DRAFT

AN ANALYSIS OF THE CHILEAN TAX SYSTEM 

Patricio Barra         Michael Jorratt
October 1998 Version

Division of Studies · Servicio de Impuestos Internos
 

Teatinos Nº 120 · 6º Floor · Of. 600 · Telephones 692-1494 · 692-1495 · Fax (562) 692-1087 ·

E-mail addresses:  pbarra@sii.cl  ,  mjorrat@sii.cl 

SANTIAGO/CHILE



I N D E X
3

I      INTRODUCTION

II    TAX BURDEN
4


III  THE STRUCTURE OF THE TAX SYSTEM
6


3.1. Composition
6


3.2. Structure of The Tax Rates
9


IV EFFICIENCY OF THE TAX STRUCTURE
19


4.1. Simplicity
19


4.2. Neutrality
20


V EQUITY OF THE TAX STRUCTURE
21


VI TAX EVASION
23


6.1 Total Tax Evasion
23


6.2 Evasion of VAT
24


6.3 Evasion of First Category Income Tax
25


VII TAX ADMINISTRATION AND TAX COMPLIANCE
27


VIII CONCLUSIONS
29


ANNEXES
ANNEX 1
I. Taxes of Fiscal Destination -1997
II. Municipal Taxes - 1997
ANNEX 2
METHODOLOGICAL NOTES FOR ESTIMATION OF THE FAMILY AVERAGE INCOME TAX RATE
ANNEX 3
METHODOLOGICAL NOTES FOR THE  ESTIMATION OF THE EMPLOYEES TAX BURDEN IN CHILE


I
INTRODUCTION

The objective of this report is to analyze and describe the main features of the Chilean tax system from an international comparison perspective.  This report will focus on the internal tax system of Chile and consist of four aspects:  tax burden, tax stucture, efficiency and equitability of the tax system.  Additionally, and to compliment the study of these aspects we will touch on the themes of tax evasion and tax administration in Chile. 

In respect to the first two aspects, tax burden and tax structure, statistics will be constructed such as for example the level of taxes that fall on the economy, the income-consumption composition within the tax system and the level of the VAT and of income taxes imposed.  Also we will make comparisons of taxes paid by households of different countries and of different income levels.  The data utilized comes from different international publications and from direct consultation with the different tax services.  The selection of these countries has been done in an arbitrary manner taking into account economies that would be of special interest to compare with the Chilean model.  Comparisons with developed countries, Latin American countries and emerging nations of Asia will be included.  It must be taken into account however, that  the studies can be somewhat limited in scope in some cases due to the lack of availability of information.  Because of this, in some sections the number of countries will be less than in others. 

In the aspects of efficiency and equitability it is more difficult to make quantitative comparisons between countries.  Here, the characteristics of the Chilean tax system will be described in their greater or lesser orientation towards the general principals of efficiency and equitability.

After reviewing all these aspects it can be concluded that our tax system, at least compared with the majority of countries, brings together a combination of desirable attributes from the perspectives of the economy and administration of the system.  Though it shows some areas that merit further study of their improvement. 

II   
TAX BURDEN

During the analysis of the tax system the first question that needs to be answered is determine if the taxes that are imposed in an economy are of a elevated or a medium or a low level.  The tax burden that measures the collected tax revenue as a percentage of the GNP enters as a first record in relation with this question.  This indicator is a measure of how many goods and services are given to the state each year so that it can complete its functions. 

As can be seen in Graph No. 1, in 1997 the net tax revenue
 in Chile reached 18.5% of the GNP
.  It should be pointed out that the tax burden in Chile is lower than those of the developed countries and higher than the majority of the countries in Latin America. Some Asian countries are included in this graph to amplify the comparison, those that have tax burdens that are both higher and lower than the Chilean model.

It should be pointed out that the tax burden is only a partial indicator of the tax system in the sense that it only considers taxes actually collected.  To make a truly complete comparison the level of tax evasion must be taken into account, that is, what percentage of taxes imposed are actually paid. In Chile, for example the total rate of evasion borders on 26%, a level that is lower than the rest of the countries of Latin America.  Therefore it should not be concluded that because the fact that the tax burden is higher than the rest of the countries that the tax rates also will be higher than the rest of countries.  Later on, it will be observed, that in Chile the tax rates are equal to or even lower than in the rest of Latin America, but that their payment is completed more strictly than in the rest of Latin America.

	Graph Nº 1: TAX BURDEN1
 GENERAL GOVERNMENT

Amounts in Percentages

	           Country (Year)
	Includes  

Social Security2
	Does not Include Social Security2

	           Sweden (1995)
	49.5
	35.9

	           Israel  (1995)
	37.7
	33.4

	           New Zealand (1995)
	32.8
	32.8

	           Canada (1994)
	36.1
	32.6

	           United Kingdom (1995)
	34.8
	28.5

	           Italy (1994)
	39.8
	28.3

	           South Africa (1994)
	26.7
	26.3

	           France  (1995)
	42.3
	24.6

	           Portugal (1994)
	33.5
	24.4

	           Malaysia (1994)
	23.8
	23.5

	           Germany (1995)
	41.1
	23.3

	           Spain  (1993)
	33.2
	20.9

	           USA  (1995) 
	27.4
	20.7

	           Japan  (1993)
	25.9
	20.2

	           Chile (1997)
	19.9
	18.5

	           Uruguay (1995)
	27.6
	18.1

	           Brazil (1993)
	26.0
	18.0

	           South Korea  (1995)
	17.7
	17.7

	           The Philippines  (1994)
	16.5
	16.5

	           Indonesia  (1994)
	16.7
	16.4

	           Singapore  (1995)
	16.3
	16.3

	           Colombia (1994)
	17.0
	14.7

	           Argentina (1992)
	19.8
	14.6

	           Ecuador  (1994)
	13.9
	13.9

	           Panama  (1994)
	18.9
	13.0

	           Mexico  (1994)
	15.8
	12,8

	           Peru (1995)
	14.3
	12,6

	           Bolivia  (1995)
	13.0
	12,0

	           Paraguay  (1993)
	10.9
	  9.3

	           Guatemala  (1994)
	6.9
	  6.9

	           Average
	25.2
	20.2


Source:  Put together by the Division of Studies of the SII based on “Government Finance Statistics Yearbook" IMF-1996 and on "International Financial Statistics" IMF-1997.

Notes:

1 General Government Tax Revenue as a percentage of GNP for the last available year. The tax revenue of the General Government consists of budgetary and extra-budgetary tax collection of the Central Government, of the State, Regional, Provinces, and/or Local Governments. Due to lack of information tax collection of the Supra-national authorities has been excluded.

2 Refers to social security contributions that the General Government collects.

III
 THE STRUCTURE OF THE TAX SYSTEM 

3.1.
Composition 

Next we will analyze the structure of the Chilean tax system in terms of what is collected by each type of tax
.  In graph No. 2 the tax revenue amounts for 1997 are shown.  In total they represent a collection of  US$13.640 million
.  Of this amount 17% is collected by the business income tax. This includes the First Category Tax at the rate of 15%, the additional tax by foreign businesses and the additional tax that is paid by the state enterprises. The personal income tax which includes the Second Category Tax, and the ‘Global Complementario’ Tax, represents 8.7% of the total collected. The VAT represents 41.7% of the total collected. The Consumer Special Taxes (Alcoholic Beverage and Non-Alcoholic Beverage Taxes, Vehicle Taxes, Luxury Taxes, Tobacco, Cigarette, Cigar Taxes, and Fuel Taxes) make up 13.8% of what is collected.  Customs duties make up 11.1% of the tax revenue. Graph No. 2 shows a line called ‘Payment System’ that adjusts the owed tax burden with what is actually collected.  Determining in this form all sources the total collected reaches US$ 13.640 million for the year 1997. 

	Graph Nº 2: TAX REVENUE IN NATIONAL CURRENCY

Year 1997 - Amounts in Currency of January 1998

	
	[ Mill. $ ]
	[Mill. US$]
	[%of Total]
	[ % of GNP]

	 Tax Revenue Collected
	6,184,294
	13,640
	100,0
	18.5

	 Business Income Tax
	1,050,372
	2,317
	17.0
	3.1

	 Personal Income Tax
	537,482
	1,185
	8.7
	1.6

	 Value Added Tax
	2,580,429
	5,691
	41.7
	7.7

	 Consumer Special Taxes 
	852,668
	1,881
	13.8
	2.6

	 Custom Duties
	685,386
	1,512
	11.1
	2.1

	 Local Taxes1
	321,529
	709
	5.2
	0.9

	 Taxes on Legal Documents
	242,300
	534
	3.9
	0.7

	 Various Taxes2
	23,266
	51
	0.4
	0.1

	 Other Revenue3
	36,199
	80
	0.6
	0.1

	 Payment System 
	(145,337)
	(321)
	(2.4)
	(0.4)


Source: Put together by the Division of Studies of the SII based on the National Fiscal Income report of the National Treasury of the Republic and of the Budget Directory.

