvo (1997).

> Notable exceptions to this mistaken perception are Sawers (1996 and Gibson and Calvo (1997). See 4so
the mlledion of essaysin Moray Araujo and Llorente (1980 that analyzes the pivotal elecoral role played
by badkward and rural regionsin the generation of Peronist eledoral majoriti es between 1946and 1973

%0 This charaderization of the two components of the Peronist coaliti on (metropolitan and peripheral) is taken
from Gibson and Calvo (1997).

" Note: perhaps this information should be provided in the introductory chapter by T.N and company, for the
crosssedion of countrieswe will have in the book. Asaguide, seeStepan (1999 Table 1.

28 This was not the first time that the outgoing milit ary tinkered with politi cd institutions to favor those
provinces which they believed will be doser to them in the future. (Thisin itself isarefledion of the
relevance of subrational politi csin Argentina.) In 1972 the 19661973 dctatorship promulgated law 19.862
that also furthered mal apportionment in the Chamber of Deputies. The outgoing milit ary government also
promul gated the 1973 Coparticipation law that increased the degreeof redistribution towards ssme badkward
provinces.

Mal apportionment has also been fostered by the strategy of Peronist and military governments of
converting national territories into provinces, also as ameans of increasing congressonal and subreational
politi ca power for themselves. Currently, 88% of Argentineslivein the 15original districts (dating from the
time of national consolidation in the mid- 19th century), while only 12% live in the 9 provinces of more
recent credion.
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From its inception to the present, the interior has been a central part of the @adliti on that
makes up the Peronist Party.?® Numerous gudies have shown that the principal sources of
Peronist suppat have been na just the working classof the largest industrial cities, bu also
therura votersin the least developed parts of the interior. (Sawers, 1996, pp. 19%nd
referencesthere). The Peronist share of the vote has been highest in the least devel oped
provinces.*°

Provincia parties have dso played an important role in lending presidents the suppat
needed to passlegisationin Congress as sown in Palanza and Sin (1997). In particular,
during the Menem reform yeas the Peronist Party (PJ) had the mgjority of sedsin the
Senate, bu nat in the Lower Chamber. (The President chose to present his bill s through the
Senate.) Despite the general agreement attained with the main oppgaition party UCR —
which guaranteed the PJ would always have the required quaum in Congress Menem
faceal several obstades when hetried to passhisreform projeds. The way out of the

29“|nterior” isan expresson used in Argentina to denote the non-Pampean regions of the @uritry.

%0 1n 1946 duing Perdn's first campaign for the presidency, he dlied himself with locd caudillos in the
interior that in turn gave him the votes of their clients. Support for Perén by the rural poor in the interior was
also the result of a deliberate strategy on his part. The Peronists "discovered” regional inequality in the 19405
and tried to do something about it. Perén lost no opportunity to show his concern for the interior, or -as his
detracors would have it- lost no opportunity to skill full y exploit ancient regional resentments.

Peronism's popular support in the interior grew as the yeas passed. The growth in support for the
Peronists in the interior was probably not unrelated to the wide aray of Peronist programs that benefited the
interior. For example, in 1946the federa revenue-sharing program was restructured to redistribute funds
away from the pampas to the interior. Interior provinces foundthat their federal funds doubled or tripled by
this change. This had its most dramatic impad in the interior. Perdn's constitutional reform gave extra
congressonal representation to the interior beyond what the 1853 constitution had offered. Two territories
were made into provinces during his presidency and were cdl ed Presidente Per6n and Eva Peron (now Cha
and La Pampa). Between 1946and 1955 the Peronists built thirty-seven hydroeledric plants, virtually all in
the interior. The length of the national highway network in the interior nealy doubled in this decale.
Employment in the federal government doubled, and many of those with the new jobs came from the interior.
Theinterior responded to these poli cies by voting for Peronists.

With the return of eledoral politics in 1983 the interior continued to play a aucia role in the
Peronist Party. The Radicds, whose base is gill on the pampas, won the presidency, but only eight provincial
gowvernments. Excepting Santa Fe, the more developed provinces sipported the Radicds. The Peronists ran
best in the poorest and least developed provinces. With the help of a few small provincial parties, the
Peronists gained control of the Senate. From 1987, the Peronists controll ed both houses of Congress(with the
help of smaller provincial partiesin the Lower House) because of their strength in the interior provinces. It
was this politicd power in Congressthat allowed the interior to extrad an avalanche of resources from the
national government described in thel988 law. Provincia governments used these resources in narrowly
partisan ways to buil d politi cd support for their own madines, thereby becoming even more entrenched.

Peronists held their first ever presidentia primary eledion in 1988 and the two principal candidates
were Antonio Cafiero from Buenos Aires Province and Carlos Menem from La Rioja. Menem said almost
nothing about his program but promised the voters areturn to the glory of the past. He dso played on the anti-
portefio animosity of the interior. Menem won the primary with huge majoritiesin the interior, espedally in
the western provinces, and in the outer belt of industrial suburbs around Buenos Aires, which had voted
Peronist in 1983 Menem lost in the more developed provinces. In the general eledion, with the eonomy in
shambles, the Radicds had no chance of winning. Therefore, the politi cians of the interior who had kept
Menem's candidagy alivein the ealy days of the canpaign and the voters of the interior who vated for himin
the primary asaured that he would become president. (Sawers, 1996



gridlock wasto buy in provincia party suppat. Palanza and Sin (1996 have documented
the denial of suppat made by provincial party legislators during first rounds of negotiation,
and haw their pasitions changed to be digned with the PJ when vating. Examples of
legislation which was sanctioned thanks to the ad provided by provincia parties are,
among others, law 23809(Privatization o Altos Hornos Zapla), law 23871 (Fiscd
Reform), law 23897 (Payment of Oil royalties), 24154(Transformation d Y PF SA —the
later privatized ol company).

In sum, the peripheral coalition dayed an important role in bdstering the padliti cd
cgpabiliti es of the reformist Menem administration. That iswhy the burden of the aosts of
reform was shoudered predominantly by the metropditan constituency. The reform
processwas quenced in such away to spea (initial) suffering from the small peripheral
provinces.

I1.4. Reformn-Mongering Tactics to Buy off the Peripheral Provinces

The reforms were timed in afashion that did imply ealier and heavier hits onthe central
provinces, as well as differentia benefitsin favor of periphera provinces. In this
subsedion, | present some evidence showing: (i) the asymmetric distribution o benefits
from tax revenue increases, (ii) the asymmetric distribution d the aosts of some reforms,
and (iii) some spedfic handous utili zed to buy off suppat.

The main impad on povincia tax revenues in the reform processcame from the increase
in tax revenues due to Olivera-Tanzi effed from the substantial dropin inflation, from tax
reforms increasing and generali zing the Vaue Added Tax, and from the consumption boan
in the ealy yeas after Convertibility.3* All provinces benefited from improved tax
colledion dweto low inflation, and from overal gainsin tax bases. Yet, therewas a
redistributive componrent favoring the provinces that are net reapientsin the mmmon pod
of coparticipacion. A very simple simulation d these eff eds (treding private sedor and
pubic sedor as a unit) showsthat the central provinces of Buenos Aires, Cordoba and
Santa Fe (and the Capital City of Buenos Aires) were net losers, the province of Mendaza
was aroundindifference, and all the other provinces were net winners.?

One of the main costs of the reforms was asociated with the reductionin pubic
employment and, more generally, with theincrease in uremployment. Federal employment
was cut by more than 81.000agentsin 199192. Ontop d that, there was an important
privatization process which included substantial restructuring and labor shedding.
Estimatesindicae that the total employment reduction associated with restructuring was of
abou 95.000 mople (a37% drop). Thisreductionin pubic employment (bath in the
central administrationandin privatized public enterprises) was concentrated onthe

31 The latter effed is common to all exchange rate-based stabili zations, in this case reinforced by the
regppeaance (after many yeas) of credit. Seefor instance Rebelo and Vegh (1995.

32 The simulation (avail able upon request) computes the net gain from change in VAT revenues recéved by
the province minus change in VAT coll edion in the province, and adds to that diff erent estimates for the
Olivera-Tanzi gain. (It implicitly treas money taken from citi zens of provincej, and given to the government
of provincej as equivalent.)
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metropditan region. We do nd have the exad figures of the territorial distribution d the
reduction d national pulic employment, but even under the assumption that the reduction
was uniform aaossthe territory, 74% would have taken placein the metropditan region
(Buenas Aires, Cordoba, Mendaza, Santa Fe, and the dty of Buenos Aires), and 26% in the
periphery. Itislikely that the adual distribution d labor shedding was even more
concentrated in the center.>®

Focusing onthe evolution d unemployment, Table 11 indicaesthat theincreasein
unemployment was concentrated onthe metropditan provinces.

Tablell
Unemployment

Unemployment Rate Change
Region 1989 1993
Metropolitan 7.6% 10% 2.4%
Periphery 9.4% 9% -0.3%

Regarding “hand-outs,” the most sali ent were: (i) the subsistence and increase of “industrial
promotion” schemes, (ii) the 1992"Fondo a Desequili brios Regionales’ (Fundfor
Regional Imbalances), (iii) the asymmetric reduction d labor taxes, and (iv) the distribution
of Contributions from the National Treasury (ATNS).

“Industrial promotion” isavery distortive and controversial system of tax exemptions for
some industriesin anumber of periphera provinces, dating originally from 1956. By 1987,
itsdired cost was estimated at 1.7% of GDP, anditsindired cost (including the deferred
payment of some other taxes during high inflation times) at 3% of GDP. The main
beneficiaries are the provinces of Catamarca San Luis, San Juan, LaRioja, and Tierradel
Fuego. It isdedded in ead yea’s national budget. It has survived in spite of the fad that
every yeda thereis aheded dscusgon owr its continuation (even in 2002). President
Menem extended the range of sedors beyondindustry benefited by the regime.

In the negotiation d the 1992Fiscd Pad (seenext sedion), afundto cover regional
disequili briawas creded, dstributing money with criteria diff erent from the
Coparticipation Law. Itsdistributionisrefleded in Table 12.

Table12
Distribution of Fundsfrom the 1992 “Fondo de Desequili brios Regionales’
U$S Millions % Total U$S Millions % Total
Buenos Aires 0 0% Mendoza 26 5%
Capital Federal 0 0% Misiones 26 5%
Catamarca 26 5% Neuquen 30 6%
Cérdoba 6 1% Rio Negro 30 6%

%3 Even beyond | abor shedding, other reform measures sich as deregulation were dso concentrated on
national rather than subrational regulations. (Seedescription of the degreeof fulfill ment of fiscd padsin the
next sedion).
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Corrientes
Chaco
Chubut
Entre Rios
Formosa
Jujuy

La Pampa
La Rioja

36
23
26
26
30
26

0% Salta

0% San Juan

7% San Luis

4% Santa Cruz

5% Santa Fe

5% Santiago del Estero
6% Tierra del Fuego
5% Tucuman

30
26
26
36

26
36
26

6%
5%
5%
7%
1%
5%
7%
5%

The Fiscd Paa of 1993 (explained in more detail i n the next sedion) included reductionsin

the (national) employer payroll taxes, which would be reduced anywhere from O to 80%,
depending onregion and sedor of production. That system was excessvely complex and

distortive (Schwartz and Liuksila, 1996, p. 418 In March 1995 the system was

simplified, unfying tax rates aaoss £dors, bu maintaining a provincia differentiation

based on“distancefrom the Capital City” (!). Furthermore, thiswas enaded by a

presidential deaeg refleding the exeautive’ s discretionin the dlocaion d this handou.

The resulting rates are presented in Table 13.

Finally, the discretionary transfer par excdlencein the Argentine federal fiscd system are

Province
Capital Federal
Buenos Aires
Coérdoba
La Pampa
Santa Fe
Entre Rios
Mendoza
Neuquen
Rio Negro
San Luis
San Juan
Catamarca

Table 13

Rate Province
27% La Rioja

26% Tucuman

23% Corrientes
22% Chubut

22% Jujuy
21% Misiones
21% Salta

20% Tierra del Fuego
20% Chaco

20% Formosa

19% Santa Cruz

18% Santiago del Estero
Source Ministry of Labor

Rate
18%
18%
16%
15%
15%
15%
15%
15%
14%
14%
14%
14%

Distribution of Employer Payroll Taxes after 1995 M odification

the ATNs, afund d 1% of Coparticipation revenues which is distributed by the Ministry of

the Interior, “to cover temporary fiscd imbalances in the provinces.” Traditionally, it has

been distributed in the most padlitica of manners, independently of the fiscd situation d the

province In 1994 for instance 20% of ATN money went to the small provinceof La
Rioja, followed by 2.4% to San Luisand 2.3% to Santiago del Estero.
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. Evolution of the Federal Fiscal System in the 1990s
and Attempts at Reforming It

Thefederal fiscd system in Argentina has been under attadk for many yeas, by schalars,
analysts, international organizations, participants (governors, national and provincial
finance ministers), andthe pulic. Inthis dionwe explore the most salient
“ingtitutional” momentsin which the system has been modified. The analysis showsa
mixed picture of some (partial) efficiency-enhancing reforms, the (partial) acamommodation
to changing circumstances, as well as a basic inability to strike the intertemporal
agreements that would be necessary for the deep reform of the system.

We start the sedion by summarizing the main deficiencies of the system.

II1.1 Major deficiencies of the federal fiscal system™

a) High deficits, increasing indebtedness, and procyclical finances of provincial
governments. Argentine provinces have been running important budget deficits
throughou the 1990 s, constituting a key element of fiscd vulnerabili ty of the
Convwertibility regime. Furthermore, provincial puldic spending has been highly
procyclicd.

b) Bailouts. In several instances, and through several different channels, the federal
government undertook rescue operations to finance some provinces (Nicolini et al,
2000.

c) Poor provincial tax collection and poor national tax collection. Tax compliance & the
provincial and retional level is quite low by international standards. Both things, in
turn, relate to the ladk of incentives of provincial authorities to raise locd taxes or to
assst in the enforcement of national taxes. (Seefor instance, Gomez Sabaini and
Gaggero 1997.

d) Distortive national taxation. Thefad that some taxes are shared and ahers are nat,
induces abias to national tax pali cies towards the non-shared taxes, which end up leing
inefficiently high. In the past, these taxes included trade taxes and the inflation tax.
After the reforms of the 1990, this applies to payroll taxes and more recently to atax
onfinancia transadions. (Unfortunately, trade taxes and the inflation tax have
regppeaed at the center of the padliti cd scene by the time of thiswriting. Interestingly,
some provincial tax-sharing proposals after the dbandomment of convertibility include
clauses that amount to some for of sharing of the inflation tax).