Notes: 

1 Consists of Real State Taxes, Professional Licenses, Vehicles Registration, and Used Vehicle Transfer Tax  (the part that corresponds to municipal collection).

2 Consists principally of Inheritance and Gift taxes and Gambling Taxes.

3 Consists of tax revenue by readjustments, fines and interests.



To compare the Chilean tax system structure with those of other countries we present in Graph Nº 3 how much is collected in income taxes and consumer domestic taxes as a percentage of the GNP. 

Chile is one of few countries in which relatively little is collected in the way of income tax, only 4.7% of the GNP.  In the traditional developed countries the amount that is collected in the way of income tax is much higher.  In countries such as South Korea and Singapore and even in some Latin American countries where can be observed amounts of income tax greater than in Chile.  In fact the average for all the countries shown is at the level of 8.2 percent of the GNP.

On the other hand while comparing the consumer domestic taxes the situation is in reverse.  In the Chilean tax system these taxes represent more than 10% of GNP.  This percentage puts our country in a similar situation to those of some European nations.  In Chile, the VAT represents almost 80% of the consumer domestic taxes.  The important collection of this tax is explained in part because its rate is relatively elevated, but above all because it responds to a unique rate applied over a substantially large base.  We must also add that in Chile the rate of evasion of the VAT is much less than in the rest of the Latin America countries.           

	Graph Nº 3: CONSUMER DOMESTIC TAXES AND INCOME TAXES

GENERAL GOVERNMENT

Amounts in Percentage

	           Country:
	Income Taxes1

GNP
	Consumer Dom. Taxes2
GNP

	           Sweden (1995)
	22.2
	11.2

	           New Zealand (1995)
	21.2
	10.3

	           Canada (1994)
	16.2
	9.1

	           Israel  (1995)
	15.9
	13.7

	           South Africa  (1994)
	13.3
	9.9

	           United Kingdom  (1995)
	13,0
	11.8

	           Japan  (1993)
	12.5
	4.0

	           USA  (1995)
	10.5
	1.5

	           Spain  (1993)
	10.4
	8.4

	           Malaysia  (1994)
	9.4
	6.4

	           Portugal  (1994)
	8.8
	13.7

	           Indonesia  (1994)
	8.6
	6.3

	           Ecuador  (1994)
	7.9
	4.1

	           France  (1995)
	7.1
	11.4

	           Singapore  (1995)
	6.8
	5.2

	           South Korea  (1995)
	6.4
	6.5

	           Colombia  (1994)
	5.7
	6.8

	           The Philippines  (1994)
	5.4
	5.1

	           Mexico  (1994)
	5.3
	7.1

	           Panama  (1994)
	4.7
	4.6

	           Chile (1996)
	4.7
	10.4

	           Brazil  (1993)
	3.9
	11.0

	           Uruguay  (1995)
	2.8
	9.6

	           Peru  (1995)
	2.6
	7.5

	           Argentina  (1992)
	 2.1
	3.9

	           Paraguay (1993)
	1.5
	5.1

	           Guatemala (1994)
	1.3
	3.8

	           Bolivia (1995)
	0.5
	7.4

	           Average
	8.2
	7.7


Source: Put together by the Division of Studies of the SII based on "Government Finance Statistics Yearbook", IMF-1996 and “International Financial Statistics", IMF-1997.



          Notes:



1 Considers taxes on income, profits and capital gains obtained by individuals, corporations or other agents. Excluded  are social security contributions.  The  amount of collection considers only budgetary tax revenue.

2 Considers domestic taxes -excludes custom duties- on sales of goods and services, including value added taxes or excise taxes.  The collection amounts consider only budgetary tax revenue.

3.2.
Structure of The Tax Rates 

 VAT rate 

The legal structure of  the VAT is a standard rate of 18% that taxes  the sales of goods and service industries in the economy.  The tax has limited exemptions, principally in the area of personal services and there also can be found special rates applied on certain consumer goods.

In graph No. 4 the VAT standard rate of each country is compared pointing out that the VAT rate of Chile at 18% is higher than the average VAT rate shown for the other countries which only reaches 13.7%.  Nevertheless, it should be pointed out that at a Latin American level the general rate of VAT in some countries such as Uruguay(23%) and Argentina (21%) are even higher than in our country.
	Graph Nº 4: Value Added Tax Rates 

Year 1996 

	                            Country
	Standard Rate1  (%)

	                            Sweden
	25.0

	                            Uruguay
	23.0

	                            Argentina
	21.0

	                            France
	20.6

	                            Italy
	19.0

	                            Chile
	18.0

	                            Peru2
	18.0

	                            United Kingdom
	17.5

	                            Israel
	17.0

	                            Portugal
	17.0

	                            Spain
	16.0

	                            Colombia
	16.0

	                            Germany
	15.0

	                            Mexico
	150

	                            South Africa
	14.0

	                            Bolivia
	13.0

	                            New Zealand
	12.5

	                            South Korea
	10.0

	                            Ecuador
	10.0

	                            The Philippines
	10.0

	                            Indonesia
	10.0

	                            Paraguay
	10.0

	                            Guatemala
	10.0

	                            Brazil
	[10.0-15.0]

	                            Canada
	7.0

	                            Honduras
	7.0

	                            Panama
	5.0

	                            Japan4
	5.0

	                            Malaysia5
	[5.0-15.0]

	                            Singapore
	3.0

	                            USA.
	-

	                            Average6
	13.7


Source: Put together by the Division of Studies of the SII based on "Corporate Taxes: A Worldwide Summary", Price Waterhouse-1996.


Notes:

1 It is considered as a standard rate the rate which is applied in general terms on sales and purchase transactions. Regardless of this, in some countries VAT special rates are applied on certain products, services or  economic sectors, a situation that is not reflected in this standard rate.

2 This rate includes the 2% corresponding to the  Municipal Promotion Tax.

3 There is a great spectrum of rates in the indicated range. Also there are state tax rates on sales that fluctuate between 7% and 25%.

4 Went in force after April 1997.

5 Applies a general ad-valorem tax on the sales in only one single stage. The tax rate is in the indicated range.

6 Excludes Malaysia, Brazil, and the USA.
 Personal Rates: The Case of the Employee.

The Chilean tax system uses a structure of progressive rates to tax the income of employees. The same as in the tax systems of the majority of countries. This tax is called the Second Category Unique Income Tax.  It considers 7 income brackets.  The first income bracket includes incomes less than US$ 550 monthly.  The marginal maximum rate is applied at 45% for income of more than US$ 6,600.  In the international context the marginal maximum rate of 45% of the Chilean tax system appears to be relatively high, (graph No. 5 ) taking into account that the marginal maximum rate average for the countries together is only 31.8%.  Nevertheless in countries like France (56.8%) and Spain (56%) the marginal maximum rate is higher.
	Graph Nº 5: MARGINAL PERSONAL INCOME TAX RATES1

Year 1996

	             Country
	          Marginal Maximum Rate [%]

	France
	56.8

	Spain
	56.0

	Chile
	45.0

	South Korea
	40.0

	USA2
	39.6

	Mexico
	35.0

	Argentina
	33.0

	Malaysia
	30.0

	Singapore
	30.0

	Indonesia
	30.0

	Peru
	30.0

	Canada2
	29.0

	Brazil
	25.0

	Paraguay
	  0.0

	Uruguay
	  0.0

	Average
	31.8


Source:  Put together  by the Division of Studies of the SII, based on  "Personal Taxes: A Worldwide Summary", Price Waterhouse-1996.

1 Does not consider subsidies, deductions, or  tax credits. 

2    Corresponds only to the structure of federal rates.

The comparison of the previous column does not consider the income levels in which these rates begin to be applied, nor do they consider the existence of exemptions, deductions or tax credits that reduce the personal income tax burden of the taxpayer.  Because of this it would be appropriate to compare average rates of the personal income tax, taking into account these elements.  In graph No.  6 there is a comparison of how much in taxes a household pays in different countries and with different income levels.  This estimation has been obtained supposing that a resident family in a country is composed of a married couple with two children, with income solely of domestic origin. In scenarios 1 and 2 it is considered that the total of  household gross income is earned solely by one of the parents, and that 100% of the income corresponds to a salary as an employee.  Scenarios 3, 4, and 5 consider that 75% of the household gross income is earned by the main taxpayer whose income is 88% derived from a salary earned as an employee.  The other taxpayer who earns the remaining 25% earns all of it in the form of a salary as an employee.  The average income tax rate considers the taxes on income, national as well as local, expressed as a fraction of household gross income.  The details of the methodology and the assumptions made in the estimation can be consulted in annex No. 2, included at end of this report.