€) Very distortive provincial taxation. More than 50% of provincial own revenues come
from the “grossrecepts’ businessturnover tax. It isamulti-stage sales tax with well -
known problems: the acamulation of tax burden aaossthe stages of production,
leading to very high final effedive rates for particular goodk. It leadsto paentially
large differences in eff edive rates aaossdiff erent types of final goods and even aaoss

% Thislisting is taken from a mnsensus devel oped over a muple of yeas at a Forum on Fiscd Institutions
convened by Fundadon Gobierno y Sociedad (CEDI, laryczower and Tommeasi, 1999. A more detail ed
diagnostic is provided in Tommasi, Saiegh and Sanguinetti (2007).



producers of the same good (depending uponthe individual producer’s ability to
verticdly integrate.)

f) Inefficienciesin the fiscal mix and difficulties for national fiscal adjustment. Under
condtions of fiscd stress the national government is forced to adjust too much onthe
(national) spending side, given that any effort onthe tax side automaticaly “looses”
50% into funds to the provinces, which tend to spendiit.

g) Inefficienciesin the provision of local public goods. The federal system does not
provide stable financing for criticd goods provided by the provinces such as education.

h) Insufficient capital spending by provinces, increasingly financed by earmarked transfers
from center.

II1.2 Alternative approaches to explain why efficiency-enhancing reforns are not
undertaken

As made dea aboe, there ae severeinefficienciesin the Argentine federal fiscd system.
A reform of the system that would morigerate several of those inefficiencies will certainly
be welfare improving. In this dionwe dtempt to understand why such efficiency-
enhancing reforms have nat taken place

A strawmanized version d the eonamists' padliticd econamy analysis would state that
reforms take placewhen reforming heroes prevail over the dark forces of paliti cd
constraints (Tommasi and Velasco, 199. Under such view, anonreform shoud be
explained onthe basis of the veto power of those ad¢ors who kenefit from the inefficient
status quo. Even though useful for some purposes, such aview of the palicy processhas
serious limitations.

First of al, there ae very few reforming heroes around most adors are self-interested,
both in the eonamy, aswell asin the pdlity. The proclamed “heroes’ (Harberger, 1993
are people who try to advancetheir carea's;, whether they ad as heroes or nat, will depend
ontheincentives that the pdlitica and professonal environment provides to them. Seoond,
the palicy processis more continuots than the goisodic nationimplicit in the reform epic.
Third, and most importantly, if the desired reforms are truly welfare enhancing, the key
guestionis why does the pdliti cd system not provide for the necessary pdliti cd transadions
that will alow the implementation d welfare improving measures accompanied by
compensation to those (veto players) who standto loose from the reforms. The answer to
this questionis Transaction Cost Palitics, i.e., the paliti ca version d the Coase theorem.>®
The institutional environment for padliti cd transadions might not provide for the
enforcement of the cmplex intertemporal trades necessry to enforce welfare-improving
reforms. | argue below that the institutional environment in Argentina does not all ow for
the agreement and enforcement of the pdliti ca trades necessary to instrument efficiency-
enhancing reforms. Furthermore, this approach might help us understand nd only the
failure to reform several deficiencies of fiscd federalism in Argentina, but also severa
other feaures of the evolution d the federal fiscd system.

%5 This concept originates in the work of North (1990 and Dixit (1996. Our use hereis closer to the
treament in Spill er and Tommasi (2007).
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The federal fiscd system is adynamic aeature, which regul ates intergovernmental
relationsin the faceof varying econamic and pditi cd shocks. Anided system would
require the flexibilit y to adjust to changing circumstances -- such astedindogicd changes
(or fashions) that cdl for aredlocaion d the assgnment of fiscd resporsibiliti es, or
shocks from the international financial markets that cdl for fiscd adjustment.
Unfortunately, the Argentine federal fiscd system has not had the required flexibility, and
itsrigidity has imposed very large welfare @sts. Itsrigidity, in turn, has developed as an
attempt of the national and subretional governmentsto proted themselves from the
possble oppatunism of the other adors.

Over time, Argentine padliti cd authorities have @tempted to reform the system in amore
efficient way, bu theimplementation o (important aspeds of) those agreaments has failed,
due to time consistency problems and de to the lack of adequate enforcement
techndogies. Inthe end,therigidities derived d the inadequate institutional environment
have lea to a situation in which the speed of markets and d socia events has gone much
faster than the cgadty of the Argentine padliti cd system to respond,lealing to the
tremendous crisis that Argentinais undergoing at the time of this writing.

II1.3 The inefficiencies of the system are the outcome of non-cooperative play in a
federal fiscal game

We can interpret the evolution and performance of the federal fisca system as the outcome
of anon-cooperative game invalving national and subrational authorities. Asafirst
approximation | will tred that game & orthogonal to the agency problem between the
citizens and their pdliti cd representatives, asif the latter were perfed agents. That is, of
course, na true, and | will raise aflag whenever that interacion reedsto be made
explicit.%®

The feauresidentified in Ill .1 are the outcome of non-cooperative play in the federal fiscd
game, and d therigidities that the playersimpaose to the system in order to proted
themselves from the oppatunistic (non-cooperative) adions of eat ather. Onetypicd
example of subrational governments nat internali zing the full effea of their adions are the
casesin which they take alax fisca stance in the expedation that they will be bailed ot in
the event of afiscd crisis. Thisoppatunistic behavior by subretional governments is often
corresponckd by oppatunism onthe part of the federal government, whose generosity at
bail out time depends on the padliti cd alignment of the subretional government in guestion,
or onthe exchange of bail outs for favorable votes in the national Congress

Another example of non-cooperative behavior affeds the quality of the tax system. Since
sometimes the shared taxes tend to be the more dficient ones, intergovernmental
agreaments tend to creae asystemic incentive for the national government to increase

% |n particular, it isimportant to note from the beginning that the national government is not a unified
benevolent player, but rather an arenain which subretional interests interad with some “independent” federal
interestsin particular ways. (More on thislater).

21



inefficient taxes. (That is how Argentina has ended upwith excessve socia seaurity taxes
and excesgve taxes on financial transadions).

Rigidities sich as minimum revenue guarantees were gradually introduced in
intergovernmental negotiations, as away of insuring wegk property rightsin awegk
ingtitutional environment. Those rigidities turned ot to be just too costly in the later part
of the De La Rua alministration and were one cntributing fador to the default and social
explosion that ensued.

I11.4. Why non-cooperative play?

The questionis, then, why is it the case that the environment of intergovernmental relations
in Argentina has been such that the ejuili brium was a noncooperative one? In arder to
answer that question, ore neadsto look into the general (abstrad) determinants of
cooperation in these types of games, and to map those dstrad elementsinto the observable
charaderistics of Argentina'sfiscd and pdliti ca federal institutions. A listing of the
determinants of the degreeof cooperation -- taken from Spill er and Tommasi (2001) and
Tommasi, Saiegh and Sanguinetti (2001 —includes: the payoffs of the stage game, the
number of pdliticd adorswith pover over agiven dedsion,the length of horizons (or
patience) of key pdliti cd adors, the intertemporal li nkages among key pdliti cd adors, the
charaderistics of the aenas where they undertake their exchanges, the timing and
observability of moves, the avail ability of enforcement techndogies, etc.

There is atwo-way intertemporal interadion between the feaures of the federal fisca
system and cooperationin intergovernmenta relations.®” Features of fiscd federalism that
arouse historicdly either by acadent or by previous rounds of the game, then become
determinants of the incentives to cooperate in later stages of the game. For instance, the
large degreeof verticd imbalance and the heavy dependency on central taxes has a
reinforcing effed in providing poa incentives for developing strong loca tax cgpadties,
andisan olstade to the enforcement of the ammmitment to decentrali ze tax resporsibiliti es.

Key pdliti cd variables are those that impinge uponthe qualiti es of the aenas of
intergovernmental dedsion making in fostering cooperation: oneis intergovernmental
relations per se (such asthe Premiers  Conferencein Australia), the other is the very
structure of the federal government. The central government is a paliticd arenawith
particular seledion rulesin which the representation o subretional interests interads with
some “purely national” interests. The purely national interests, in turn, include:
- on the paositive side:  the more encompassng national interest due to the broader
eledoral base of the president; and
- on the possbly negative side: the “spurious’ national paliti ca interests — national
officials want to be given the aedit for certain adions, such as distributing

3" Fiscd and other economic feaures of the wuntry play arole similar to the one plaid by market
charaderigtics (elasticity, observahility of pricediscounts, etc.) in oligopoly gamesin determining the
possbility of enforcing cooperation. Seefor instance Green and Porter (1984).
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welfare programs, and want to avoid the blame for things such as raising taxes or
cutting teaders’ wages.*®

The exad incentives of subretional and “purely national” actors, as well asthe exad rules
of the game they play, will depend onthe detail s of pdliti cd institutions. These include:
eleaoral medchanisms for different offices, legidlative structure (number of chambers, etc.),
legidlative dedsion-making rules (including the legidlative prerogatives of the exeautive;
Carey and Shugart, 1998), the role of Courts, and the underlying distribution d econamic,
socia and ethnic deavages, as well astheir mapping to pditi cad geography.

At one extreme, ore can find cases where the cantral government istotally freefrom “the
infiltration o subretional interests.” More generally, one needs to identify the
configuration d “national” paliti cd institutions that are more or lessproneto fall i nto the
paliti caly motivated bail outs that distort incentivesin decentrali zed fiscd structures.

II1.5. The institutional environment of the Argentine federal game

The environment for intergovernmental transadions in Argentina has not been the most
appropriate; the dlocaion d palicy jurisdictions has evolved in a peauliar way throughou
the twentieth century, whil e intergovernmental agreaments have not been baded up ly the
institutions necessary for overseang their enforcement. Given Argentina s pdliticd and
eoonamic instability sincethe 1930 s (including numerous military “interruptions’ and
high and vdatil e inflation), pditi cd adors have tended to adopt a particularly myopic
perspedive. National and subretional governments have not invested in bulding
intergovernmental institutions, and they have d@tempted to proted their quite vulnerable
property rightsinstead of coll aborating with ore ancther.

This historicd legacy has deeply aff eded the revenue-sharing system. Changesin
bargaining power of colledions of pdliticd adors have refleded in shiftsin the system of
transfers. For instance, when power was concentrated in the national government (mostly
during military regimes) the dianges sifted the distribution d taxes towards retention at
the national level. Conversely, with the return to democracgy, the once-again eleded
governors managed to get alarger share transferred to the provinces. These modificaions
in favor of the subrational governments as awhole were, in general, accompanied by an
element of interprovincia redistribution, depending on coaliti onal paliti cs at the time
(Saiegh and Tommasi, 1999.

There have been mutually reinforcing interadions arising from intergovernmental relations
andthe wuntry’s overal i ncgpaaty to implement efficient intertemporal exchanges (Spill er
and Tommasi, 200]). The cmmbination of lad of legislative incentives, the
dispropationate power held by provincia leadersin nationa palicymaking, andthe aility
of the national exeautive to ad oppatunisticadly has deeoly aff eded intergovernmental
relations.

% This is one of the points in which we depart from the asumption of orthoganality between problems of
intergovernmental cooperation and principal-agent problems between citizens and politi cians.



Intagnarnatd baginir

Argentinais a cae where “exeautive federalism” is prevalent, that is, the president and
governors play a predominant role in intergovernmental relations. Yet, deds druck
between national and subretional exeautives can easily be dtered at either the legidative or
the implementation stage. Thisis compounced by the fad that the governors' influencein
national policymaking gves them enough pditi cd clout to be @le to seaure occasiona
legislative benefits at the expense of the national exeautive or other subretional units. On
the other hand, duing the implementation stage, the president can easily unravel
agreanents readed o ratified in the national legislature. Thus, these agreaments are often
readied ouside the national legislature, and they tend to incorporate very rigid rulesin
order to prevent their modification.

Severa fedures of the Argentine pdliticd system explain why the environment is not
adequate for efficient paliti cd transadions among jurisdictions.

Wedc rdtiad lgjdatas pouafil gparas

The national legislature could paentially serve to foster beneficial intercommunity
agreements. The U.S. Congressis often depicted as an institution where intertemporal
paliti cd agreements are seaured. As Weingast and Marshall (1998 nate, itsinternal
organization and institutionali zation faalit ate the adievement of complex intertemporal
agreanents among its members. Jones et a (2001 show that thisis nat the cae for the
Argentine Congress Legislators are short-lived, and they do nd have the incentives to
develop strong congressonal institutions.

Jones et al (2001h tracethose incentives to the dedoral system, in particular to the
methods of intra-party candidate seledion, and to the incentives they generate for locd
party leaders and for individual pdliti cians. As aresult of this, Argentine governors have a
dispropationate anourt of power in national pdliti cs, and they are @ntinuowsly involved
in national palicymaking.*® Thisimpinges uponintergovernmental relations, by inducing a
peadliar crisscrossng of national and “properly federal” issues.

A uadk “haizatd” sgpardiongf pouars

Thelast paint indicates that congressonal representatives are not key adorsin the
Argentine pality, neither for intergovernmental relations, nar for anything else, and that
sub-national leaders exert dispropartionate influencethrough Congress Under those
circumstances, one would want to focus on the aenas in which those relevant long-term
players undertake their interadions. Inturnsout that, na only are cngressmen na the key
players, but neither isthe National Congressthe (main) arena used by the relevant players
to hammer their agreements, sincethe wedk “horizontal” separation o powers does not
prevent the national government from reneging on legislative ayreaments.

%9 This fad is particularly evident in the many fiscd pads sgned (1990 1992 1993 1999 200Q 2002, in
which, among cather things, provincial gowernors promised to influence national legislators from their
provinces (and their party) to vae for spedfic laws that were, a ead time, important to the national
exeadutive.
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The wed harizontal separation d powersisduein part to some nstitutional capadties
and padices (including exeautive deaeepowers), to budyet pradices that give the
exeadtive anple discretionin the implementation d the budget, to the (historicd) pdliti cd
alignment of Supreme Courts to the President, and to the ladk of a strong, independent and
professona bureaucragy.*® All of these feaures contribute to the poar institutional
environment for the enforcement of interjurisdictional deds.

National legislators are not the key long-term playersin intergovernmental relations, naris
the National Congressthe aenain which the red players (the Governors and the National
exeautive) strike the key bargains. This begs the question d which is, then, the aenafor
intergovernmental agreements, and which are the enforcement properties of that arena. The
truth isthat intergovernmental relations in Argentina have been carried out in very different
ways, mostly on an ad-hoc basis and in multi ple and superimpaosed pditi cd arenas.

Informal mecdhanisms have dominated, bu formal intergovernmental agreements have dso
been used. Goodexamples of the latter are the “Federal Fiscd Pads’ that we analyze
below. Also in 1994 important aspeds related to fiscd intergovernmental relations were
included in Argentina s revised constitution, establi shing that A new Coparticipation law,
“onthe basis of agreaments between the central government and the provinces,” had to be
drafted before the end o 1996.(The law has not been passed yet, although ead new fiscd
pad includes a promise that a new law will be passed “before the end d theyea.”)