	Graph Nº 6: AVERAGE FAMILY INCOME TAX FOR EMPLOYEE1  [%]
Year 1996


	Gross Family Income 2:

[US$/month]

Main Taxpayer Income:

Main Taxpayer Salary:
	Scn. 1

500 

100%

100%
	Scn. 2

2,500

100%

100%
	Scn. 3

5,000 

75%

88%
	Scn.  4

10,000 

75%

88%
	Scn. 5

15,000 

75%

88%

	           Country3:
	
	
	
	
	

	           Canada
	5.2
	26.5
	27.8
	37.2
	41.0

	           Spain
	0.0
	11.5
	17.9
	27.8
	34.8

	           USA.
	0.0
	9.1
	16.4
	26.3
	31.5

	           Mexico
	8.1
	22.9
	22.9
	27.5
	29.2

	           Indonesia
	6.2
	14.4
	16.4
	21.6
	24.0

	           Chile
	0.0
	4.4
	5.8
	16.5
	23.1

	           Malaysia
	0.6
	10.9
	12.7
	19.4
	22.4

	           South Korea
	0.0
	5.7
	9.0
	16.0
	21.2

	           Peru
	1.1
	11.7
	11.3
	16.7
	19.6

	           Brazil
	0.0
	7.8
	10.8
	16.9
	19.4

	           France
	0.0
	0.0
	5.2
	11.9
	16.3

	           Taiwan
	0.0
	4.0
	6.1
	11.8
	15.9

	           Singapore
	0.0
	2.3
	3.8
	8.1
	10.7

	           Argentina
	0.0
	0.0
	0.8
	5.1
	9.0

	           Paraguay
	0.0
	0.0
	0.0
	0.0
	0.0

	           Uruguay
	0.0
	0.0
	0.0
	0.0
	0.0

	           Average
	1.3
	8.2
	10.4
	16.4
	19.9


Source:  Put together by the Division of Studies of the SII, based on information given by tax authorities of the countries and  "Individual Taxes: A Worldwide Summary - 1996", Price Waterhouse.







Notes:







1 See Annex 2 “Methodological Notes”.

2 For each country this value has been converted into domestic currency according to the exchange rate of December 31, 1995.

3 With the exceptions of South Korea, Uruguay, and Paraguay, the tax calculation has been verified by authorities and experts of  the tax administrations of each country.  It should be pointed that in Uruguay and in Paraguay there is no personal income tax.







The results of this exercise contradict something that has been considered true in recent times, that is that in Chile the personal income taxes are very high, especially those for people of higher income.  In the higher income level the family that receives US$ 15,000 per month pays at the rate of 23.1%.  Even though this is higher then in Argentina (9.0%) it is similar to what would be paid in Asian economies such as Malaysia(22.4%) or Indonesia (24.0%).  And it certainly is lower than in Canada (41.0%), Spain (34.8%) and the USA (31.5%).  The behavior of these rates while lowering the family income reveals that tax system in our country applies averages rates clearly lower than in the rest of the countries. For instance, in the scenario of taxpayers earning US$ 2,500 per month the average rate is lower than in the majority of the countries.

 Corporate Rates.

In our country corporate income are taxed by a general and unique percentage of 15%.  This tax is called the First Category Income Tax.  The percentage of 15% is among the lowest in the context of all the countries analyzed such as can be seen in Graph No. 7.

	Graph Nº 7: CORPORATE INCOME TAX 

Year 1996

	                      Country
	 National Rate  [%]
	 Local Rate [%]
	 Effective Rate [%]

	                      Canada1
	29.1
	15.5
	44.6

	                      France
	33.3
	3.3
	36.6

	                      Spain
	35.0
	0.0
	35.0

	                      Mexico2
	34.0
	0.0
	34.0

	                      Argentina
	33.0
	0.0
	33.0

	                      Malaysia3
	30.0
	0.0
	30.0

	                      Paraguay4
	30.0
	0.0
	30.0

	                      Peru
	30.0
	0.0
	30.0

	                      Uruguay
	30.0
	0.0
	30.0

	                      Singapore
	26.0
	0.0
	26.0

	                      South Korea5
	[17.6 - 30.8]
	0.0
	[17.6 - 30.8]

	                      Brazil6
	[21.3 - 30.56]
	0.0
	[21.3 - 30.56]

	                      USA.7
	[15.0 - 35.0]
	[0.0 - 12.0]
	[15.0 - 47.0]

	                      Chile
	15.0
	0.0
	15.0

	                      Indonesia8
	[10.0 - 30.0]
	0,0
	[10.0 - 30.0]

	                      Taiwan9
	[0.0 - 25.0]
	0.0
	[0.0 - 25.0]


Source: Put together by the Division of Studies of the SII, based on "Corporate Taxes. A Worldwide Summary-1996” Price Waterhouse.




Notes:



1 The basic rate is 38% except for manufacturing industry in which the rate is 31%. 10% is discounted for provincial taxes.  And finally there is a surtax of 4% above federal tax.  The typical local rate is 15.5% except for  manufacturers in which it is 13.5%. 

2 The general rate is 34% except for the following cases: Agriculture and Book Publication (17%), and investments in productive infrastructure (25.5%).

3 The general rate is 30% except for the petroleum industry in which it is 40%.

4 The general rate is 30%, except for agriculture in which it is 25%.  Businesses with an annual income of less than US$ 17,330 pay at a rate of 3%.

5 The rate is 16% until W 1,000,000.  Over this amount 28% is charged.  Also there is a surtax equivalent to 10% of the corporate tax.

6 The federal rate is 15% with a monthly surtax of 10% over profits of RS 240,000.  Also businesses pay an 8% social security tax.

7 The rate varies in accord with income between 15% and 35%.  The local rates vary according to each state. Some have no corporate taxes while in others have rates up to 12%.

8 The rate varies in accord with income in between 10% and 30%.

9 Businesses pay a rate in accord with their income between 0% and 25%.

In this sense, it should be pointed out that the corporate rate in Chile is around the half of the rate that is applied in countries such as Canada (29.1%), France (33.3%), Malaysia (30%), Argentina (33%), or Mexico (34%).
 Personal Rates: The Case of the Sole Proprietors and the Stockholders or Partners in an Enterprise.
The comparison of preceding section nevertheless, is not totally precise because in Chile the taxes that the businesses pay do not constitute a final tax but take the form of a withholding on account of personal taxes that the business owner will pay.  In fact the First Category Income Tax paid by corporations at 15% constitute a credit against the personal income tax that their owners pay. This last tax operates with the same progressive rates as the Second Category Unique Income Tax.

Next we will make a comparison of the income tax paid by a sole proprietor, considering what he pays at the business level as well as what he pays at the individual level.  To arrive at this estimate we  have done an similar exercise in the case of the employee, calculating the average income tax rate that affects his family group.  In this case we have considered two types of business owner.  In the first case we will look at the sole proprietor who withdraws the whole of his profits generated from the business (Graph Nº 8a). In scenarios 1 and 2 it is considered that the total of household gross income is earned solely by one of the parents, and that 100% of the income corresponds to gross profits earn by the business.  Scenarios 3, 4, and 5 consider that 75% of the household gross income is earned by the main taxpayer whose income consists of 88% of the business profits.  The other taxpayer who earns the remaining 25% earns all of it in the form of a salary as an employee.  The average income tax rate considers the taxes on income, national as well as local, expressed as a fraction of household gross income.

The second case, that case of a partner or shareholder who receives dividends paid by a ‘model business’
 is analyzed (Graph Nº 8b).  In scenarios 1 and 2 it is considered that all of the household gross income is earned by only one of the married partners and that 100% of that corresponds to the gross dividend from the business or partnership that he/she participates in.  Scenarios 3, 4 and 5 consider that 75% of the household gross income is earned by the main taxpayer whose income is derived 88% from dividends.  The other taxpayer who earns the remaining 25% obtains the income             in the form of a salary earned as an employee.  The methodology and the assumptions in this estimate can be consulted in Annex 2 at the end of this report.