However, besides these formal instances of negotiation, intergovernmental relations have
been doften conducted in amuch moreinformal way. The ladk of institutionali zation d the
medanisms through which intergovernmental relations have been handed had serious
effeds on the nature of palicy making in the federa fiscd redm. On the one hand, these
arenas did na provide enough institutional “stickiness’, making changes in the dlocéion
of pdlicy jurisdictionsandin the al ocaion d federal fundstoo vdatile -- and more
generally making the enforcement of agreaments very deficient. On the other hand, in order
to avoid such urcertainty and oppatunism, all ocaions have & times been defined through
very rigid medanisms, that later become apainful straightjadet and dfitentimes the source
of further difficulties.

II1.6 The evolution of the federal fiscal systemn. Background

Thefederal fiscd system, andin particular the tax sharing agreament has along and
complicated history in Argentina.** When democracy returned to the @urtry in 1983 after
many yeas of military interruptions, the system had already acquired some of its
distinguishing feaures: alarge fradion d spending was in the hand d the provinces

40 See Spill er and Tommasi (2007) for more detail s and references on ead of these points.
“L A longer view of the system is provided in laryczower, Saiegh and Tommasi (1999 and Eaton
(forthcoming).



(around 2%%),*? alarge fradion o that spending was financed out of federal government
monies (67%), that fradion was very heterogeneous aaossprovinces, and the tax sharing
system was ead time more redistributive, bu at the same time very convduted (full of
loophdes, etc.).

With the democratization processinitiated in December of 1983,the newly eleded
governors ught a new co-participation regime. Negotiations began in 1984, btia new
acord could na be reated, and the previous regime dating from 1973expired.
Consequently, 1985was charaderized by the dsence of alegal regime for
“coparticipating” tax revenues between the federal and provincia levels, and al transfers to
the provinces were dhanneled uncer the very discretionary medianism of Aportes del
Tesoro Nationd (ATNSs, National Treasury Contributions). In pradice, ead province
negotiated bil ateral agreements with the federal government (Schwartz and Liuksila 1997).

During 1987,the provinces and the federal government sought the enactment of a more
explicit norm, which was achieved in the 1988law N° 23.548. In this law the provinces
share of tax revenue readed its historicd peak. With resped to the distribution o thase
funds between provinces, instead of adogting any objedive aiteriato caculate eab
province s are, the law tended to vali date the share that eat provincehad oltained in the
19851987 priod through a mefficient that constituted a “magic number.”** Although the
law establi shed this Coparticipation regime for 1988, it was extended for many yeas. The
main feaures of the 23.548law prevailed urtil 1992.

The main episodes of what might have constituted “the reform of fiscd federalism in
Argentina” were so-cdled Fiscd Pads of 1992and 1993 the Constitution d 1994,and the
Fiscd Padsof 1999and 2000-- those dtempts and their implications are cnsidered
below. We devote more dtention to the 92-93 attempts becaise given the time dapsed it is
easier to asesstheir consequencesin detail; and kecause to some extent they were more
comprehensive (athough lessprocessoriented) reform attempts.

II1.7. The Fiscal Pacts of 1992 and 1993

42 Much higher than that if we focus on the more discretionary spending, after subtrading interest payments
and pensions.

“3 The detail s of the negatiation of the 1988law are provided in Saiegh and Tommasi (1998. The politi ca
context was the defed at the midterm congressonal eledions of the governing Radicd administration in the
hands of Peronism. The national government was under IMF presaure to passatax reform to improve the
fiscd situation, and the powerful Peronist governors (and their legislators) were ale to exchange the passage
of tax reform for atax-sharing agreement which was more favorable to the provinces, and that included an
important saaifice of resources by the province of Buenos Aires, then in Radicd hands. Thislast element
congtituted the badkgroundfor alater spedal fund“ Fondo &l ConurbanoBonaerense” obtained by the
province, which was the basis for the development of a dienteli stic network (often utili zed for politi cd
mobili zation) by Eduardo Duhalde, Vice-president 19891991, Governor of Buenos Aires from 1991to 1999
and President of Argentina & the time of writing this draft. Fondo del Conurbano consisted of a10%
deviation of the income tax (with a maximum of $650milli on per yea) to the Province of Buenos Aires for
financing socia programsin the poor suburbs sirroundng the federal cepital.
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Two of the most salient momentsin the recent history of fiscd federalism in Argentina
were the so-cdled Fiscd Pads of 1992and 1993. For brevity, an given their closenessin
time, | will tred them jointly. To begin with, it isimportant to clarify several important
contextual fadors aroundthe time of the pads.

Badgaud

The main badkground d the 92-93 pads, and o some related measures,** was the success
of the core of Menem’s econamic paliciesin the ealy nineties. In terms of their impad on
intergovernmental relations, the main effed of the “market-oriented reforms’ was to shift
the net fiscd paosition d the national and rovincial governmentsin away that increased
provincial total revenues, relatively deaeased national total revenues, and increeased
national spending resporsibiliti es.*®

Theincrease in provincia total revenues came mostly from an increase in shared taxes and
a “sympathetic” increase in provincial tax revenues (increasein bese, etc.).*® Theincrease
in shared taxes was due to areverse Olivera-Tanzi effed after stabili zation, as well asto
changesin the structure of taxes. The new structure of taxes was charaderized by alarge
increase in VAT (dueto increased rates and base) and income taxes, and by adeaeasein
trade taxes due to econamic liberali zation.*” The dropin relative national revenues was
dueto thisdeaeasein its exclusive trade taxes, as well asto thelossof seigniorage from
reduced inflation. Table 14 gives a sense of the quantitative significanceor these changes.*®

<Table 14>

4 Such as the transfer of some Education and Hedth responsibiliti es to the provinces, described in more
detail in sedion IV.

“5 These fadtors tend to be ignored in some papers (mostly from politi cd scientists) which in interpreting the
evolution of fiscd federalismin the 19905, speek of a processof “fiscd recentralization,” ignoring these
environmental changes that did require some shift of resources towards the center. Those papers, which
include Faletti (2001), Haggard and Webb (2001, O' Neill (2001), Remmer and Wibbels (2000, and Eaton
(forthcoming), present some valuable politi cd theorizing, but without due &dtention to these environmental
“economic” fadors.

“® That is because the main provincial tax isthe sales turnover tax which, in spite of being very inefficient,
benefits sibstantialy from ecnomic growth and from low inflation.

" During Argentina’ s ISI times, spedal tax treaments were the name of the (politi cd) game (Eaton, 1997).
Over the yeasthese dfortsresulted in narrow tax bases, diff erentiated rate structures, and significant tax
evasion. According to the World Bank (1993, at the end of 1987virtually al i nvestment adivity was
subsidized through the tax system. One of the main components of Menem'’ s reform eff ort was a tax reform
(briefly summarized in table 6) attempting to: broaden tax base, flattening tax rates, and improving tax
colledion, in amarked shift from the sedoral particularism that had charadterized Argentina s previous tax
structures. In terms of politi cd strategizing, the national exeautive did play a quite skill ful strategy of
sequencing tax reform and renegatiation of tax sharing in such away that it first obtained approval of tax base
broadening, then graduall y increased rates, and only then renegatiated tax sharing. “Menem faced the politi ca
redity that simultaneously reducing the provincial share in tax revenues while aking legidators to passtax
reforms would runthe risk of compli catiing support for tax reform among national legidators eleded in
provincia districts.” (Eaton, 1997, p. 108).

“8 The table does not capture the reinforcing compositi on effed from the fadt that Olivera-Tanzi used to affed
shared taxes but not trade taxes. Furthermore, in the old times there was not only gaming from tax-payers,
but also from the national government, further delaying the transfer of (depredating) shared taxes.
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Inflation was reduced from 4923% in 1989and 13436 in 1990to 84% in 1991, 1% in
1992, 7.45%6 in 1993and 3.9 in 1994.This was acompanied by a reduction in inflation
tax revenues from $26.421(74% of National Government revenues from legislated taxes)
in 1989and $13.05340%) in 1990to $2.536(7%) in 1991 and zero from 1992 awards.

On the side of spending resporsihiliti es, other than the gorementioned transfer of some
education and hedth services which is described in more detall in sedion |V, the main
change was induced by the social seaurity reform. The social seaurity reform consisted of a
series of measures, al of which increased the short-term fiscd burden o the national
government. The main comporent of the reform was giving the option d staying in the
pulic pay-as-you-go system or moving to ore of private acourts. Given the nature of the
transition, most senior workers gayed in the puldi ¢ system, whil e the yourger workers
moved to the private one, increasing the short-term fiscd burden of servicing pension
obligations. It was originally estimated that the burden would be of the order of 2% of
GDP, andthat it will dwindein abou ten yeas. Thisfador wasa aucial componrent of
the negotiations of the Fiscd Pads.*®

In terms of the pdliti cd and legal badkground d the pads, during 1992,the distribution o
federal taxes between the federal government and the provinces was affeded by a series of
laws and deaees aimed at providing funds to increase socia seaurity payments. The
provinces readed the paint of initiating legal adion in the Supreme Court. Indeed, a dause
inthefirst Fiscd Pad stated that thase provinces that had initi ated legal adion against the
National government (in referenceto those deaees) had to cancd the processes under way.

Objatites

Asdrealy stated, the Federal Fiscd Pads of 1992and 1993were nat Smple exercisesin
“reforming the federal fiscd system” in the “heroic” approach to reform. They were a
manifestation d rather complex paliti cd exchanges that included: some dficiency-
enhancing reforms (some adieved, some nat achieved), some atempt at solving econamic
urgencies of the moment, attempts to adjust some dl ocations to changing circumstances,
and some dever (and at times oppatunistic) paliticd maneuvering.

Among the “worthy” objedives pursued by the federal government we might include:

- Anattempt to push for fiscd retrenchment at the provincia level. Astable 15
shows and as it was described in sedion|l, the provincia level did na
acompany the fiscd retrenchment of the central government.>®

- An attempt to puwsh for the reform of some very inefficient provincial taxes. The
federal government was feking from provinces to substitute the turnover tax by
a onsumptiontax in order to reducethe cacading nature of the provincial

49 Another contextual fador that deserves mention was the fad that the federal government had successully
rescheduled its external debt and was deepening its first generation reforms through further privatization.

%0 Unfortunately, the federal government was not totall y consistent with its own retrenchment effort later in
the game, espedally in the events surroundng the rededion eff orts of President Menem.
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turnover tax, to eliminate the highly distortionary provincial stamp tax, andto
elimi nate provincial labor, financial and energy taxes.
- privatization d some provincia pulic utiliti es and pullic provincial banks.

<Table 15>

Catat additid ecdages

The 199 Pad, the so-cdled “Federal Pad” was sgned August 1992 (ratified by Federal
Law 24.13Q. Itdiverted 15 percent of Coparticipation fundsto help pay for reform of the
national socia seaurity system. In return, the government establi shed a guaranteed floor on
Coparticipation payments.>

To read this pad, the President used ather transfers as well as the reform itself to pu
together a aaliti on that spanned bah howses: Buenos Aires provincefor itsweight in the
chamber of deputies and the low-popuation provinces for their weight in the Senate. A
new Fondo Conurbano helped seaure the suppat of legislators from Buenos Aires. For the
small provinces, the new arrangement promised Coparticipation revenues, plus
discretionary transfers that, in afew cases, were very high (related to the explanationin
sedionll).

Regarding the secondfiscd pad, in exchange for the “worthy” requests listed abowve, the
Federa Government agreed to increase minimum co-participated transfers, paostpone, and
possbly forego, certain provincial debt obligations, and take over resporsibility for fundng
provincia social seaurity systems. Inthe wntext of the Fiscd Pad, the Federal
Government had the obligation to accept the transfer of provincial socia seaurity systems,
and harmonize contributions and pensions with the newly approved national social seaurity
system. Additionally, the Federal Government would suppat the privatization d pulic
enterprises, and reducethe role of provincial banks through privatization d management
and ownership.

ThePatsardthdr filfllmet

*1 Minister Cavall o was very adamant in achieving the dimination of the very inefficient provincial tax on
financial transadions. Interestingly, the same minister in his 2001 reincarnation reinstated a tax on financial
transadionsin the mntext of ecnomic amergency, as an exclusive national (!) tax. The airrent government
is gill debating with the provinces over the distribution of that “emergency” inefficient tax that, asit is often
the cae with emergency measuresin Argenting, islikely to become apermanent feaure of the fiscd
landscape. (By the May 2002rewriting of this paper, yet another Fiscd Pad has been signed. Among ather
things, it makes 30% of the proceeals of that tax shared with the provinces. In spite of the fad that the Paa
establi shed the automaticity of this sharing, it has not been instrumented yet.)

°2The Minister of Economics' initial objedive was to agreeon a fixed monthly transfer of $720milli on —
equal to what the provinces had receéved in Decenber of 1992 pus an additi onal $100milli on. The extra100
milli on were to cover the newly decentrali zed education expenditures. Whatever money remained after the
transfers was to be used to finance the pension system. Though provincial governors rejeded thisinitial
proposal, the final agreement was mewhere in between and the main items of Cavallo’s proposal were
maintained, i.e., afixed monthly amount and the possbility to use part of the resources coll eded to fundthe
pension system. The 1993Fiscd Pad raised the minimum monthly floor to $740milli on.



Tables 16 and 17refled the main comporents of the pad and the degreeto which they
have been fulfill ed.

Table 16
1992 Fiscal Pact

Commitment Degreeof fulfill ment /
acompli shment
a.  15% of thetotal co-participation (prior to al distribution) was assgned to Total

finance the Pensions System and the DGI.

b. The Federal Government guaranteed a monthly transfer of 725 milli on Total
pesos to the provinces.

c. A monthly fund of 438 million pesos (“Fondo de Desequilibrios Total
Regionales’) was established, in order to finance regional imbalances.
This fund was distributed between provinces without regard of the
seoondary distribution stated in Law 23.548

d. The Federa governments would automaticdly transfer resources from the Total
FONAVI (National Housing Fund), FEDEI (Federa Eledricity
Development Fund) and the Fondo Vial Federal (Federal Roads Fund).>®

e. Provinces would claim their legislatures to sanction balanced budjets, Nil
i.e., they would need either to control for the existence of the resources
asdgned to expenditures or reduce ependitures.

f.  Both the Federal Government and the provinces committed themselves Only City of BA,
not to increase their expenditures more than 10% above the 1992 current  Corrientes, Cha, Entre
expenditure. Rios and Salta have

fulfill ed this
commitment.

<Table17: The1993Fiscd Pad >

Table 17 shows that the degree of fulfillment is very uneven aaoss provinces and aaoss
reforms, with some key reforms (such as the replacament of the turnover tax) failing
altogether. The following description by Schwartz and Liuksilais particularly telli ng:

“Tax reform was clealy the centerpiece of the second fiscd pad. Provinces adhering to the pad
committed themselves to eliminating stamp taxes on cheding acaurts, taxes on the transfer of fuel,
gas and eledricity and, most important, phasing out the provincial turnover tax. [...]

Initialy, the provinces were slow to join this fmnd pad, largely becaise of the revenue
impli cations of the tax reforms, particularly the initial stipulation to aboli sh the provincial turnover tax
before June 1995 Whil e the provinces were freeto replacethe turnover tax with other taxes, many
have not yet done so. [...]

%3 These funds were supported by alaw and hed their own distributional pattern, diff erent from that of the
Coparticipation Law.
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Overdll, thereis no easy short-term aternative for repladng the provincial turnover tax. [...]

Other alternatives for improving provincial revenue would be beneficia in the long run, but
would not yield short-term results. [..] Similarly, improving red state taxation would require
substantial initial efforts, including, for example, improving property mapping and property registries,
providing better and more @nsistent applicaion of valuation techniques; improving the exchange of
information between locd tax offices, property registries, .....

The anouncement in Decenber 1993 that federal payroll taxes levied on employers would be
reduced, depending on region and sedor, in those provinces participating in the semnd pad, increased
pressure on provincial governments to join. By May 1994 all but one provincial legisature had
ratified the second fiscd pad, and most had taken at least some initial steps toward implementation.
Also the provinces were given a minimum revenue guarantee ad some other guaranteed fixed
payments that provided a floor of federal transfers equivalent to about 4.5% of GDP annually.

The semnd fiscd pad clealy shows the ‘horse-trading’ that is involved in implementing
structural reforms of the system of fiscd federalism. [...], but came & the expense of making payroll
taxes an explicit instrument of regional and sedoral policies, and contributed to the growing social
seaurity deficit.” (1997 408412)”

This example ill ustrates the inabilit y to make intertemporal trades that have the nature of
investments, i.e., upfront costs and a later stream of benefits that could be gpropriated. It
shows that the extant federal governance structure of Argentina caana suppat such trades.

All inal, the 92-93 pads left amixed landscgpe; including some successs like the
privatization d some provincial banks, and some fail ures such as the nonreform of
provincial tax systems. Clealy, the basic incentives and fundamental governance of the
underlying federal fiscd game were not altered. That isrefleded in the later reform
attempts, such asthe one in the 1994 Constitution, to which we now turn.

III.8 The Reform of the Tax-Sharing Regime in the Constitution of 1994

When president Menem was ending hisfirst term, hisinterest in rededion—in those days
nat permitted by the Constitution- moved him to promote the reform of the Constitution.
As akey step towards the reform, Menem made apad with former president Alfonsin, who
in exchange for his party’s suppat requested several constitutional changes, al of which
tended to reform the paliti ca system in the diredion d parliamentarism. Their agreament
was known as the “Pado de Olivos’ and they expeded Congressto agreeupontheir
propasal withou further changes.

However, when the agreement was made pulic, severa provincial leaders envisioned the
oppatunity to imprint the procedures to establi sh and reform the federal fiscd regimein
the Constitution. They made their suppat in Congresscondtional to the inclusion d this
subjed among those to be reformed. Menem and Alfonsin were compell ed to accept these
terms.

Given Menem’s pdliti cd ambitions, provincial |eaders were in a positionto negotiate some
fiscd benefits. Asexplained above the late ‘80s and ‘ 90s were yeasin which several
changes were introduced into the federal fiscd regime, and provincial |eaders were well
aware of the uncertainties they facel. The oppatunity to negotiate an agreement which
would be engraved in the Constitution —proteding them against future ads of oppatunism
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from the federal government- could na be negleded. The “Pado de Olivos’ had to be
endased in Congresswhere small provinces have amnsiderable strength. The foll owing
table shows party compasitionin bah chambers at the time of the gproval of the bill . It
shows that Menem did na confront strong oppasition from other parties. However,
members of the PJin the different provinces were nat willi ng to ad under party discipline
and peferred to stand ou for the interests of their provinces.

Table 18
Distribution of Seatsin Both Chambers
at the time of Constitutional Reform

Politi cd Party Senate Deputies

199295 199395

No. % No. %

Unién Civica Radical 10 21 84 33
Partido Justicialista 29 60 127 49
Others 9 19 46 18
Tota 48 100 257 100

The final constitutional text with regards to federal fiscd arrangements was the outcome of
complex negotiations among the federal government (the president and retional ministers)
and the provinces (provincial governors and provincial party leadersin general). The

alli ances among these adors varied throughou the process changing acerding to the
isaues at stake and the positions adopted by their districtsin these issues. Therefore, the
text agreed uponrefleds these ador’s oppatunism under given constraints and the waysin
which they attempted to proted themselves (and their districts) from future fortuities. In
general terms, the provinces were &le to establi sh a procedure that would in principle
proted them from federal government’ s unilateral influence It isinteresting to nae that
provincesinitialy tried to get adual sharing coefficients to get written into the
Condtitution, bu the national exeautive was able to convincethem to replacethat by
procedural mechanisms with regards to the future sharing agreement.>*

The negotiations at the cnstitutional convention as well as the final text (summearized
below) are very clea ill ustrations of transaction cost paliti cs at work:

(& A “L eyConvenio” based on unérstandngs between the Nation andthe provinces will
establish systems of Coparticipation in taxes. The automatic delivery of funds is
guaranteed.

A LeyConvenio isaspeda procedure that requires that after being enaded by Congress
the law must be aithorized by ead provincid legislature before aquiring validity. This
clause results from ador’ s distrust of eat aher, originated in past failuresto hona
agreaments, or attemptsto openly violate them. Dueto their belief that if anything were
left unchedked someone’ sinterest might be endangered, they agreed ona procedure that

** At amore dissagregated level, one could also say that the procedures dedded upon benefited the small
provinces more than large —rich-- provinces sich as Buenos Aires.
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requires severa instances of approval. The conditions put forth to accept the agreement are
so demanding that it would be rare to see such an agreement come to life, asillustrated by
the failure to produce alaw by the time of thiswriting.

(b) All taxes colleded by the nationd government (other than foreign trade taxes) shoud
be @mparticipated.

Thisisto avoid the opportunistic creation of non-shared taxes.

(c) The distribution ketween the Nation andthe rest of the districts —and anong these
districts- shall be arried ou in dred conformity with the apacities, services and
functions performed by the jurisdiction, in compliance with oljedive distribution
criteria. This distribution must be based on pinciples of equity and solidarity
prioritizing the achievement of similar levds of devdopment, of living standads and
equd oppatunitiesthroughou the national territory.

This looks like a protection imposed by provinces to guarantee certain levels of resources,
given the differences with the federal government and among themselves in terms of
capacities, services and functions performed by each jurisdiction. Provincestried to protect
themselves from arbitrary changes in the percentages they were entitled to receive from tax
collection, afear clearly resulting from the lack of criterion backing those percentages.

(d) The Ley Convenio is to be originated in the Senate and shall be enacted with the
absolute majority of all the members of each House.

This procedure should be interpreted as a warranty to provinces in general that actors such
as Buenos Aires (due to its numerical superiority in the House) or the federal government
(an actor with sufficient resources as to buy support) would not be able to get away with a
reform of the federal fiscal regime that was not supported by most of the provinces. The
key to understanding this rule lays in the selection of the Senate as the chamber where the
bill should be originated (therefore avoiding the numerical advantage of some provincesin
the House), and the requirement of absolute majority of al membersin each house, which
leans towards the same goal .

(e) It may not be unilaterally amended na regulated, and must be approved by the
provinces.

The explicit mention of unilateral actions, is a clear demonstration of the general concerns
of the provinces, precisely in the direction emphasized in our framework. The ability of the
national executive to undertake unilateral actions has been behind the inability to enforce
the political transactions necessary to build a more efficient system.

() No transferal of competence services or functions may be dore withou the

correspondng reallocation o funds approved by a law from Congess and by the
relevant provinceor the City of Buenos Aires, as required in each case.
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This clause intends to proted the provinces against oppatunistic adions by the national
government. Their caution is a resporse to previous experiences with decentrali zation o
pulic services, in which the National government nat always transferred adequate fundng
alongside resporsibiliti es. (Seesedion|V for the cae of educaion decentrali zation).

(99 A Federal Fiscal Entity (*organsm’) shal be in charge of controlling the
implementation o what is presented in this subsedion, in accordamnce to what the
above-mentioned law shall establish, guaanteang the representation d all provinces
and d the City of Buenos Airesin its compasition.

The requirement that afedera fiscd institution be aeded to control the implementation o
dedsionsisa dea sign that the federal government —the “default” actor in charge of the
implementation- is nat a beneficiary of the provinces' trust. Along with all the other
mecdhanisms st forth to ensure that they would na be tricked into loses when designing the
regime, they establi shed that whatever was dedded could be misinterpreted —or blurtly
ignored- by the federal government during the ongoing implementation prase. To prevent
such course of events, the implementationisto be supervised by an organism in which all

of the districts will be represented. Thisisa dea ill ustration d the importance of
governancein a @ntext of incomplete mntrading.”

All the highlighted pantsrefled very clealy, the transadion-cost-pdliti cs nature of the
problem. The very constitutional status of theissueisarefledion d itsimportance and d
the fea of oppatunism by some adors. Furthermore, al the important clauses represent
the adors' attempt at proteding themselves (by procedural means, by forbidding certain
adions, by adding veto gates) against oppatunistic behavior. These procedures, while
giving some asaurances to the parties involved, have & the sametime deaeased the
likelihoodthat any change could occur.

III.9 The saga continues: no Law, still playing the old game, more Pacts, and the
crisis of 2001/2002

Thefirst thing to ndicewith regards to the evolution d the federal fiscd system after the
1994 Congtitution, is the fad that the wnstitutional mandate of passng a new law
(originaly by the end d 1996 has not been fulfill ed yet. There were dways one or severa
projeds onthetable, but nore has mustered enowgh suppat (not even within the
Exeautive), so asto get serious pdliti cd attention.

Argentina has been signing agreements with the IMF throughou the period, promising “to
passa Coparticipation Law, ” but systematicdly failing to doso. Beyondsome autistic

%5 We have devel oped proposals of reform of fiscd federali sm in Argentina that, from this incomplete
contrading perspedive, put most of the weight on the adequate design of thisfederal fiscd ingtitution. See
laryczower, Sanguinetti and Tommasi (2000 and Saiegh and Tommasi (2000.
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tendencies in the IMF and in the Argentine national bureaucracy,® this refleds on some
deeper isaues. On the one hand, the mmplex procedural constraintsimpaosed by the
Condtitution, do nofadlit ate the passage of a new law, what interads with the
(“transadion cost paliti cs’) intrinsic complexity of the problem of passage of a “definitive”
regime. Furthermore, the usual agenda setter in these thingsis the national exeautive, and it
was not obvious that it wasin its best interest to move to aregimethat, if well dore, would
restraint some of its own uril ateral moves.”’

Ex post, it isobvious that the fiscd path of Argentinawas afar cry from what would have
been necessary to avoid aterrible aisislikethe oreit isliving today.>® Both amore
relaxed fiscd stancein the second Menem administration, and the dynamics of provincial
finances put the aurtry in arisky path that, when interaded with severa negative shocks,
plus the wild fluctuations in international market condti ons and sentiment, predpitated the
crisis. During the 19931998 eriod, when the Argentine eonamy was generaly
performing well, and the Argentine government was receving substantial nonreaurring
revenues from privatization and enjoyed ather temporary fiscd benefits, the puldic sedor
debt over GDP neverthelessrose by 12 percentage points. Thisclealy was not an
adequately disciplined ar sustainable fiscd padlicy.

Table 19 summarizes the behavior of provincial, national and consoli dated finances from
1993to 2001. It isclea that, espedally at the provincial level, there was high growth of
spending during the goodyeas after the Tequil a shock, and that the adjustment to the
difficult times darting in 1999was far too delayed.>® From 1997to 1999, pimary
expenditure increased amost 20% at the provincia level and 14% at the national level.

<Table 19>

The lessthan perfed fiscd discipline by national and provincia authoritiesisthe
consequence of the same old pditi cd game being plaid, in spite of the fad that some of its
explicit channels have been closed by the wnwvertibility regime, and by some further
measures. Thisleal to an owerly enthusiastic assessment of the overall fisca sustainability
of Argentinaby international organizations such as the World Bank and the International
Monetary Fund,who were fairly bulli sh abou some acomplishments sich asthe

% The latter, in turn is explained by some endogenous feaures of the Argentine bureaucracy, not totally
independent of the federal fiscd/politicd mess explored in more detail i n Spill er and Tommasi (2001) and
Bambad, Spill er and Tommasi (2001).

" Here we ae enphasizing the short-term self-interest of the politi cd adors running the exeautive & a given
point in time.

8 Thisis not the placefor a complete analysis of al the determinants of the Argentine aisis. It sufficesto
say, for our current purposes, that atighter fisca positi on throughout the second Helf of the 1990s would have
been desirable (or esential, acwmrding to some acounts).

%9 Of course, in anormal country in normal times, you would not want fisca retrenchment in arecesson. Yet
Argentinais not anormal country in normal times, but a @wuntry suffering from (well -deserved!) deep
credibility problems, forcing the need for contradionary fiscd moves after having lost the opportunity of
fiscd savings during the goad times.



privatiz%t(i)on d several provincia banks and by the gproval of aFiscd Resporsibility Law
in 1999’

The perverse behavior of pubic finances was in large measure linked to the 1999
presidential campaign. Early in the game, president Menem attempted a blatant move to
runfor athird term, amove that in spite of its obvious lad of constitutionality, lead to a
relaxation d the national fiscd stancein order to gain suppat. Even worst than that, the
other contender for the Peronist candidacy was governor of Buenaos Aires Eduardo
Duhade. First infighting Menem'srededion kid, and then in fighting the interparty
presidential competiti on as the Peronist candidate, Duhal de made generous use of the
largest budget in the courtry, that of the province of Buenos Aires. Given the importance
of the province, and the federal fiscd li nkages emphasized in this paper, those adions had
dire mnsequences for Argentina.