The results indicate that the average rates that affect the sole proprietors -- reflecting the corporate income tax and the personal income tax -- in the majority of countries are higher than those for a employee under the same income scenario.  In Chile, the taxes paid by sole proprietors and employees turn out to be relatively similar because they are submitted to the same tax scale.  In this case, the difference comes from the pension plan tax deduction and the health insurance available for the employee while the sole proprietor has available to him only the pension plan tax deduction.
	Graph Nº 8a: SOLE PROPRIETOR  BUSINESS INCOME TAX

AVERAGE FAMILY RATE1  [%]
Year :1996


	Gross Family Income 2:

[US$/month]

Main Taxpayer Income:

Main Taxpayer Profit:
	Scn. 1

500 

100%

100%
	Scn. 2

2,500

100%

100%
	Scn. 3

5,000 

75%

88%
	Scn.  4

10,000 

75%

88%
	Scn. 5

15,000 

75%

88%

	           Country3:
	
	
	
	
	

	           France
	29.7
	41.6
	36.3
	47.1
	53.1

	           Canada
	0.0
	22.9
	27.8
	37.2
	41.0

	           South Korea
	9.3
	16.6
	16.1
	22.0
	26.1

	           USA.
	0.0
	8.0
	15.1
	24.9
	29.8

	           Mexico
	9.5
	23.2
	22.8
	27.3
	29.1

	           Taiwan
	18.9
	25.9
	20.4
	24.6
	27.7

	           Chile 
	0.0
	4.9
	6.2
	17.0
	23.5

	           Indonesia
	10.0
	17.2
	16.1
	20.8
	23.1

	           Peru
	30.0
	30.0
	21.9
	22.7
	23.0

	           Uruguay
	30.0
	30.0
	20.2
	20.2
	20.2

	           Paraguay
	10.0
	30.0
	19.8
	19.8
	19.8

	           Brazil
	0.0
	8.6
	11.4
	17.2
	19.6

	           Argentina
	0.0
	4.9
	7.0
	11.5
	14.2

	           Singapore
	0.0
	5.4
	6.7
	11.4
	13.9

	           Average
	10.5
	19.2
	17.7
	23.1
	26.0


Source:  Put together by the Division of Studies of SII, based on information given by the tax authorities of the countries and  "Corporate Taxes: A Worldwide Summary - 1996", Price Waterhouse.




Notes:






1 See Annex 2 “Methodological Notes”. 

2 For each country this value has been converted to domestic currency according to the exchange rate in effect December 31, 1995.

3 With the exception of South Korea, Uruguay and  Paraguay, the tax calculations have been verified by authorities and experts of the administrations of each Country.

Consequently, while comparing the average tax rates that apply on sole proprietors in Chile they have a favorable situation in respect to the other countries to that of the employees.  In fact, if one considers the scenario of US$ 15,000 per month, the family average rate that a sole proprietor in Chile pays, is 23.5% while the average for all the countries combined is 26.0%.

On the other hand the analysis reveals that stockholders of businesses pay at an even higher rate than sole proprietors and employees for several countries.  This is explained in general terms because in various countries sole proprietors pay taxes in a manner similar to that of employees but stockholders are confronted by the corporate rates paid by their business as well as by the personal rates that they are confronted with as dividend receivers. Again, in Chile the integration of taxes causes them to pay taxes similar to those of employees under the same scenario of gross family income tax. Even though at a rate slightly higher, given that stockholders cannot invoke deductions from pension plan or health insurance payments.
	Graph Nº 8b: INCOME TAX FOR BUSINESS PARTNERS OR STOCKHOLDERS

AVERAGE FAMILY RATE1  [%]
Year 1996


	Gross Family Income 2:

[US$/month]

Main Taxpayer Income:

Main Taxpayer Profit:
	Scn. 1

500 

100%

100%
	Scn. 2

2,500

100%

100%
	Scn. 3

5,000 

75%

88%
	Scn.  4

10,000 

75%

88%
	Scn. 5

15,000 

75%

88%

	           Country3:
	
	
	
	
	

	           France
	29.7
	41.6
	36.3
	47.1
	53.1

	           Canada
	35.4
	44.5
	39.1
	45.5
	49.1

	           USA.
	35.0
	37.3
	33.4
	40.9
	44.6

	           Indonesia
	33.3
	37.3
	30.3
	35.4
	37.8

	           South Korea
	9.3
	16.6
	16.1
	22.0
	26.1

	           Mexico
	18.1
	30.0
	26.3
	29.0
	30.2

	           Taiwan
	18.9
	25.9
	20.4
	24.6
	27.7

	           Chile 
	0.0
	5.8
	7.1
	18.4
	24.5

	           Peru
	30.0
	30.0
	21.9
	22.7
	23.0

	           Argentina
	33.0
	33.0
	22.1
	22.3
	22.9

	           Uruguay
	30,0
	30.0
	19.8
	19.8
	19.8

	           Paraguay
	30.0
	30.0
	19.8
	19.8
	19.8

	           Brazil
	0.0
	11.4
	13.1
	15.9
	17.0

	           Singapore
	0.0
	5.4
	6.7
	11.4
	13.9

	           Average
	21.6
	27.1
	22.3
	26.8
	29.3


Source:  Put together by the Division of Studies of the SII, based on  information obtained from the tax authorities of each country and from “Corporate Taxes: A Worldwide Summary - 1996", Price Waterhouse.



Notes:






1 See Annex 2 “Methodological Notes”.

2 For each country this value has been converted to domestic currency according to exchange rate of December 31, 1995.

3 With the exception of South Korea, Uruguay, and Paraguay, the tax calculation has been verified by tax authorities and experts in tax administrations in each country. 



If one considers the scenario of US$ 15,000 per month, the family average rate that a stockholder in Chile pays is 24.5%.  This compares with the average of all the countries at 29.3%

What this exercise shows is that business owners in Chile pay lower taxes than in the majority of the countries considered in this comparison. 

Summing up, the analyses of international comparison, it can be pointed out that the average rates for dependent workers in Chile move relatively in line with the international standards, not withstanding that the maximum marginal tax rate appears to be among the most elevated.  Nevertheless, in the case of business owners it turns out to be amply evident that they are faced with a tax rate in Chile that is among one of lowest and also they have a very favorable degree of flexibility in their tax payment schedule.  When profits are retained in the company they only pay at a rate of 15%, postponing the payment of taxes until the profits are distributed or finally withdrawn. 

On this issue, it is important to point out that in the previous exercises the possible mechanisms and loopholes that each tax system offers that would reduce the tax burden are not discussed. In Chile some of these elements that operate in favor of business owners are the following. 
· Real estate tax paid by the business is permitted as a credit against the corporate tax paid by the business and a fraction equivalent to 4% of new fixed assets.

· There is a mechanism spelled out in article 14 of the Income Law that exempts from personal income taxes the withdrawal of earnings from the time they are reinvested in other businesses.

· The formulation of investment partnerships that make possible the division of withdrawals that reduce the tax  burden for the partners. 
IV
EFFICIENCY OF THE TAX STRUCTURE

4.1.
Simplicity

An important characteristic in considering and evaluating all tax systems is their simplicity.  Even though this characteristic is difficult to define in quantitative terms it is presumed that the tax systems with the greatest number of different tax types, different rates and exemptions tend to be more complex as much for the taxpayers as for the tax collectors.

In particular, an indicator of simplicity is based in the VAT and can be useful for evaluating this characteristic is the number of exemptions that their legislation contains.  Next, in graph No. 9 this information is shown. 

	Graph N° 9: NUMBER OF EXEMPTIONS IN VAT LEGISLATION1

Year 1988

	Country:
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Source: Extracted from “Valued Added Tax, International Practice and Problems”. Tait, A. IMF-1988.

Notes:
1
Does not  include the treatment of exportations.

2
X=  Simple exemption ;   Z=  Total exemption.

Since 1974 when the VAT was introduced in Chile it has advanced progressively in terms of elimination of special treatments and exemptions.  The current situation that coincides with that of 1988 is reflected in the previous graph and it illustrates a reduced number of exemptions in relation to the majority of countries.  Moreover, if one considers that in various tax systems these exemptions are superimposed by a number of different rates -- while in Chile there is only one rate -- it can be concluded that the Chilean VAT brings together elements of simplicity from a perspective of international comparison.  This is especially relevant because through the VAT 40% of our tax income is collected.

In the case of  income tax there are no good comparison indicators available with other countries as in the previous example.  Nevertheless, through contact with tax authorities of other countries it has been possible to point out that this  tax shows a level of complexity relatively greater than that of the VAT.  The legislation on Income Tax in Chile in its current version is the result of a series of reforms and modifications constantly underway since its publication in 1974.  The majority of these modifications have been implemented trying to resolve particular problems of the law which have lost relevance over time and have come to be problematical in terms of simplicity.  A revision of these is being considered for the near future.

4.2.
Neutrality

The tax system should also be analyzed in terms of neutrality.  One principle of neutrality is that taxation should not discriminate in terms of the origin of the income. In the case of business income taxes there is not a special treatment given to different types of businesses, or, to certain economic sectors as in other countries.  There are certain exceptions to this principal such as the taxes on an imputed basis to certain taxpayers in agriculture, mining and transportation;  the DL 701 in the forestry sector
;  and the DFL 2
, but in the wider context these are not of great importance
. 

On the other hand the Chilean tax system is neutral in terms of preventing double taxation. The VAT in essence is a system that prevents double taxation, because it deducts credits paid from debited payments. The integration of taxes on business and on business owners other income, the total exemption, of the VAT to exporters, and the relatively low single customs fee (excepting the trade regulated by international treaties
), are also elements that point in the direction of preventing double taxation. Recently there have been legal changes brought about tending to authorize as credits the taxes that have been already paid in other countries when profits have been repatriated.  In the future this will be an area that our country will continue perfecting legislatively through measures against double taxation.

V
EQUITY OF THE TAX STRUCTURE

From the point of view of horizontal equity, as was pointed out in the previous section, the Chilean business income tax is generally implemented on an uniform basis for all taxpayers.  On the other hand, the Chilean personal income tax considers as a taxable base all the income received by a taxpayer.  It should be pointed out that in both strata of taxpayers, business and personal, the system operates uniformly.  Comparing the situation of the employee with the business owner produces some degree of horizontal inequity. In the business income tax case the situation is more flexible as profits are only taxed when withdrawn from the business.  In addition, the business income tax constitutes a credit to the business owner.  On the other hand, the Chilean VAT, being a tax with few and limited exceptions, also contributes to horizontal equity. 

From the point of view of vertical equity the Chilean tax system presents some aspects oriented to not taxing as heavily those taxpayers of lower paying capacity. The structure of the personal income tax has in place a first bracket exempt from payment and a higher bracket with a marginal rate relatively elevated.  In the preceding sections we have presented an international comparison of the progressive aspects of the tax income through a comparison exercise of the average income tax rates for households under different income scenarios. Nevertheless taxpayers in Chile not only pay on income but also on transactions of goods and services that are made.  Among these taxes are the VAT, the additional taxes to the VAT, the specific taxes, the customs fees, and the real estate taxes.  Contrary to income taxes, which are progressive, the majority of these taxes operate with proportional rates. Because of this it is interesting to extend the exercise and quantify the progressive aspect when considering these taxes. In this form we measure the vertical equity of the Chilean tax system in its entirety. 

Graph No. 9 compares how much a family in Chile pays in taxes under different tax scenarios.  This exercise considers employees that earn all of their salaries in cash form. In the two scenarios of higher income, savings are considered as well as rebates under Article 57 bis.  The details of the assumptions and the methodology used in this graph are included in Annex 3 at the end of this report.  It can be seen that the tax burden for these taxpayers included in this exercise vary between 15.2%, for those who earn a monthly income of  Ch$ 100,000 (US$ 250), and 32.9%, for those with incomes of Ch$4,000,000 (US$ 10,000) monthly.  The simple average of these rates is in the range of 20%.  But this amount is not representative.  Around 4,360,000 individuals (approximately 94%) declare monthly incomes less than Ch$ 500,000 (US$ 1,250) and their burden does not exceed 15%.  Only 16,000 individuals ( 0.3% of the total) declares monthly incomes higher than 4 million monthly. Calculating the weighted average tax burden results at around 15.5% of gross income. This amount is slightly lower than the tax burden that is obtained by the aggregated collection of taxes expressed as a fraction of the GNP.   

	Graph Nº 9

	ESTIMATION OF TAX BURDEN FOR EMPLOYEES 

	Year 1997 - Amounts in currency of December 1997

	
	Gross Income1 [Ch$/monthly]

	  Concepts
	100,000
	200,000
	400,000
	1,000,000
	2,000,000
	4,000,000

	-Social Security Contributions
	20,000
	40,000
	80,000
	159,039
	159,039
	159,039

	=  Income after S.S.C.
	80,000
	160,000
	320,000
	840,961
	1,840,961
	3,840,961

	-   Rebates Art. 57 bis.
	0
	0
	0
	0
	30,000
	60,000

	=  Taxable Base 
	80,000
	160,000
	320,000
	840,961
	1,810,961
	3,780,961

	-   Income Tax
	0
	0
	1,175
	32,209
	166,127
	895,952

	=  Available Income 
	80,000
	160,000
	318,825
	808,752
	1,644,834
	2,885,009

	-   Savings
	0
	0
	0
	0
	164,483
	577,002

	=  Income Destined to Consumption 
	80,000
	160,000
	318,825
	808,752
	1,480,351
	2,308,007

	
	
	
	
	
	
	

	   VAT
	10,720
	21,120
	39,534
	86,537
	158,397
	246,957

	   Customs Fees 
	2,888
	5,690
	10,651
	23,313
	43,672
	66,530

	   Additional Consumer Taxes
	166
	329
	622
	1,065
	1,950
	3,041

	   Tobacco and Fuel 
	1,248
	2,494
	6,376
	17,041
	31,193
	48,633

	   Municipal Taxes
	226
	769
	2,735
	19,322
	35,367
	55,141

	
	
	
	
	
	
	

	   Total Taxes
	15,248
	30,401
	60,925
	178,921
	437,809
	1,317,966

	
	
	
	
	
	
	

	   Average Tax Rate
	15.2%
	15.2%
	15.2%
	17.9%
	21.9%
	32.9%

	
	
	
	
	
	
	

	   Number of Persons2 (approximate)
	2,880,000
	720,000
	760,000
	220,000
	50,000
	16,000


Source: Put together by the Division of Studies of the SII based on Survey of Family Tax Budgets IV INE-1988.

Notes:
1
Expressed in pesos of December 1996.

2

Corresponds to a wide approximation calculated on the base of the distribution of all personal income taxpayers including the Second Category Tax and the Total Complimentary Tax by income levels of 1996.

VI
TAX EVASION 

As was pointed out in the first sections, in the analysis of the tax system the subject of evasion cannot be omitted.  An important part of how this system operates in practice is a consequence and at the same time a cause of compliance on the part of taxpayer.  Following, we will look at some estimations made to quantify this phenomena in different circumstances.  These are made without intending to give an exact account of their dimension but instead permitting the formation of an idea concerning to orders of magnitude. 

6.1
Total Tax Evasion 

The general method that has been used to estimate evasion in each type of tax consists of the construction of a theoretical aggregate to the taxable base in agreement with what was established by the legislation.  For this, independent sources of information have been utilized (mainly National Accounts) that were appropriate to each tax.  Later, the theoretical tax revenue was estimated applying the tax rates in effect on the theoretical base and were compared with the amount actually collected.  The result being the amount of estimated evasion.  The specific estimation methodology for the two most important taxes, VAT and income tax are described in the following sections.  Next, in graph No. 10 we see the results of the estimation of total evasion for 1995.

	Graph Nº 10: ESTIMATION OF EVASION BY TYPE OF TAX     

Year 19951

	Type of tax 
	Income tax2
	VAT
	Specific Taxes3
	Others4
	Tax Reim-

bursements5
	Total

	Amount[mmUS$Jan.98]
	1,943
	1,828
	36
	65
	136
	4,008

	Rate of Evasion [%]
	37.5
	23.5
	3.4
	18.8
	6.1
	26.0


Source:  Put together by the Division of Studies of the SII based on information from the National Accounts of the Central Bank. 

Notes:






1
Corresponds to commercial year l995.

2
Includes First Category Income Tax, ‘Global Complementario’ Tax, and Additional Tax.

3
Includes Tobacco and Fuel Taxes.

   4
Includes Tax on Legal Documents, Inheritance and Gift taxes, Mine Licenses and Gambling. 
   5
This amount correspond to illegal reimbursements of VAT and the evasion rate has been estimated as the percentage that represents said amount over the theoretical reimbursement. 
Estimation indicates an total evasion amount of the order of US$ 4,000 million.  The majority of this is from evasion of VAT and Income Tax.  The total rate of evasion reaches 26% of theoretical tax revenue. 

6.2
Evasion of VAT

To measure evasion in the case of VAT a procedure is utilized internationally based on the amounts of consumption in national accounts, identifying that each part of the said consumption affects the VAT and calculating in this form the ‘Theoretical VAT’. Comparing this component with the VAT actually collected the proportion of evasion can be determined.  Of the total VAT, reimbursements to exporters is discounted with the object of reflecting in the denominator what the tax authorities actually collect.

Graph No.1 shows the 1989-1996 series, demonstrating that over the last years their has been a relatively important reduction in the level of VAT evasion, despite that in this period there has been an increase of 16% to 18% in the VAT rate.
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Next in graph No. 11 it can be seen that the rates of compliance in Chile are much higher than in the rest of Latin America. And, also Chile has a higher compliance rate than does Spain.  Canada is a special case because the VAT has only been in force a few years. And it is probably a transient figure which in the future probably will be much lower than in this study.  Countries such as New Zealand, Israel and Sweden show evasion rates of one digit. Even though exact information is not available in France and England the estimated rates of evasion in these countries are less than 10%.  In the USA there is no VAT.  But the authorities say that the total rate of evasion is less than 15%.