Buenos Aires acounts for 30% of GDP, 30% of total provincial spending, 31% of
personnel expenditure and 23% of total provincial debt by 2000. By the third quarter of
2001 (shortly before the Argentine implosion), Buenas Aires' deficit represented 576 of
the nsolidated provincial deficit. Its deficit had a markedly diff erent behavior from 1991
to 1997 when it was lessthan 8% of total spending, and since 1998,when it represents
more than 13% of provincial spending. (SeeFigure5). Tota spending in Buenas Aires
grew 30% between 1995and 2001 much higher than the 10% increase in the other
provinces, and the 15% increase in netional spending (Figure 6). Thislead to fiscd
disequili briaof 19%in 1999, 186in 2000,and 20% in 2001,andto an increasein its debt
stock of 69% in the 199799 period. Provincial pulic employment rose from 320
thousandsin 1995to 405thousandsin 1999 with the largest increase (17%) occurring from
1998to 1999. Personrel expenditures rose 49% in the 199699 period.

<Figure 5>
<Figure 6>

In spite of all these dforts, Duhalde lost the 1999 pesidential eledionto Fernando cela
RUa, the candidate of an ali ance of the traditional Union CivicaRadicd with Frepaso (a
recent federation o center-left parties). Duhalde was replaceal in the province by the
Peronist candidate Carlos Ruckauf,® who dd na do much to improve the fiscd situation.
The impending default of the Provincewas one of the main concerns of the National
Ministry of the Econamy throughou 2001. In a sense, there was a perverse padliti cd war of
attrition to seewho (the radicd National authorities or the peronist provincia authoriti es)
was blamed by the imminent financial disaster.

In April 2001,the province of Buenos Aires and the Federal Government signed a bil ateral
agreement to improve the provincial fiscd situation. The agreament establi shed anominal

%0 SeeBraun and Tommasi (2002 for amore detail ed criti que of some of those assesanents.

®1 Ruckauf, who was vice-president of Menem's scond term, was “promoted” from Governor of Buenos
Airesto Foreign Minister in the Duhal de national government which eventually foll owed (on January 1%,
2002 the anticipated resignation of DelaRuUa. It seans pretty evident that Ruckauf was moved out of the
province of Buenos Aires 9 that the very likely impending financial disaster (or aternatively the very high
politi ca cost of the huge aljustment necessary) does not explode in his (loyal) hands.

3€



deficit cdling, aprimary spending cut, and the Federal government’ s commitment to
provide financial suppat. The former, in the finest Argentine tradition, was not fulfill ed by
the province bu the latter was used in November 2001when the Central Bank gave a$65
milli on rediscourt to the Provincial Bank of Buenas Aires (one of the surviving dinosaurs)
to avoid the provincia default (“cesacion ce pagas’). The Banco Provincia dso receved a
Central Bank waiver onthe liquidity requirements on pubic deposits, as well as me
additional tinkering with bank regulationto make its asst portfolio look ketter. (All of
these happened after the anvenient removal of the previous Central Bank president, and
his replacement by somebody more “understanding.”)

All of this, other than refleding on the weaknessof Argentine institutions, isaso a
perverse “Buenos Aires’ revenge dter al the redistribution away from the provincein the
previous decales. Unfortunately, instead of amore rational limitation onthe
redistributivenessof the system, we have these perverse dynamic interadions between the
fiscd redm andthe pdliticd redm. Thelate 199G saw the two higger fiscd players of the
courtry involved in aspending binge, uncer the hope that it would be anather pdliti cad
player the oneto pay the bill .

Ancther conredion ketween the Argentine disaster and fisca federalism can betraced to
the 1999and 2000fiscd padsandtheir final effed. These padswere signed right after the
presidential eledion and shortly after the incoming administrationtook dfice respedively.

Theturn o the century foundArgentinatrying to overcome the harsh recesgon that began
in the middle of 1998,mainly aresult of the Brazili an and Russan crises, intensified by the
Brazili an devaluation. As oonas the results of the presidential eledionwere known, the
future Econamics Minister (José Luis Madhineg annourced that the budget projeded for
2000 reeded serious changes, mainly because the rate of growth for the coming yea would
be lower than that dedared by the Menem Administration. Thiswas adifficult task since
oppasition (Peronist) governors, who controlled alarge chunk d the Congressonal vote,
denied their suppat. In arder to cary out budgetary changes that would permit to comply
with the deficit limit s allowed by previous agreaments with the IMF (and refleded in the
1999"Fiscd Conwertibility Law™), theincoming administration dedded to bargain a new
fiscd pad.®? This agreament was attained in Decenber 1999, four days before the De la
Rula alministration came into dffice

The central government committed to transfer a fixed amount to the provinces,
independently of the revenues colleded. The new administration envisioned that through an
increase in income and sale taxes (“impuestazo”), the additional amourts needed to
neutrali ze the fiscd deficit would be @lleded. The central government also committed to
implement aplan of financial assstance and financial reform (FFDP) to alow the

%2 This was not the first timein Argentine history that the National government is, under IMF pressure, forced
to sign an agreement with the provinces that leads to further costs down the road. For some previous episodes
(in particular the 1988 Tax-Sharing Law), seeSaiegh and Tommasi (1998. Thisreinforcesa point that | have
been making in thisand related papers (seefor instance Braun and Tommasi, 2002, international
organizaions sould uncerstand better the politi ca economies of the @untries in which they operate.
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provinces to afford their 2000 reeds®. The provinces committed “to passSolvency and
Fiscd Resporsibility laws’ and to fulfill t he terms of the FFDP if they chose to adhere to
that. The degreeof fulfillment is Immarized in the next table.

Table 20
Fiscal Pact 1999

Commitment Degreeof fulfill ment /
acompli shment

a. The Federal Government fixed a monthly transfer of  Total until the 2001 dsaster.
1350milli ons of pesosto the provinces.

b. Both the Federa and the provincials' governments Nil
commit their selves to sanction the new Coparticipation
Law (required by the 1994 Constitution) during yea 2000.

c¢. The provincial governments commit to passbaoth 14 provinces had passed thiskind

Solvency and Fiscd Resporsibility Lawsintheir provinces of law. Many of thase provincia

refleding the am of the Federal Fiscd Resporsibility Law. laws have nat been fulfill ed
afterwards.*

d. Implementation d the FFDP program Mixed
e. Tax harmonizationin all | evels of government®™ Nil
f. The federal government commits to finance provincial There was ome asgstancefrom

pension system deficits gradually if the provincepermitsa  the Central Government to the
federal audit. province of Cérdoba and Santa Fé

After taking office the De la Rua administration was charaderized by arather quick

paliti cd deterioration, including the resignation d the (Frepaso) VicePresident Carlos
Alvarez. Inthat context, the government neaded an additional fiscd pad in order to passa
consistent budget for 2001. The bargaining dynamics were simil ar to what we have studied
so far in the paper: exeautive under foreign presaure for “consistency”, oppatunism by
some provinces, some topica isauesincluded alongside quasi-structural reforms, some

eff iciency-enhancing paragraphs here and there (on budyeting pradices and fiscd
transparency), etc. Governors complained loudy abou the unfulfillment of the previous
pad (some provinces complained abou other provinces naot fulfilli ng it). They committed
(oncemore!) to passa Coparticipation Law; provincia governments gained some more
room to administer the few remaining national socia programs (of limited use to solve the

83 The latter was cdl ed Fondo Fiduciario para el Desarrollo Provincial (FFDP), with the usual politi cd
euphemism of using the word “ development” for what are in principle financial adjustment programs.

%4 Seethe detail sin Braun and Tommasi (2002).

® Interestingly, thislater pads cal for the fulfill ment of clauses of the 1992and 1993 pds yet unfulfill ed.
This refleds on the inabilit y of the system to enforce areaments.
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deep socia problems of the country, but of high political leverage given the clientelistic use
of focalization). The next table shows the main compromises and their fulfillment.

Table21
Fiscal Pact 2000

Commitment Degree of fulfillment /
accomplishment

a The Federal Government fixed a monthly transfer of The later bargaining over this
1364 millions of pesos to the provinces for year 2001 and point was a compounding factor
2002, and guarantee a monthly transfer of 1400 millions of in the 2001 disaster. (See details
pesos for year 2003, 1440 millions for 2004 and 1480 intext below).

millions for 2005.

b. The provinces and the federal government commit to not Both levels of government
increase the primary spending increased primary expenditure the
first semester of 2001.

¢. The provinces pledged to sanction pluriannual budgets  Partial. Solvency and Fiscal
Responsibility Laws establish this
kind of budget formulation.

d. Transparency and wide diffusion of the fiscal and Partial
financial accounts. (Nil in some provinces)
e. Implementation of the Fisca and Social National Partia
Identification System..

f. Federal Agreement on Tax harmonization within 120 Nil

days.

0. Budget increase for social and employment programs for Was assigned in the Budget, but
2001.% was underexecuted.

h. Federal Agreement on Modernization of the State (within Nil

120 days)

i. All governments commit to sanction a new Nil

Coparticipation Law in year 2001.

The most important clause in practice was the establishment of a fixed amount to be
transferred to the provinces. The following depiction (of both pacts), from Gonzalez,
Rosenblath and Webb (2001), is useful:

One major component of the Federal Agreement was that during the year 2000, the provinces would
receive a fixed amount in automatic transfers.®” This provided the provinces with predictability in income,

% This increase has to be distributed among provinces 50 percent proportionally and 50 percent according to
23.548 Coparticipation Law proportions.
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but the amount was also designed to allow the federal government to kegp a larger share of incremental
revenues expeded both from an economic recvery and an increase in federal tax presaure. The cdculation
of the monthly fixed amount of $1.350 hlli on during 2000was roughly based on the average of the previous
two yeas.

The Agreement also established that during 2001the provinces would begin to recave an average of
the threemost recent yeas' legal amourts (i.e., an average of what the provinces would have receved uncer
existing fixed percentages established in the general Coparticipation and tax-sharing laws). In this way, the
ideaof moving towards a moving average of recent yeas percentage shares was put in place However, in
addition, the provinces were offered a minimum guaranty for 2001 that was st at a level 1 percent higher
than the fixed amounts of 200Q

...[ D]ebt-restructuring deds were offered to small er provinces, and the federal government promised
that they would fadlitate larger provinces debt restructuring via private banks and the muiltil atel
development banks. Plus, they would finance part of provincial employeepension systems  deficitsif reforms
were made to make the systems consistent with the national system. (Many smaller provinces had already
pas=d their pension systems to the federal government; however, this fedure was attradive to the larger
provinces that still have their pension systems.)

One yea later, this agreament was foll owed by a more comprehensive Compromiso Federal por El
Crecimiento y la Disciplina Fiscal, signed in November 2000 ly al provincial Governors, except the
Governor of Santa Cruz, a small province in the south. This agreement included a number of clauses for
provincia reformsin the aeaof state modernization, budgeting and the transparency of fiscd acounts. In
terms of stabili zing transfers, this new agreament established a timetable for switching permanently to the
moving average ancept. However, as described below, there would still be guaranteed minimum amounts
over transition period.

For 2001 and 2002 the provinces would receve afixed monthly amount equal to $1.364 hlli on.
This figure was the guaranteed minimum for 2001 that had been stated in the previous 1999 Compromiso
(where the adual amount was to be an average of threemost recent yeas). Now it would be both afloor and
celing for both 2001and 2002 The amount itself implies an increase of $14milli on, or about 1 percent, over
the amount receved duing 200Q

From 20032005 the provinces would start to recéve amoving average of the three most recent
yeas dared revenue anounts. In other words, it would be an average of what they would have receved
acording to the old laws during the three most recent yeass. In case this moving average were to coincide
with recessonary or low growth yeas, a guaranteed minimum amount is st: $1.4 hilli on per month in 2003
$1.44 Hlli onin 2004and $1480 hlli onin 2005 These minimum amounts represent approximately 2.6 to 2.8
percent increase per yea in nominal terms.

Note that it is not clea what the federal government would do with the expeded savings from the
lower transfers. A fisca stabili zation fund that would lock up the savings 0 that they could be used later
during recessons is not expli citly established by this Compromiso, although there is general language stating
that this fundwould be established in due murse. Depending upon what growth rates one asumes, over the
five yea period, the provinces would lose anywhere from $1.5 to $7 Glli on in transfers that they would have
otherwise recéved.®®

Any major recessons over the period would have implied that the provinces could bre& even or
come out ahead. Asit turned out, the floor did not strongly favor the provinces during the first half of 2001
In addition, the federal government creaed a new financia transadions tax with the revenues proceeding
exclusively to the federal treasury. However, during the second Helf of the yea, the fixed transfers would

67 Virtually all automatic transfers were included — both the general revenue-sharing pod and tax-sharing
arrangements. This represented a de facto simplification of the labyrinth of automatic transfers described
above.

%8 SeeWorld Bank, Provincial Finances Update |V, 2001 (www.bancomundal .org.ar).
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have implied significantly more resources than otherwise would have been the cae. For 2001, asawhole, the
provinces were to recave about $2.8 hilli on (about 1.1 percent of GDP) in transfers beyond what they would
have recaved without the guarantee This contributed to substantial fiscd, politica and socia stressduring
the latter part of the year. Ultimately, the federal government was not able to transfer the full guarantee and
arreas acamulated.

The bickering over the unfulfillment of this clause was an important fad in the padliti cd
dynamics leading to the demise of the De la Rla Government and the ensuing Argentine
default. The procrastinationin provincial governments sgning a new agreement was a key
fador in demoli shing Argentine aedibility in the eyes of international markets (The
Econamist, November 17", 2009).

At the beginning of the seacond semester of 2001,the national government was unable to
transfer to the provinces al the resources establi shed in the 2000Pad. Provincia
governments took several steps attempting to enforcethe Pad: a) the Senate, by governors
request, pased alaw that establi shed that the recently imposed tax onfinancia transadions
has to be mparticipated to the provinces;®® b) the UCR governars, baded by some PJ
governars, presented a bill dedaring the “intangibility” of coparticipated revenues; and c)
the governors made aformal claim to the Supreme Court in order to enforcethe fulfillm ent
of the federal pads. This processfinished with a new addendato the 2000 @ad that
allowed the federal government to cover the aparticipated revenue shortfall s using
LECOP™ upto 40% of total transfers fixed in the Pact. Also the provinces and the federal
government agreed to establish anew way to finance provincial fiscd distressthrough
LECOP (upto one payroll ).

The shortfall i n coparticipated revenues and in owvn resources, plus the inability to get
voluntary financing throughou 2001,leal some provinces to issue low denomination
provincial debt (bonos provinciales). A few provinces had this kind of instrument before
2001, b several provincesisaued new bondsin 2001for approximately 8% of their
spending, and have cntinued to isxue in the first semester of 2002 ty approximately 20%
of their spending. The bonds usually do nd pay interest and sean generall y accepted as
substitutes for pesosin transadions within the boundaries of the provinces.

This bonos, that have mvered the deep fall i n resources avoiding difficult (in some caes
amost imposgble) spending cuts, are gopropriating the right of seignorage of the central
government. In the new dynamics after convertibility, where seignorage is likely to
bemme anonttrivia fradion d revenues, this also creaes perverse dynamic incentives.