	Graph Nº 11: VAT EVASION RATE

Year 1993 - Amounts in Percentage

	           Country
	Net VAT Evasion Rate1

	           New Zealand
	5.1

	           Sweden
	5.4

	           Israel
	7.8

	           Portugal
	14.0

	           South Africa
	14.6

	           Canada
	23.0

	           Chile
	23.0

	           Spain
	26.0

	           Uruguay
	29.7

	           Argentina
	31.5

	           Honduras
	35.4

	           Columbia
	35.8

	           Hungary
	36.3

	           Mexico
	37.1

	           Ecuador
	38.2

	           The Philippines 
	40.8

	           Bolivia
	43.9

	           Guatemala
	52.5

	           Peru
	68.2


Source: "Medición del Cumplimiento Tributario y Análisis de sus Determinantes", C. Silvani y J. Brondolo, IMF-CIAT-1993.


Notes:

1 VAT evasion amounts as percentage of its Theoretical Net Revenue (VAT General plus import VAT).

6.3
Evasion of First Category Income Tax 

The theoretical base is estimated after examining the sectorial operation income of national accounts.  To estimate the theoretical base the income of the operations corresponding to the exempt sectors are discounted.  The effective tax revenue comes from the declared taxable base.  The difference estimated between the theoretical revenue and the effective revenue is the amount of evasion.  Graph No. 2 presents First Category Income Tax evasion from 1989 to 1995.
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It can be observed in the previous graph that there has been an important reduction in the level of evasion in the last few years.  It has fallen from a level that was higher than 60% at the start of the decade reaching the level of 43% in 1995.  As in the case of the VAT the First Category Income Tax has had a reduction of evasion that has came about despite the increase in the percentage of the tax. Tax Reform of 1990 raised the tax rate from 10% to 15%.
VII
TAX ADMINISTRATION AND TAX COMPLIANCE

Within the functions that the tax system administration carries out one of the most important has to do with level of tax compliance.  That is, the level at which owed taxes are actually paid due to the efforts of the tax administration.  This function is subject to the availability of resources for this purpose and the efficiency of their use.  The following graph presents some indicators that permit these two aspects to be considered comparing the use of resources of different internal tax services. 

	Graph Nº 12: INDICATORS OF RESOURCES OF DIFFERENT INTERNAL TAX SERVICES 

Year 1994

	      Country 
	 Int. Tax Service Budget as % of the GNP
	Cost of collection

100 [US$]
	No. of citizens per

 Functionary

	      Canada
	0.29
	0.9
	1,284

	      Argentina 
	0.22
	1.2
	2,567

	      Columbia
	0.23
	1.3
	9,636

	      Spain
	0.16
	0.7
	1,965

	      France
	0.15
	0.7
	1,324

	      Peru
	0.14
	1.3
	9,899

	      USA.2
	0.10
	0.5
	2,767

	      Brazil
	0.10
	1.2
	nd

	      Venezuela
	0.08
	0.7
	5,461

	      Chile
	0.07
	0.4
	5,183

	      Uruguay
	0.07
	1.2
	2,558

	      Bolivia
	0.06
	1.0
	14,852

	      Mexico
	0.04
	0.3
	3,036

	      Average
	0.13
	0.9
	4,656


Source:  Put together by the Division of Studies of the SII based on information given by each tax administration to the CIAT.



Notes:




1 The amounts of personnel and of budget, exclude customs services and the collection function. This last exclusion has been estimated taking into account budgets analogous of the Treasury Service in the administration of the Chilean tax system.

2 The  cost of collection includes only operational spending. 




The first column  of Graph  N°12 shows a first  indicator that considers the budgetary cost of each tax  administration as a percentage of the GNP.  As can be seen, Chile appears with one of the lowest percentages of GNP assigned to its internal tax service.  It is ranked not only below the more developed nations such as France, USA, Spain, and Canada, but below many Latin America countries whose evasion levels are much higher, such as Argentina and Peru.

The second column of Graph N° 12 shows the average amount of resources spent  respectively by each internal tax service to collect an amount of US$ 100.  In Chile this level is US$ 0.4 to collect this amount.  Mexico spends close to the same amount (US$ 0.3). In the USA the amount is US$ 0.5.  All the rest of the countries spend more.  Due to lack of information this statistic excludes the administrative cost to the private sector in complying with their tax obligations.

A third relevant indicator is the number of citizens for every functionary of the internal revenue service for the particular country in question.  It is estimated that in Chile for every functionary of  the SII there are 5,183 citizens.  The statistical average for the countries shown is lower than this amount. And, when comparing Chile to the developed countries, where it is presumed that the administrative systems operate in a more efficient manner, there is an even lower level of inhabitants for each functionary.

In sum, what these three indicators  suggest is that the tax system resource average in Chile is below international standards. This aspect has special relevance because though Chile is efficient in evasion control in an Latin American context, it has evasion levels substantially higher than in the developed countries, where, at the same time, the collection budget is proportionally much higher than in Chile. Therefore, it can be concluded that there is an important need for an injection of resources into tax administration so that it can come closer to the levels of compliance that the developed countries register. 

In this sense a study recently done by researchers in the University of Chile, analyzing the determinants for tax collection in our country deserves to be mentioned
.  According to this study, using 1996 as a reference year, for each additional dollar spent that would have been assigned to the SII the collection would have been 40 dollars more. 

VIII
CONCLUSIONS

The analysis developed in this report permits one to conclude that our tax system, at least when compared with those in the majority of countries satisfies a good combination of  desirable economic and administrative factors in a tax system.  In fact, the tax burden in Chile reaches a level of 18.7% of the GNP, therefore finding itself in an medium range internationally speaking.  Moreover this level of taxation has been accompanied by compliance levels higher than in countries with similar or even higher tax burdens.

On the other hand our tax system exhibits a great emphasis on consumer taxes and a much smaller emphasis on income taxes. In respect to tax rates, business earnings in Chile are taxed at a relatively low rate and their implementation is also integrated with personal income taxation, this permits credit the taxes paid by the businesses against the personal liability.  At the same time the progressive personal income taxes are at a moderate level internationally speaking. Nevertheless, in Chile there exists the impression that income taxes are excessively high. This impression is possibly explained by the fact that the  marginal maximum rate on income in our country is relatively elevated from a perspective of international comparison, although the average tax rates are moderate. 

In regard to tax compliance and evasion,  this analysis permits us to conclude that Chile has good levels in  these aspects compared with other economies of similar development. At the same time the statistics of resource availability for the Chilean tax system suggest that the work involved in evasion reduction will involve greater budgetary efforts in the coming years with the goals of refining and improving the advances made up until now.                                 

ANNEXES
ANNEX 1
I.
Taxes of Fiscal Destination -1997
	Tax 
	Rate
	Taxable Base 
	Collection 1997


	Participation

	
	
	
	Millons of  nominal Ch$
	Millions of

US$ 1
	(%)

	1.
	Income Tax
	
	
	1,481,447
	3,533.1
	26.13

	1.1
	First Category Income Tax

Imputed Basis System

Regimen Art. 14 bis

Small Taxpayers
	15 %

15 %

15 %

According to activity
	Incomes (profit)

Agriculture:

-Landlords: 10% AF

-Tennant. : 4% AF

Mining: % of the sales, according to mineral 

Transportation: 10% AF

Income withdrawn from the business

According to activity
	719,695
	1,716.4
	12.69

	1.2
	Second Category Income Tax
	Progressive scale

(in UTM)

0 - 10 Exempt

10 - 30  5 %

30 - 50  10 %

50 - 70  15 %

70 - 90  25 %

90 - 120  35 %

120 or plus  45 %
	Amount of salaries and  pensions less

social security contributions
	351,075
	837.3
	6.19

	1.3
	‘Global Complementario’

Income Tax
	The same progressive category as the second category but in  UTA
	Total amount of personal income earned in the year
	166,309
	396.6
	2.88

	1.4
	Additional
	
	
	184,511
	440.0
	3.2

	1.4.1
	Profits and dividends remitted abroad
	35 %
	Foreign withdraws or remittances 
	
	
	

	1.4.2
	Services

Use of trademarks, licenses, formulas, advisors fees loaned in Chile and services loaned abroad.

Engineering works and technical  advisory loaned in Chile and abroad

Movie and television material

Interests

Insurance Premiums 

Reinsurance Premiums

Maritime freight 
	30 %

20 %

20 %

4 %

22 %

2 %

5 %
	Payments abroad for the different concepts
	
	
	

	
	Ship rental  for coastal  traffic service

Rental of Capital Assets 
	20 %

35 %
	
	
	
	

	1.5
	State Business 
	40 %
	Net income (profit)
	49,101
	117.1
	0.85

	1.6
	Article 21
	35 %
	Rejected expenses
	10,678
	25.5
	0.19

	1.7
	Business Ending
	35 %
	Remainder of the FUT
	178
	0.2
	0.00

	2.
	Taxes on Sales
	
	
	2,627,349
	6,265.9
	45.53

	2.1
	Value Added Tax
	18 %
	Importation: CIF plus custom fee

Internal sales: sales price
	2,490,510
	5,939.5


	43.16



	2.2
	Special Rates 
	
	
	136,838
	326.3
	2.37

	2.2.1
	Additional to certain products

Articles of gold, silver, and ivory; jewels; precious stones: natural and synthetic; and fine furs

Carpets and fine tapestries; Vehicles, motor homes, self                 propelled vehicles; canned  caviar; pyrotechnic articles and air or gas powered guns

Yachts
	50 %

50 %

30 %
	Importation: CIF plus custom fee

Internal sales: Sales price

First sale or importation

First sale or importation
	1,623
	3.9
	0.03

	2.2.2
	Used car sales
	0.5 %
	Current market price
	2,732
	6.5
	0.05

	2.2.3
	Additional tax on soft drinks, alcoholic beverages and others.

Unnalcoholic:

Wine:

Beer:

Piscos:

Liquors:

Whisky:
	 
	13 %

15 %

15 %

25 %

30 %

70 %
	Importation: CIF plus custom fee

Sales internal: Price of sale (except minor sales)
	94,107

44.328

6.317

17.455

12.508

4.612

8.887
	224.4

105.7

15.1

41.6

29.8

11.0

21.2
	1.63

0.77

0.11

0.30

0.22

0.08

0.15

	2.2.4
	Cylinder Capacity Tax
	(cc * 0.03 - 45)*f

year '98: f = 0,1
	Price CIF
	11,555
	27.6
	0.20

	2.2.5
	Luxury Tax on Cars
	85 %
	The part of the price CIF that exceeds  US$ 10,314.15
	26,821
	64.0
	0.46

	3.
	Tobacco Taxes
	55.4% (included in the price)
	Final Price to the consumer 
	184,141
	439.2
	3.19

	4.
	Fuel tax
	
	
	481,476
	1.148,3
	8.34

	4.1

4.2

4.3

4.4
	Gasoline

Diesel

Exploitation rights for petroleum drilling and/or natural gas

Cars gas tax
	4.4084 UTM/m3

1.5 UTM/m3

(0.086 * pp) - 10.259

pp = average value imports of crude petroleum in US$/m3


	First sale or  importation

First sale or importation

Monthly exploitation  of deposits


	316,405

162,725

2,134

212
	754.6

388.1

5.1

0.5
	5.48

2.82

0.04

0.00

	5.
	Taxes on Legal Documents
	
	
	234,282
	558,7
	4.06

	5.1

5.2

5.3
	Checks

Protests of checks and drafts

Credit operations
	Ch$103

1%

0.1% monthly with  a maximum of 1.2%
	Check

Amount of the protest

Amount of the credit
	36,007

5,648

192,627


	85.9

13.5

459.4
	0.62

0.10

3.34

	6.
	Custom Duties 
	11%
	Price CIF
	662,986
	1,581.1
	11.49

	7.
	Inheritance and Gift 
	 Progressive scale (in UTM)

0 - 80    1.0 %

80 - 160   2.5 %

160 - 320  5.0 %

320 - 480  7.5 %

480 - 640  10.0 %

640 - 800  15.0 %

800 - 1.200  20.0 %

1.200 o plus  25.0 %
	Net value of the   inheritance or gift
	4,370
	10.4
	0.08

	8.
	 Mining licenses
	1/10 UTM (exploitation)

1/50 UTM (exploration)

1/30 UTM (others)
	Number of hectareas
	13,548
	32.3
	0.23

	9.
	Games of Chance
	
	
	21,606
	51.5
	0.37

	9.1

9.2

9.3
	Lottery games 

Casino games

Racetrack bets
	15%

0,07 UTM

3 %
	Price of sale to public

By income to the casino

Amount of the bets
	18,065

637

21,188
	43.1

1.5

6.9
	0.31

0.01

0.05

	10.
	Others
	
	
	7,582
	18.1
	0.13

	10.1

10.2

10.3
	Additional rate for non-agricultural real estate 

Additional rate for re-evaluated non-agricultural real estate

Acts of Civil Registration
	30%

0,025%

D.S. (Hda.) Nº 1.282 of  1975
	Real estate tax

Fiscal Appraisal

Certificates of birth, death, marriage, etc.
	1,073

3,113

4,328
	0.3

7.4

10.3
	0.00

0.05

0.07

	11.
	Other tax  incomes  (readjustments, fines and interests)
	
	
	34,835
	83.1
	0.60



	12.
	System of Payment
	
	
	(220,920)
	(526.9)
	(0.30)

	Total Income in National Currency
	
	
	5,532,701
	13,194.8
	97.57

	13.
	Conversion of Payments Foreign Currency
	
	
	140,132
	334.2
	2.43

	Total Collection
	
	
	5,672,832
	13,529.0
	100.00


Source: Division of Studies of the SII
Note:






1 The nominal collection was converted to dollars using the average exchange rate of 1997.
II.  Municipal Taxes - 1997
	Tax
	Rate 
	Taxable Base
	Collection 1997


	Participation

	
	
	
	Mills.of  nominal Ch$
	Mills. of

US$
	(%)

	1. 
	Territorial
	
	
	236,199
	563.3
	75.79

	1.1
	Agricultural Land 
	2%
	Fiscal appraisal that   exceeds exempt amount
	
	
	

	1.2
	Non-agricultural Land 
	
	
	
	
	

	1.2.1

1.2.2
	Districts without reappraisal

Residences and

Non residences

Districts with reappraisal

Residences valued more than Ch$30,668,468 (Second semester 1997)

Residences valued less than Ch$30,668,468 (Second semester 1997)

Non residences
	2%

1.4%

1.2%

1.4%
	Fiscal appraisal that  exceeds  exempt amount 

 
	
	
	

	2.
	Vehicles Registration
	Progressive scale (in UTM)

    0 - 60         1%   60 - 120        2%

120 - 250      3%

250 - 400      4%

400 and more   4.5%

Minimum tax 

0.5 UTM
	Current market price 
	43,004
	102.6
	13.80

	2.1
	Rental cars, individual or collective
	1 UTM
	
	
	
	

	2.2
	Luxury rental cars for tourism or special services
	2 UTM
	
	
	
	

	2.3
	Vehicles for  collective transport of passengers
	1 UTM
	
	
	
	

	2.4
	Trucks, cars, or motor homes for coupling to motorized vehicles 

From  1,750 to 5,000 kg of load

From 5,000 to 10,000 kg of load

More than 10,000 kg of load
	1 UTM

2 UTM

3 UTM
	
	
	
	

	2.5
	Motor home cars for coupling to motorized vehicles, up to 1,750 kg of load
	0.5 UTM
	
	
	
	

	2.6
	Tractor and semi-trailers

From 1,750 to 5,000 kg of load

From 5,000 to 10,000 kg of load

More than 10,000 kg of load
	
	
	
	
	

	2.7
	Industrial or agricultural tractors and machines or vehicles that transport or travel on public roads.
	
	
	
	
	

	2.8
	Mopeds, and bicycles with motors
	
	
	
	
	

	3.
	Licenses
	
	
	21,470
	51.2
	6.89

	3.1
	Exercise of profession, office, industry, commerce, art, or any other lucrative activity

Taxpayers with Complete Accountability 

Taxpayers obligated to carry complete Accountability
	Between 0.25% y 0.5%

Minimum: 1 UTM

Maximum: 1,000 UTM

1 UTM
	Own Capital 
	
	
	

	3.2
	Persons that exercise self employed professions, or any other lucrative profession
	
	
	
	
	

	4.
	Used motorized vehicles transfers
	1%
	Current market price
	10,967
	26.2
	3.52

	Total Collection
	
	
	311,640
	743.9
	100.00


Source: Division of Studies of the SII
Notes:







1 The nominal collection was converted into dollars using the average exchange rate observed in 1997.

Acronyms Utilized:

AF:
Appraisal Fiscal

UTM:
Unit Tax Monthly (value of December 1997: Ch$24,708)

UTA:
Unit Tax Annual, whose value equivalent to 12 times the UTM of the month of December of the respective year

FUT:
Fund of Taxable Profits

Rejected Expenses: Corresponds to expenses that are not recognized as such by the income tax law and as such are subject to taxation

CIF:
Value including cost, insurance, and freight

cc:
Capacity of the vehicle in cubic centimeters

kg:
kilograms

f:
factor established by law
ANNEX 2

METHODOLOGICAL NOTES FOR ESTIMATION OF THE FAMILY AVERAGE INCOME TAX RATE
I                 Introduction 

The family average tax rate has been estimated after an analysis of primary rules of taxation that the tax systems apply to corporate and personal income.  These rules can be defined in two essential elements: the determination of the taxable base considering the corresponding deductions, and the determination of the final tax, after considering the respective credits. 