%9 With the eonomic recesson getting worse in the second semester of 2001, the fiscd situation of national
and provincial governments deteriorated sharply. The central government (with Cavall o aready on board)
attempted to morigerate that fiscd drain by re-instating the very inefficient tax on financial transadions that
had been eliminated in the 1993Pad. Thistime, though, it wasinstated as an exclusive national tax, that
could be deduced partially from VAT (which is coparticipated), steding resources from both the provinces
and the social seaurity system. Noticethat, even though previous laws (and the Constitution with regards to
the future regime) establi shed that any new taxes have to be shared, the 2000Paa had (in pradice) replaced
that rule by the guaranteed amounts, independently of tax level and structure.

"9 LECOP (Letras de Cancdadén de Obligadones Provinciales) are low denomination debt certificates that
the federal government isaues to pay Coparticipation and to lend to provincial governments.
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Many oppatunistic provincial adors are planning to issue bonosin anticipation d this
revival of inflationary finance

As sriownintable21andin figure 7, the eonamic recesson fostered the issue of new
provincial bonds. In 9months their stock rose from 543 milli ons (6% of money
circulation) to 4816milli ons of pesos (29% of circulation). Thiswas due mostly to the
huge bondisaue by Buenos Aires (1672millionsin late 2001and ealy 2002 that now
represent nealy 35% of total provincial bonds plus national LECOPs.

Table 22
Stock of Provincial Bonos
Stock Ratio Stock of
(Milli ons of pesos) Bonosto
Before Provincial Own
) 2001 2001 2002 Tota Revenue
Province Bond

Buenos Aires  Patacon (A and B) 0 972 70C 167: 41%
Catamarca Bono Publico 25 0 0 25 65%
Cérdoba LECOR 0 20C 25C 45C 49%
Corrientes Cecaor 20C 0 0 20C 236%
Cham Quebrado 0 50 0 50 54%
Entre Rios Federal 0 49 99 14¢ 57%
Formosa Bocanfor 0 50 0 50 200%
LaRioja Bocade 0 5 0 5 21%
Mendoza Petrom 0 0 17¢ 17¢ 50%
Tucuman Bocade 36 62 40 13¢€ 76%
Total Provincial Bonds 261 138¢ 1267 291¢ 48%
Federal

Government LECOP 0 190C 0 190c

Total Bonds 261 328¢ 193t 481¢

<Figure 7 here>

The probability of repayment of these bonds varies aaossprovinces. For instance, the
Corrientes and Formosa bondstocks doulle provincial own revenues and represent 63%
and 53% of money circulationin ead ore respedively.

To closethis dion, it might be helpful to come bad to the conredion ketween national
paliti cs and the federal game. President de la Rua was thrown from government in part
dueto theincgpadty of his administrationto govern. Thisin turn had to dowith
idiosyncratic charaderistics of the aaliti on that took hm to power, bu also to therole
plaid by peronist provincial governors and their puppetsin Congress At amore micro
level, the stred riots and manifestations that marked the departure of delaRuawerein part
sportaneous mohili zations of the midde dasses after their bank savings were expropriated,
but largely due to the mohili zation d violent protests by the peronist madinery of the
provinceof Buenos Aires. After 3 presidentsin aweek, finally an agreement was readed

42



in Congress to place the boss of that machinery, Eduardo Duhalde, in the seat of President.
It has become patently clear in the last few months that the real power in Argentinaresides
in provincia governors. Their struggles for the crumbles of Argentinaand for the
presidential succession are also marking the limits for the current government. Perhaps the
only positive aspect of what we are seeing these days is that some relevant actors like the
IMF have finally understood the underlying political game, and are dealing directly with
the provincesin an attempt to build some more sustainable form of fiscal compromise.

43



V. Federalism and social sector reform in Argentina.
The Case of Education

Over the last decale or so, decentralization d pulic services, espedaly in the social
sedors, has become one of the new tenets of the “Washington-sponsored” reform agenda
facel by developing courtries.”* Argentina has not been immune to these new winds. Out
of amix of conviction, foreign presaure, pditi cd oppatunism, and shortsighted fiscd
moves, Argentina has decentrali zed large part of its ocia palicy over the last decale or so.
By 1999 povinces ent 96% of overal education spending, 70% of overal hedth
spending, and 626 of spending on social development (anti-poverty, food programs, etc)

Even though some of the postulated benefits of decentrali zation might be & work, the
implementation d reforms and, speaally the quality of palicy making and celivery in the
socia sedors, has been tainted by several of the charaderistics of fiscd and pditi cd
federalism in Argentina highli ghted throughout this paper. Inthis sdionwe provide a
sketchy narrative of some of those interadionsin the Education sedor.

IV.1 Background

The 1853 Constitution establi shed that primary educaion was aresporsibility of the
provinces. Thiswas mostly arecognitionthat, in fact, schods have been exclusively
suppated by locd efforts snceindependencein 1810. This was more the mnsequenceof a
ladk of effedive national government than any strong provincial assertion.

Resource scarcities and a growing popuation creaed the need for some national suppart.
Isolated remittal of resources was madein 1857and 1867.1n 1871alaw of Subsidieswas
sanctioned, establi shing that the national government would provide resources to fund

buil ding of schods, materials and teater salaries. In 1905the so-caled Lainez Law
(named after senator Manuel Lainez) alowed the aedion d national schodsin the
provinces that so requested. Even though this law was heavily criticized and interpreted as
a “failure of educaionfederalism,” in pradice provinces made use of it, and a parall &l
system of national and provincial schods developed. National schods paid better salaries
(and dd soin time!), so that teaders preferred to work for the National government.

Between 1956and 1976there were several unsuccesdul or partial attempts at transferring
the national primary schods to the provinces. In 1978 mostly for fiscd considerations, the
(1976:83) military dictatorship appeded to article 5 of the Constitutionto decentrali ze

" SeeAcufia and Tommasi (1999 and references there.
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primary schods.”? So that the Constitution, and appeds to “true federalism” were used to
unload 6564establi shments and 897.400 pups onto the provinces (that did na objed
abou the transfer per se, but to the éruptnessof the procedure, andto the lad of
acompanying funds).

The same agument of “red federalism” served for a new adjustment of puldic acounsin
1992, thistime focusing on seandary educaion, which | describe in the next subsedion.
The provincial “burden” for schod finance has grown progressvely over time, as depicted
in Table 23.

Table 23: Distribution of Public Sector Expendituresin Education

Year Contribution to total budget (as %)
Feder al Provincial

1961-65 57.8 422
1966-70 60.2 39.8
1971-75 584 416
1976-80 489 51.1
1981-83 431 56.9
1984-88 34.9 651
1989-91 324 67.6
1992-94 197 80.3

IV.2 Education Decentralization and Fiscal Federalism in the 1990s

In Decenmber 1991the Menem administration passed alaw that decentrali zed the
management and finance of secondary education from the federal to the provincial levels.”®
In 1993a “Federal Education Law” was sanctioned. These laws altered the traditional role
of the central government from provider of schoding servicesto “helmsman” in educdion
palicies (Argentina— Ministry of Educaion, 1999.

This processwas largely contested by provinces that interpreted decentrali zation nd as an
oppatunity for greaer locd autonamy, bu as an attempt of the federal government to
abandonits financial resporsibilitiesin the educaion sedor (Benveniste, 1999. The
transfer of the resporsibility for schoding from the national to the provincial levels,
although pubicly spoused by locd governments as aredfirmation d federalist principles,
was privately rejeded by some out of a wncern for federal fiscad and pditi cd abandorment
(Rhoten, 1999. Hanson (19949 reportsthat “the transfer of the secondary schodswas a
surprise move. Thefirst natificaion that the atempt would be made cane when the

"2\t isasad paradox that amilit ary dictatorship that violated the most sacred aspeds of the Constitution
(human rights and dvision of powers) showed such resped for the letter of the Constitution with regards to
the verticd all ocation of responsibiliti es for primary education.

3t isinteresting to noticethat, in an appendix to that law, hospitals and other social services were dso
transferred. This processimplied the transfer of 1905schodswith 112000teaters and 14200 ron-
acalemic employees, servicing arounda milli on students; aswell as 20 hedth clinics with 9.200 employees;
and 22famil y/chil dhood institutes employing 1.700agents. (The bunding of the two sedorsin one law
refleds an underlying fiscd drive over sedoral considerations).



national budget was produced and dstributed. The budget had deleted its historic financial
suppat for semndary educaion. The outcry was 9 intense that the cantral government
was almost obliged to delay the transfer whil e it developed ajustificaion, held publdic
debate and passed alaw.”

The bargaining processover educaion decentrali zation started, then, in the 1992 rational
budyet law submitted to Congressin 1991. From there the negotiations went
intergovernmental with avery adive role of governors and of the national Econamics
Ministry. The national and provincial educaion ministries only entered center stage later
on, in the discusson ower the implementation d the federal education law that
complemented the decentrali zation law.

Even though there have been recommendations of the Federal Education Courcil stressng
the pedagogicd advantages of decentrali zation, the true motor in the ad¢ual processwas the
presaure from the National Finance Ministry (from 1991Minister Cavallo).”* The transfer
of educational servicesin the 199G took dacewithou any adual transfer of additional
resources to the provinces (following the experienceof 1978. It did happen in the context
of the large increase in tax-sharing revenues after the Conwertibility plan, described in the
previous edions. Figure 8 (from Nicolini et a, 2001 ill ustrates this expansionin
revenues.

<Figure 8>

The Ministry of the Econamy insisted that the decentrali zation shoud be financed ou of
the large increase in coparticipated revenues that ensued the implementation d the
convertibility plan. Based onthe esidence presented by the ministry (including projedions
of future revenues), and oncircumstantial padlitica presaure, governors agreed that the
transfer would, in principle, be financed with those “extra” Coparticipation resources as
long as the national government would guaranteeto cover the st of services transferred in
case those revenues were to fall below the monthly average of April-Decamber 1991.

The medhanism finally used to “financethe transfer” was to define a ‘fetained” amourt of
$711.2milli ons (correspondng to the estimate of the st of the transfer) subtraded from
the seaondary Coparticipation, and dstributed to the redpient provinces as afunction d the
estimated cost of the services transferred (essentially payroll costs). Thiswas, infad, a
redistribution o secondary Coparticipation towards the provinces recaving propationally
more teaders. The law aso establi shed that, if theincrease in shared revenues with resped
to a1991 lasdline was (in the aygregate of provinces), inferior to the st of services
transferred, the national government would guaranteethat amourt. Figure 8 also showsthe

" For instance one distinguished independent deputy, Federico Clerici, dedared that “the main force behind
thistransfer has been the compromise to reduce federal government spending by $1200milli ons.” Deputy
Dumon from the opposition UCR, stated: “We treaed, within the Congreso Pedagddco, the issue of
decentralization asa social concern, but we were confronted with big news: the decentrali zation we were
instrumenting was not that of Congreso Pedagogdco, but the one we had promised to the IMF in the 1990
letter of intent.” (Repetto et a, 2001). Thereis additional evidence mnfirming the suggestion that the
genesis of the adual processof educaion decentrali zation was related to memos exchanged between the
exeautive andthe IMF, hardly an institution spedalizing in educdion (Nores, 1999.
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evolution d the diff erence between the increase in tax revenues and the (stipul ated) cost of
services transferred.

After abrief debate in Congress the law (24.049 transferring educaional services was
sanctioned in December 1991. This law constituted just the framework for the transfer
process It established that the detail s of the transferences would be establi shed by
agreements between the National Exeautive and ead o the jurisdictions; where they will
acord onany questions not considered in the law, adjusting to the particular circumstances
of ead jurisdiction. Hence, law 24049constituted the beginning of a series of (bil ateral)
negotiations between the national government and the provincial governments that would
conclude two yeas later, in Decanber 1993, with the signing of the last agreament of
transference between the national government and the governor of the province of Buenos
Aires, Eduardo Duhalde. (Thefirst agreament was sgned with president’s Menem
provinceof LaRioja) The foll owing table summarizes ome tharaderistics of the
agreements.

<Table 24: Agreementsof Transfer of National Educative Servicesto the Provinces.
1992-1993: Ordered by time of signing agreement.>

Thirteen provinces sgned before November, 1992(within ayea of the sanction d the
law), and 11 dd it later. The province of Buenos Aires was the last one to sign probably
due to the importance of the transference 33 % of all the transferred schods corresponded
to the province of Buenaos Aires. Probably the delay in signing all owed the provinceto
negotiate alditional funds for aimost 91 milli ons of pesos. More generally, the provinces
that signed later (Catamarca, Santa Fe, Corrientes and Formosa) were thase who achieved
the grant of funds for the improvement of puldic buil dings.

IV. 3 Some Tentative Conclusions

Itis gill tooealy to passany definitive judgement on the overall impad of educdion
decantrali zation, a where the pdliti cd, fiscad and pedagogicd dynamics surroundng it will
lead us. There have been some encouraging signsin the reinvigoration and operation d the
Federa Educaion Courcil, which has plaid an important role, at least in the
implementation d pedagogicd reforms. (Less ® with regards to the proper fundng of the
system)

Regarding theimpad of decentrali zation on educaion oucomes, the only methoddogicdly
soundstudy | am aware of (Galiani and Schargrodsky , 2002 seamsto find evidencethat,
on average, decentrali zation improved the performance of puldic schod studentsin test
scores. That study is nat totally freeof problems, though. The dependent variableis
performancein pulbic schodsrelative to private schods. Their finding might also be
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consistent with decentrali zation worsening the performance of private schods.”
Furthermore, as gelled ou in more detail in Tommasi (2002, aimost nore of the
theoreticd arguments on the virtues of decentralizing a pubdic servicelike educaion, seans
to have red bitein the adual decentralization d educaionin Argentina. The main reason
isthat most of the aguments that define more predsely the channels by which
“government is brought closer to the people,” do nd seem to apply to the size of Argentine
provinces (which are more ahistoricd acadent of military and fiscd techndogies two
centuries ago than “optimal schod districts’).”®

Also, there ae discussons regarding the impad of educaion decentrali zation onthe
achievement of equity objedives. There have been traditional asymmetries in the quality of
puldic educaion aaossprovinces, and it might be the cae that decentrali zation might have
increased those asymmetries. Overall, the fate of decentrali zationin ead jurisdiction hes
been deeply impaded by social condtions, aswell astheir pdliti cd relations to the national
government. In poa andisolated locditi es educaion decentrali zation hes not increased
financial autonamy from federal authorities. On the @ntrary, the ladk of technicd and
financia resources has maintained the dependence onthe central government. Provincia
governments are drcumscribed to instituting the aurricular plans handed donvn from the
national Ministry or implementing compensatory programs that are federally funded. ”’
Fiscd difficultiesin several provincesled to violent demonstrations, which even caused the
central government to intervene in ore provinceto restore order (World Bank, 1995. In
more developed locdliti es, provincial governments have taken educaion decentrali zation as
an oppatunity to detach themselves from the sphere of control of the central state.
(Benveniste, 1999,Repetto 2000,Winkler 2007)

As gdated, the overall experience of educaion decentrali zationin Argentinarequires

further analysis, bah in terms of substantive impad, aswell asin terms of the processof its
implementation. We take afew paragraphsto refled here onthe latter: onthe marks that
such processleft onthe experiment, and onthe peauliar elements of the Argentine pality
that affeded it.