For every country the determination of the family average tax rate has considered the application of the most general rules and features of taxation. For this reason, many particular situations undoubtedly not will be reflected in this analysis. 

Next we will describe the main assumptions utilized in arriving at this estimation. 

II
 Socioeconomic assumptions

It is considered a resident family in the country.  It is composed of a married couple and two children, and with income of domestic origin only.  The children are students, minors for tax purposes, and do not aid the family in any way financially. 

In relation to family tax liability, it is assumed that the family situation in every case meets all requirements for all for invoking the credits and deductions that correspond to it.     

II.1          Employees

In respect to the parents in scenarios 1 and 2 it is considered that the family gross income is earned by only one of the parents and that 100% of the income corresponds to a cash salary obtained as an employee. Scenarios 3, 4, and 5, consider that 75% of the family gross income is earned by the principal taxpayer.  88% of the income of the main taxpayer is earned in the form of a cash salary as an employee.  9% comes from ordinary banking interests and the remaining 3% comes from capital gains or investments favored by some sort of tax deduction.  The secondary taxpayer that earns 25% of the family income does so in the form of a cash salary as an employee.     

II.2        Sole proprietor 

In respect to the parents in scenarios 1 and 2 it is considered that the gross family income is earned by only one of the parents and that 100% of the income corresponds to the gross profit obtained by the business.  Scenarios 3, 4, and 5 consider that 75% of the gross family income is earned by the main taxpayer. 88% of the income of the main taxpayer corresponds to gross profit earned by the business. 9% comes from ordinary banking interests and the remaining 3% comes from capital gains or investments favored by some sort of tax deduction.  The secondary wage earner that earns 25% of the family income does so in the form of a cash salary as an employee. 

II.3
Partner and/or Stockholder 

In respect to the parents in scenarios 1 and 2 it is considered that the family gross income is earned by only one of the parents and that 100% of the income corresponds to a gross dividend from the business or partnership in which they participate.  Scenarios 3, 4, and 5 consider that 75% of the family gross income is earned by the main taxpayer.  88% of the income of the main taxpayer corresponds to a gross dividend from the business or partnership.  9% comes from ordinary banking interests and the remaining 3% comes from capital gains or investments favored by some sort of tax deduction.  The secondary wage earner that earns 25% of the family income does so in the form of a cash salary as an employee. 

III
Specific Assumptions. 

Incomes: The gross monthly income (before social security contributions) that the family earns is US$500; US$2,500; US$5,000; US$10,000; and US$15,000; in scenarios 1, 2, 3, 4, and 5, respectively. For each country these amounts have been converted into domestic currency according to the exchange rate in force in December 1995.  The family annual gross income corresponds to 12 times the monthly income in the case of employees. 

The income is submitted to the tax structure in force in 1996.  It is considered in scenarios 1, 2, 3, 4, and 5 that the taxpayers can select between declaring separately or jointly according to what would bring the lower rate.  This only considers the countries permitting this selection. 
Expenses: For the purpose of applying deductions and credits related with family expenses we consider the patterns of expenses of the average family per quintile in Chile (IV Survey of Family Budgets 1988, National Statistics Institute). We use this in the three most common items susceptible to deductions and/or credit:          



            Percentage of Gross Annual Income                                                     



Life Insurance Payments

0.16

Contributions to Charitable Institution 
0.04

General Medical Expenses

3.96

Another item generally susceptible to certain deductions in some countries is the costs associated with the residence of the taxpayers.  For example mortgage interest. Before the impossibility of estimate the average cost of this we omitted it in the computation of the average family income tax rate. In the case of the USA this deduction would not be applied because the exercise supposes that the taxpayer invokes a standard deduction that substitutes the itemized deductions inside of these is the mortgage interest.  Other countries that eventually would permit this operation are: France, Argentina, Malaysia and Singapore.  These countries apply certain limits and requirements to invoke the deductions as a tax reduction.  In the way of an example: if the home expenses reach 2% of the family income the average rate calculated in scenario 3 would reduce in less than 7 decimal points in the case of Malaysia and Spain and in some less than 5 decimal points in France, Argentina, and Singapore. 

Residence:  In relation to the computation of the total tax paid by the family, the federal income as well as the local income taxes have been considered.  This point is important in the cases of the USA and Canada. In Canada it is assumed that the family lives in Ontario and is submitted to the corresponding provincial taxation (all the provinces apply personal rates, Ontario exhibits rates in turn in the average of these).  For the case of the USA it is assumed that the family lives in New York State.  This being one of the most populous states in the country (most of the states impose local income taxes).  In the case of sole proprietors and stockholder/partner taxpayers it is assumed that family residence coincided with the location of the business and therefore the business finds itself submitted to the corresponding local corporate tax.     

Businesses: For the computation of corporate taxes it has been assumed that the gross profit is affect in its totality and that the business owner takes out or receives 100% of these profits.  In the case of partners/ stockholders it is assumed that the gross profit is obtained by a ‘model business’ defined as a business with profits equivalent to the lower limit of the highest corporate tax bracket in the USA, that corresponds to some US$ 18.3 million.  This assumption is irrelevant in the case of countries that apply proportional rates to business income.  Besides, in the  particular case of the sole proprietor in Paraguay where there is a special business tax for businesses with sales under a certain level (US$19,450 annually) it is supposed that there is a profit margin 30% over sales.

Family Average Tax Rate: It has been defined as the percentage that represents the total tax paid -without considering social security contributions- over the family gross income (income before any discounts).         
ANNEX 3 

METHODOLOGICAL NOTES FOR THE  ESTIMATION OF THE EMPLOYEES TAX BURDEN IN CHILE    
We consider six Chilean salary scenarios with the following gross incomes: 

Scenario 1:  Ch$ 100,000

Scenario 2:  Ch$ 200,000

Scenario  3: Ch$ 500,000

Scenario  4: Ch$ 1,000,000

Scenario  5: Ch$ 2,000,000

Scenario  6: Ch$ 4,000,000

It is assumed that each time a consumer buys a good or service that they pay all the taxes that are due in the transaction.  For the purpose of this exercise only taxpayers whose incomes are Ch$2,000,000 and Ch$4,000,000 save voluntarily. They save 10% and 20% of their incomes, respectively.  Besides these taxpayers also take advantage of the tax rebates of Article 57 bis of the Income Tax Law.  In this case are permitted to deduct from the taxable base 50% of the income coming from capital gains. 

In closing it is considered that each worker follows a pattern of expenses similar to the average per quintile of the Survey of Family Budgets, that serves as a base for the calculation of the IPC (Consumer Price Index). 
�	The Servicio de Impuestos Internos (SII) is one of the inspecting institutions of State.  According to Law, its main functions are "the imposition and inspection of all the internal taxes currently established or to be established, fiscal or of other character in which the State has an interest and which control not is specially commended to another different authority by Law".  The authors of this report work at the Division of Studies of the SII, but all opinions expressed are personal and not necessarily represent the official position of SII.


�	The ‘net’ tax burden excludes social security contributions.


�	The local component reached 0.9% of the GNP in 1997. Disregarding this component there is a net tax burden for the central government of 17.6% of the GNP in 1997. This figure has been published by the Budget Directory.


�	In the annex No. 1, at the end of this report there is a more precise definition of the taxes mentioned in this section.


�	The amounts in Chilean pesos (Ch$) have been expressed in currency of January 1998 according to variation of Consumer Price Index called IPC.  The amounts in dollars (US$) consider the average exchange rate observed in January 1998. (Source: Central Bank).


�	‘Model business’ was arbitrarily defined as a business with profits equivalent to the lower limit of the highest corporate tax bracket in the USA, that corresponds to some US$ 18.3 million.  This assumption is irrelevant in the case of countries that apply proportional rates to business income.





�	This legal body contemplates a series of tax rebates for those who make investments in the forestry sector. Among those are a 50% income tax exemption and exemption from the real estate tax.


�	This legal body leaves exempt from tax the general incomes from the operation of living units attached to the same.  Also they are exempt from the territorial tax.


�	The imputed basis system represents less than 2% of the revenue of First Category Income Tax, according to the income tax operation of 1997. 


�	It is important to point out that owing to commercial agreements that our country has written with other countries some products are affected with customs fees at a rate less than 11%.  In fact, estimations by the Central Bank of Chile show that the average customs fee in our country reached 8.8% in 1997.


�	E.Engel, A. Galetovic, and C. Raddatz. “Efectos de la acción del SII sobre la recaudación de IVA y Renta” [ 1997 ]. Department of Industrial Engineering.  University of Chile.
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