The very fad that educaion decentrali zation wasin large part driven by fisca-federal
oppatunism of the central government, is arefledion o the inability of the Argentine
federal system to adjust in efficient ways. ldedly, reforms such as decentrali zation shoud
be caried ou in resporse to techndogica or democratic advantages of decentrali zed
provision, and money shoud foll ow function (and nd viceversal). Asinsistently pointed

"> Private schodls educate 25 percent of total studentsin Argentina. Of these schodls, 25 percent recéve no
subsidy whatsoever, 45 percent recave asubsidy that covers 100 gercent of their costs, and the remaining 30
percent receve partial subsidies.

% This perhaps carries a message with resped to the interadions of IFI’s “flavor of the month” buzzword
reforms, with the particulars of the politi es at the receving end.

" Furthermore, the mmpensatory assstance from the central government has been an easy prey in later fiscd
adjustments, over politi caly more sticky monies, such as those spent on uriversity education.
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out throughou this paper, the Argentine pality isafar cry from that benevolent (or
Coasean) model.’

What adually happened in the decentrali zation d educationin Argentina (* use the excess
Coparticipation revenues from improved regular tax revenues, and | guaranteeyou afloor”)
would have been roughly consistent with the idedized decentrali zation “transadion” only
under very spedfic drcumstances. That would have been a “fair” ded only insofar aswe
assume that the spending needsin al other dimensions of provincia pulic finances will be
constant, or there is an agreement that an important shift in compositionis desired.”

With resped to the “revenue guarantee”, it turns out that given the good performance of the
eoonamy in the yeas after decentrali zation, coparticipated revenues were dways above the
estimated cost of the transfer (asrefleded in figure 8), so that the guaranteewas not
binding. Inthelater part of the 1990Cs, revenues plummeted, and the national government
was unable to fulfill the aygregate transfer guaranteethat in 19992000superceded this
arrangement.

Furthermore, it is quite likely that at the level of individual provinces “the extrafunds’
were nat adually sufficient to cover the st of the transferred services even in yeas prior
to the later crisis, spedally if we take into acourt the increase in coverage andin the
patential population. Some estimates by the Federal Tax Commisson (CFl) for 1999
indicate that the total cost of the decentrali zed services, plusthe ast of implementing other
aspeds of the later Federal Educaion Law are several orders of magnitude éove the
original “guaranteed” estimates. Nonetheless sitting governors might have been more
interested in the short term funding they obtained through the negotiated agreements (Table
24) than in the medium to long term sustainability of the exercise.

As dated, the overall set of educaion reformsincluded an important role for the National
government, among other thingsin providing compensatory programs (in the more needy
areas) and infrastructure programs. These programs were substantially reduced in later
fiscd adjustments. (Nicolini et al, 2001, pp. 7980 and Appendix Tables).

The episode dso refleds on aher feaures of the Argentine pality, in particular of the
functioning of pdliti cd institutions and pdicymaking in Argentina, and onits implicaions.

The aurious and sometimes uncoordinated adions of the Econamics and the Educaion
Ministry refled on some generic charaderistics of Argentine bureaucracy that lead to poa

"8 In terms of federal spending in education, the decentralization processled to a net spending reduction of
$400milli on. This corresponded (roughly) to areduction of $800milli onin basic education and an increase
of $400 hunded in other items, espedally university education. Fundng for the paliti cized and ineffedive
National Public Universitiesisahot ticket in budyet paliti cs, sincethe parties, espedally UCR, use the
universiti es as a temporary employment agency for their adivists, and as a platform for politi ca co-optation.
"t isworth noting that sincethe City of Buenos Aires at the time was receving afixed sum of Copartipation
taxes, thisimplied that the dty, which becane “independent” in 1995 receved additi onal functions without
additiona funding.



coordination and poa interdepartmental cooperation even within administrations. This
refleds on some more general charaderistics of the Argentine bureaucracy and o the
Argentine policy making process where transient technicd bureaucrades do nd tendto
develop interdepartmental cooperation nams, and coordinationis not solved via ex ante
agreements in broader arenas such as Congress(Bambaa, Spill er and Tommasi, 2001).

In spite of the “decentralization d educaion” several adors continue to operate nationally.
A telling example occurred in 1999,when teaders' unions, with strong suppat from other
sedors of society staged a permanent camp in front of the National Congressdemanding
increases in teaders wages (which are, de jure, aprovincia resporsibility). Interestingly,
some preliminary survey work indicates that citi zens are not well aware whois responsible
for what. Furthermore, de facto citi zens might be right in assgning final resporsibility to
the National government, once one takes into consideration the overall workings of the
federal fiscd system. And even inthat spedfic example, the National government did
convali date those beli ef s by establi shing a spedal tax on carsto subsidize those wage
increases.

In genera, the overall experiment shows the aisscrossng patterns of national and
provincial pdliti csthat we have been emphasizing in this paper. One feedbadk of education
reform onto fiscd federalism is provided by the fad that after decentrali zation, the
budgetary flexibility of provincial governments has been reduced, as shoding expenses
now require alarge fradion d provincial budgets. This has implications for the future
posshiliti es of fiscd adjustment.
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receive, from 1996 on, an
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under federal
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according to law 23.548
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Figure 3: General Index of Structural
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Figure 4: Policy Area Indexes
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Figure5:
Province of Buenos Aires:

millions of pesos
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Figure®6:
Changein primary spending 1995-2001: Province of Buenos Aires, National
Government and Other Provinces
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Figure7:

millions of pesos
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Figure 8: Shared revenues and difference between the annual increase in shared revenues
and the cost of services transferred. (In millions of 2000 pesos)
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Table 1
Basic Characteristics of the Argentine Provinces

GDP % of Population Geographic Unempl. Infant

Population  percapita population with NBI area Rate Literacy Mortality
Province (2001 census) (estimated 1999 with NBI (thousands) (lkm2) (May OJ) % per 1,000
CABA. 2,720,489 15634 81 21 20C 134 02 14.7
BuenosAires 13755993 8325 17.1 2,352 307571 168/19C 974 208
Catamarca 330,996 4,887 282 B3 102,602 2.3 BC 264
Cordoba 3062,747 6,132 15.1 461 165321 12.7 96.5 194
Corrientes 9P6,939 553 314 291 83,198 168 8.7 26.1
Chaco 978,956 5967 0E 337 99,633 13 87€ 344
Chubut 408,191 6,303 21.¢ 8 224.68¢ 132 AS 18C
Entre Rios 1,152,090 6,447 20€ 237 78781 14.1/185 A€ 198
Formosa 480,276 4520 301 191 72,066 126 A0€ 314
Jguy 609,048 3812 3HE 216 53,219 186 21 244
LaPapa 208772 7,633 135 40 14344C 133 BE 124
LaRioja 287,924 5836 27C 78 89,68 138 12516 257
Mendoza 1,573671 6511 17€ 277 148827 1C AS 175
Misiones 961,274 4721 33¢€ 323 20801 41 N0.E 24.1
Neuguen 471,825 6,464 214 101 HAO07E 152 S $1°) 157
Rio Negro 519204 6,083 232 127 203,013 11.3 937 162
Salta 1,065,291 3836 37.1 3% 15548 17.1 R3 255
Sanduan 617478 6341 19€ 122 89,651 14.8 5.3 21.€
San Luis 367,104 6,367 2E 9 76,74€ 161 B3 20€
Santa Cruz 196876 6278 14.7 29 243943 14 97t 12.€
Santa Fe 2975970 7,061 17€ 524 133007 164/202 96.C 157
0. del Estero 795,661 429 382 304 136,651 182 04 17.1
Tucuman 1,331,923 4,905 2777 30 21,571 184 AL 288
T. del Fuego 100,313 7,632 24 22 22,524 10.7 RB.E 97
Total 36,027,041 772 10¢ 7,380,381 2,780,440 166 9%B.( 208

Note: NBI stands for “unsatisfied basic needs,” a commonly used measure of poverty.
Source: World Bank, NDEC, and authr computations..



Table 3.
Expenditure Assignments of Federal, Provincial, and M unicipal Gover nments

Expenditure Delivery of Service  Financing Regulatory Powers
Defense F F F
Environmental pdicy F,P,M F,PM F,PM
Education
Primary P,M P, M F,P,M
Seoondary P P F, P, M
University F F F
Foreign affairs F F F
Hedth F,P,M F,P,M F, P
Hedth insurance F,P F,P,M F, P
Immigration pdicy F F F
International trade F F F
Interstate trade F F F
regulation
Justice F,P,M F,P,M F,P,M
Monetary padicy F
Publi c safety
Prisons F,P F,P F, P
Police F, P FP F, P
Roads F,P,M F,P,M F, P
Socia howsing P F,P
Social welfare F,P F,P F,P
Transport
Sea F F F
Rail (pasengers) P F F, P
Air P F,P
Unemployment F F F
insurance

Note: F = federal level of government; P = provincial level of government; and M = municipal | evel



Table 4

Expenditure by level of Government

Year 2000 (percentages)

National Provincial

Govermmment  Goverments Municipalities

Total Expenditure
Administration
Services

Debt Service

Social Expenditure

Education
Health

Water

Housing

Social Assistance
Pensions
Employment
Other Services

52

39

31

GEB8R-G8Y

40

46

52

15

N
—

BOSTBRES

8

15

17

\]

MooRooow

Source: Ministry of Economics



Table5:
Per centage of revenues from coparticipacion withheld from each province

1997 1998 1999 2000
Buenos Aires 1 1 1 2
Catamarca 51 52 48 57
Cérdoba 25 15 3 3
Corrientes 33 48 60 55
Cham 19 20 33 39
Chubu 12 14 51 29
Entre Rios 19 19 21 23
Formosa 31 25 62 68
Jujuy 61 71 59 92
La Pampa 2 2 2 2
LaRioja 80 77 60 51
Mendoza 44 45 53 60
Misiones 26 22 40 49
Neuquén 24 2 2 9
Rio Negro 88 97 99 97
Salta 49 54 66 73
San Juan 35 33 34 41
San Luis 22 22 21 27
Santa Cruz 1 2 6 5
SantaFe 2 2 7 4
Sgo.del Estero 59 67 47 37
Tucuman 76 96 91 85
Tierradel Fuego 42 33 47 38
Total 27 28 30 32

Source Ministerio de Economia



Table6

Calendar of the main policy reforms since mid-1989 to 1998

Year Monetary and Fiscal Policy Trade Policy Privatization Deregulation
Financia Policy
1989 - Elimination of - Suspension of industrial - Raisein exports
restrictions on promotionsubsidies, raisein | dutiesand
currencies public fees. reductionin
transadions. - State companies audit; imports tariffs.
- Bonds mechanisms for their - Suspension of
reprogramming. privatization cash payment of
- VAT generdiztionand exports' refunds.
reductionin therate (15% to
13.5%); Income tax: reduction
in rates.
1990 - Bonex Plan - "Single cash” for State - Raisein exports | - Telephones.
companies. duties and - Airlines.
- Reductionin the areaof reduction of - Petrochemicals.
Central Administration. imports tariffs. - Air, ail, and roads
- Raise in taxes on companies |- Mercosur concessions.
asstsand VAT (to 15.6%), deliberation.
extension of VAT'staxable
base; derogation of taxes on
cgpital, net worth and ather of
lesser importance
1991 - Conwertibility Law | - Wipe out of the state'sdebt | - Elimination of - Telephone - State entities
law. most of the exports' | companies' stock dissolution.
-VAT raiseto 16, and later, to | duties. sae. - Cargo transport.
18%; Personal Assts Taxis |- Reductionin - Association deds
creded. imports duties and concessonsfor
- Nation/Provinces agreament: | (scdes of 0%, 11%, | fuel extraction.
services tranfers. and 22%). - Railway
- Temporary concession..
imports' regime.
- Mercosur's
Consgtitution Tredy.
1992 - Central Bank - Extended Facilities - Raiseonimports |- Gastransport and |- Mining
Charter. Agreament with IMF statistics tax. distribution. - Pharmaceutical
- Financia - Extension of VAT'staxable |- Raiseinrefunds. |- Water supply. products.
Institutions Law base; Incometax: increasein |- Advancein - Eledricity supply. | - Car transport.
Reform rates. Mercosur - Ironand sted - Ports' law
- Authorizationsto | - Natior/Provinces agreement: | preferences system. | companies.
constitute reserve minimum monthly income
requirementsin from Nation warranted.
ddlars. - Regularization of debt to
retirees.
1993 - Brady Plan - Sanction of Retirement - Agreament for the | - Y PF (energy
- Prohibition of System Reform. Common External | company)
depositsfor lessthan | - NatiorVProvinces agreament: | Tariff (Mercosur); | - Hydroelectric and
30 days. Tax structure coordination. tax freezones thermic stations.
- Mutual FundsLaw. | - Income tax modification. regime. - Eledricity
- "Seauritizaion" transmisgon.
rules. - Railway and
subway
CONCessions.
1994 - Financia - Reductionin employer - Definition of - Power stations.
Institutions Law contributions. "Common External | - Eledricity
modification: equal | - Put in operation the social Tariff" in distribution.
treatment for seaurity system. Mercosur. - Gastransport and

domestic and foreign
capital.

distribution stock
sde.




1995 - Central Bank - Increasein VAT rate: 21%; |- "Common - Power stations.
Charter extension of taxable base of Externa Tariff"in |- BahiaBlanca
modification. Income Tax and Personal force Petrochemicd.
- Fiduciary Funds Assets Tax. - Raisein imports
- Depaositsinsurance | - Partial and transitory tariffs.

elimination of the reduction in | - Reductionin
employer contributions. exports' refunds

1996 - Modification d the | - Employer contributions - Modfication o - Provincial banks.
Financial Institutions| reduction. maximum refunds
Law:lega - Raisein fuel taxes; extension | extra and intra-
framework of Income Tax base. zone.
applicable to the - Modification d family - Suspension of
asstsand liabilities | allowancesregime. refunds to the
of liquidated production d
financial institutions. capital goods.

1997 - Raiseinliquidity |- RaiseinIncome Tax rates. - Raisein externa |- Post Office

1998 requirement. - Tax Reform: reduction in tariffs, derogation | - Airports
- Mercosur: rulefor | social obligations; reductionin | of statistics tax. - Transfer
the operation of VAT rate (21% to 10.5%) for mechanism of
banks of one muntry | basic dimentary products; nuclea stations.
in the market of VAT's base expansion to - Congessonal

anacther.

exempt products: 10.5% for
cable TV; 21% for private
hedth care services and
graphic advertising; raisein
internal tax.

- Labor Law reform.

approval to sale the
Banco Hipatecario
Nadonal.

Source: Heymann (2000)




Table 7

Electoral Results, 1989-1997

1989 (b) 1991 (a) 1993 (a) 1994 (c) 1995 (b) 1997 (a) (d)

PJ and allies 46.60% 40.40% 43.10% 38.80% 49.90% 36.30%
Alianza - - - - - 36.30%
UCR and allies 33.10% 29.10% 30.20% 20.50% 17.00% 7.00%
Center and Provincial Parties 12.00% 16.20% 18.00% 11.70% 0.50% 9.20%
Left and Center Left Parties| g g4, 10.50% 3.10% 16.70% 30.70% 5.70%
(including Frepaso)

Others 1.80% 3.80% 5.70% 12.20% 1.80% 5.50%

(a) Legislative elections.
(b) Legislative and presidential elections.
(c) Elections for Constituent Assembly.

(d) Votes for the Alianza excluding those corresponding to UCR and Frepaso in districts where they presented separate tickets; votes for left
and center left parties including those of the Frepaso — when they presented different tickets- and others parties. Adding the votes

corresponding to UCR, Frepaso and Alianza the total would be 45.6%
Source: EIU (1998)




Table 8

Partisan Composition of the Chamber of Deputies 1987-1999

Political Party

Deputy Periods (1)

1987-1989 1989-91 1991-93 1993-95 1995-97 (3) 1997-99
% % % % % %
Partido Justicialista 42.9 50.0 50.2 50.2 52.1 46.7
Unién Civica Radical 46.1 37.0 33.1 32.7 26.9 26.5
UCeDe 2.8 4.7 2.0 2.0 0.8 0.4
g:mg;'mght Provincial 5.9 7.1 9.3 9.3 8.2 10.5
Center-Left and Left Parties 2.4 1.2 2.0
MODIN 1.2 2.7 1.6
Frepaso 31 9.7 16.0
Total 100 100 100 100 100 100
seats 254 seats 254 Seats 254 seats 254 seats 254 seats 254

(1) Deputy periods begin on December 10 of each odd year and end on Dec. 9 of each odd year.

Source: Jones (1998)




Table 9

Partisan Composition of the Senate, 1986-1998

Political Party

Senate Periods (1)

1986-1989 1989-1992 (2) 1992-1995 1995-1998
% % % %

Partido Justicialista 45.6 54.4/54.2 62.5 55.6
Unién Civica Radical 39.1 30.4/29.2 22.9 29.2
Center-Right Provincial Parties 15.2 15.2/16.7 14.6 13.9
Frepaso 1.4
TOTAL 99 100 100 100

46 seats 46/48 seats 48 seats 72 seats (3)

Source: Jones (1998)

(1) Senatorial periods begin on Dec. 10™ and end on Dec 9™ every 3 years

(2) In 1990 the then territory of Tierra del Fuego achieved provincial status. The province elected two senators in 1992.

(3) The number of senators should be 72 (3 or each province and 3 for Buenos Aires City) the difference arises because there are
some seats corresponding to Catamarca still vacant.

Note for tables 2 and 3: All seat totals are based on election results and do not account for minor seat changes due to defections during
the congressional term of a deputy or senator. These defections are however relatively infrequent and minor in scope. For the PJ in a
few instances parties, which represent PJ splinters at the provincial level, are included with the PJ total above. Finally, included with the
PJ and UCR totals are those candidates elected on the PJ/ UCR lists. In a few isolated cases members of the PIl, PDC and other parties
have been elected on the ticket. This phenomenon is less common for the UCR, but occurs on occasion. Center-Right Provincial Parties
effectively compete in only one province. They tend to occupy the center-right/right portion of the ideological spectrum. The totals for
FREPASO include deputies elected from parties (Frente Grande, Unidad Socialista), which later joined together to form Frepaso.




Table 10

Partisan Composition of Provincial Governments, 1987-2003

Party 1987-1991 1991-1995 1995-1999 1999-2003
Partido 17 14 14 14
Justicialista

77.30% 60.90% 60.90% 60.90%
Unién Civica
Radical 2 4 5 !

9.10% 17.40% 21.70% 30.40%
Prov_lnmal 3 5 4 >
Parties

13.60% 21.70% 17.40% 8.70%
Total 22 23 23 23

100% 100% 100% 100%

Source: Anuario Clarin,




Table 14
National Tax Revenue
(millions of pesos, year 2000)

. Total .
Social External Fuel and Income Other . Inflation
Security trade VAT internal  tax Taxes Le%il(ied Tax

1988
1989
1990
1991
1992
1993
1994

10901 3651 6,333 7,898 3,093 7,083 38,962 11,758
8,574 5836 4574 6,268 2,343 809 35,718 26,421
9308 4537 5796 5130 1,380 6,077 32,231 13,052
12,114 1,750 8,805 6,062 1444 6997 37,175 2,536
9926 2219 15376 5268 2,892 4,083 39,768
11,203 2,537 17,000 4352 4389 2540 42,086
11,558 2,735 17,432 4,231 5846 2,133 43,934




Table 15

National and Provincial Spending over GDP

Year Growth of GDP National Provincial
(%) Spending / GDP | Spending / GDP
1983-1988 3 19.8 8.6
1988-1989 -3 21.2 9.1
1990 8 19.0 9.4
1991 10 18.4 10.2
1992 8 17.5 11.5
1993 7 16.4 12.5
1994 6 16.5 12.4
1995 -3 17.2 12.7
1996 6 16.2 11.9
1997 8 16.0 11.8
1998 4 15.9 12.4
1999 -3 17.6 13.6
2000 -1 17.4 13.2




Table 17. Degree of Fulfillment of Fiscal Pacts

Issues

C.F.
B.A
Cat.
Cord
Corr
Cha
Chu.
R
For
Juj
L.P
L.R
Men
Mis.
Neu.
R.N
Sal
S.J.
S.L
S.C.
S.F.
S.E
[Tuc:

1.Tax on contratcs
1.1.Short term reduction
1.2.Medium term reduction

2. Spedfic taxes

2.1.Tax on al

2.2.Taxon ges
12.3. Tax on electricd: energy.
2.4.Tax on sanitary services

3. Tax on bank accounts and payroll

3.1.Bank accourts
3.2. Payroll taxes
4. Turnover Tax

4.1.Primary prodiction

4.2.Financial services

4.3. Insurance services

4.4. Foreign currency transactions
4.5.1ndustry

4.6.Utilities

4.7.Construction

4.8.Tourism

4.9. Research and development
5. Real estate taxes
5.1.Vauation

5.2.Tax rates

6. Tax acencies

7. Consumption tax

8. Tax oncars

18.1.Vauation
8.2.Tax rate

9. Privatization's and concessons

9.1.Energy firms

9.2. Sanitary and water utilities
9.3 Provincia Banks

Transfer of Provincial Penson System -

Totd fufiliment [ | Partial B oiiimer I mundipa ] no [ ]

Source: "Pact Federal para d Empleo, la Produccion yel Crecimiento”, UNLP, Lics. L.M.Monteverde, R. Ruiz del Castillo, S. G. Tarragoray H. Teran y Dres. T. Perez Baday J.M. Prada sobre labase de
informadén de la Direacion de Coordinacion Fiscal con las Provincias
Note: The province of Buenos Aires has privatized the water company duing 1999.




Table 19

Fiscal Figures since 1993
(in Millions of 2000 pesos)

a. Provincial governments

1003 1994 1005 109 1997 1998 1099 _ 2,000
Fiscd Deficit 2072 2359 3527 1840 1377 2470 4633 3230
Ratio Deficit / Total 8% 8%  12% 6% 4% %  13% 9%
Expenditure
Debt Services 472 571 721 1004 1052 1190 1431 1856
Retio Debt Services / % 2% % 3% 3% 4% 4% 6%
Total Revenues
Total Revenues 25507 27371 26694 20081 32617 33111 32235 32150
L .
% Change in Totd % 2% %  12% 2% 3% 0%
Revenues
Primary Expenditure 26,793 28,090 29222 20,069 31,678 33871 34933 33,503
f enditu
% Change in Primary 8% 1% 0% 8% 7% 3% -4%
Expenditure
Total Expenditure 27265 29561 20042 30273 32730 35061 36365 35359
L .
% Change in Total 8% 1% 1% 8% 7% % 3%
Expenditure
Source: Ministry of Economy

b. National Government
1003 1994 1995 1996 1997 1998 1999 _ 2000 2001
Fisca Deficit 2207 1019 2544 5839 4582 4170 7348 6936 8170
Retio Deficit / Total 5o 50 54 116 8% 7%  12%  11%  14%
Expenditure
Debt Services 2014 3150 4084 4608 5745 6660 8224 9656 9,630
Retio Debt Services /oo 6oy gy 100  10%  12%  14%  17%  19%
Total Revenues
Total Revenues 50,727 51,078 50294 47,669 55377 56,726 58455 56571 51,319
L :
% Change in Totd 1% 2% 5%  16% 2% 3% 3% 9%
Revenues
Primary Expenditure 45082 48,214 47,583 48,325 53908 54,139 55000 53,706 49,799
% Change in Primary o 10 o o o o 50 0
Expenditire 7% 1% 2%  12% 0% 20 2% 7%
Total Expenditure 47996 51,364 51667 52033 59653 60,800 63224 63362 59429
L .
% Change in Totd % 1% 2% 13% @ 2% 4%  02%  -6%
Expenditure
Source: Ministry of Economy
c. Consolidated (1993— 2001%

1093 1994 1995 1996 1997 1998 1999 2000  2001*
Fisca Deficit 1135 3378 6071 7729 5959 6640 11,981 10,166 11,777
Ratio Deficit / Total
Expenditure 0% 506  10%  13% 8% 9%  16%  14%  18%
Debt Services 3386 3721 4805 5612 6797 7.850 9,655 11512 13,560

Ratio Debt Services / 6% 6% 8%

9%

10% 11%

13% 17%

21%




Total Revenues

Total Revenues

62,517

63,677

62,479

60,864

70,319

71,504

72,846

70,680

66,274

% Change in Tota
Revenues

2%

-2%

-3%

16%

2%

2%

-3%

-6%

Primary Expenditure

58,158

62,432

62,296

61,708

67,911

69,677

72,089

69,168

64,431

% Change in Primary
Expenditure

7%

0%

-1%

10%

3%

3%

-4%

-7%

Total Expenditure

61,544

66,153

67,100

67,320

74,708

77,528

81,745

80,680

77,991

% Change in Tota
Expenditure

7%

1%

0%

11%

4%

5%

-1%

-3%

(*) 2001 provincial figures are estimated. Source: Ministry of Economy







Table 24: Agreementsof Transfer of National Educative Servicesto the Provinces. 1992-1993: Ordered by time of signing agreement.
(Numbers in thousands of pesos)

Province Agreement | National ProvincialRe | Transfer Additiona | Res. Res. Res. Payment | Students attending national
Signing Represent. | present. date | 23/05/9 | 08/06/9 | 09/02/9 |s secondary schools as a
payment |4 4 5 received | percentage of students attending
s secondary public schools
Before After
La Rioja 16-Jan-92 | Salonia Arnaudo 01-Mar-92 |0 392 353 0 745 81,42 2,43
San Juan 15-Feb-92 | Salonia Escobar 01-Mar-92 | 500 255 229 255 1.239 89,68 6,19
MCBA 19-Feb-92 | Salonia Grosso 01-Jul-92 |0 0 0 1.000 |1.000 98,36 4,61
Mendoza 28-Feb-92 | Salonia Gabrieli 01-Jul-92 |0 606 0 500 1.106 70,39 5,14
San Luis 03-Mar-92 | Salonia Saa 01-Apr-92 |0 307 176 486 969 70,43 2,74
Neuquén 10-Jul-92 | Salonia Sobisch 01-Aug-92 |0 340 0 724 1.064 31,57 0,00
Misiones 21-Aug-92 | Salonia Puerta 01-Jan-93 |0 515 0 447 962 39,33 0,73
Chaco 03-Sep-92 | Salonia Taugrenas 01-Jan-93 |0 615 0 654 1.269 33,06 0,00
Jujuy 19-Oct-92 | Salonia Dominguez |01-Jan-93 |0 397 0 526 923 61,78 0,00
Rio Negro 27-Oct-92 | Salonia Massaccesi |01-Dec-92 |0 0 0 0 0 8,28 0,00
Chubut 29-Oct-92 | Salonia Maestro 01-Jan-93 |0 0 0 555 555 59,37 1,56
La Pampa 29-Oct-92 | Salonia Baladron 01-Jan-93 |2.000 0 0 500 2.500 75,58 1,52
(Vicegov.)
Tucuman 12-Nov-92 | Salonia Ortega 01-Dec-92 |0 450 0 509 959 83,45 4,38
Cérdoba 01-Dec-92 | Salonia Angeloz 01-Jan-93 |0 0 469 1.290 |1.759 57,05 2,06
Tierra del Fuego | 14-Dec-92 | Rodriguez | Estabillo 01-Jan-93 |0 380 0 800 1.180 100,00 0,00
Santiago del 16-Dec-92 | Rodriguez | Mujica 01-Jan-93 |0 820 0 1.112  |1.932 59,81 0,00
Estero
Entre Rios 18-Dec-92 | Rodriguez | Moine 01-Jan-93 |0 1.200 |0 500 1.700 77,79 0,00
Catamarca 21-Dec-92 | Rodriguez | Castillo 01-Jan-93 |5.200 631 0 836 6.667 74,24 6,03
Santa Fe 29-Dec-92 | Rodriguez | Reutemann |01-Feb-93 |30.000 720 0 845 31.565 52,01 2,71
Corrientes 30-Dec-92 | Rodriguez |Bello, Interv. | 01-Jan-93 |9.500 1.116 176 878 11.670 54,81 0,45
Formosa 30-Dec-92 | Rodriguez |Insfran 01-Jan-93 |4.000 296 176 0 4.472 37,38 0,00
(Vicegov.)
Salta 25-Jan-93 | Rodriguez | Ulloa 01-Mar-93 |0 960 0 1.298 |2.258 46,49 0,73
Santa Cruz 16-Mar-93 | Rodriguez | Kirchner 01-May-93 |0 0 0 500 500 19,99 0,00
Buenos Aires 30-Dec-93 | Rodriguez | Duhalde 01-Jan-94 |90.900 0 0 0 90.900 58,10 0,38

Source: Falleti (2001)




