TAX NEGOTIATIONS , STATE BUILDING , AND INEQUALITY:
Guatemala, Weak by Design?

Anisia Paola Ortiz Loaiza

A thesis submitted in partial fulfilment of the requirements for the
Doctorate in Philosophy
degree in International Development and Global Studies

Thanks to the support of the University of Ottawa and the IDRC Doctoral Research Award

School of International Development and Global Studies
Faculty of Social Sciences
University of Ottawa

© Anisia Paola Ortiz Loaiza, Ottawa, Canada2@0



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

TABLE OF CONTENTS

SUMIMIBIY . et eeme ettt rmr s IV
ACKNOWIEAGEMENTS.... ..o s v

LISt Of TADIES.....cciiiiiiie et e e e e nnasmmra e a2 V]

IS A O = £ TSR Vi

A CTONYIMS ..o e ettt eeee s e e e e e e et e e e e e eeeba s smasa e e e eeeennes Vil

(@ gF=T o] (=3 g I [ o1 Yo [1 [ 1 o OSSR 1
Case Rationale: Guatemala in the Region.............ouuuuiiiiiccciiieeiiiiiiieee e 8
An In-depth Case Study: Structure and Content..............ccuuvvvimmmnniciiiiiiiiienee 15
Chapter 2Theoretical debates on taxation..........cccoeeeeeeeececeeiiiiiiiee e 18
2.1 West Vs. South: State Formation Vs. Neaeral State Building.................... 20
State Building and the role of International Financial Institutions.................. 25

2.2 Political and Economic Power: Elites and Oligarchies?................ccceeuee. 29
Gu at e ma INegétiationE:@Pawer and Inequality...........ccoeeeeeeeeiiceeiceennnn. 37

2.3 Taxes and Democracy: Outcomes of Steiety Interactions.....................41
Statesociety Negotiations and Social Participation in Latin America............. 46
CiVil SOCIBLY.....ciiiiieiieiiiie et v e e e e e smemriss s e e e e e e e e eaeseennsnaneneeeeeeea 49

2.4 Structure, Agency, and INSHEULIONS............vuuuueiiiiiiiceeiiiirrre e e e 51
Tax I nstitutions as Ex.p.r.e.s.s.i.0.n.s...0.56

T o ] o 1153 o o PRSP 58
Chapter 3: Theoretical framework and methodology..............eveeiviiieeriiiiiieeieinnnn 61
3.1 Research Objectives, Questions, and Hypothesis.............cccoeivieeevvvvnnnne 62
(Of0] {3 o0 ] gT0]=T o] £ 64

3.2 Power Resources Theory: Taxes and DemOCIACY...........uuuueeiirreemeeeeennnnns 66
Power Resources Theory and Social Participation................ccccccvecevvveeeennnnn, 67

3.3 Power Resources and Economic Elites in Guatemala..................ccceeeen.. 68
InsStitutions and CaUSAlILY...........oooiiiiiieeer e 12

3.4 Research Methodology:4tepth Analysis and Longitudinal Comparison...74

A Note on Tax Equity and GENAEL..........ccoiiiiiiiii e eeeeeeeeene e 79
Research Methods and Challenges.........ciiiiiiiieeceeee e 79

A Note on Interviews and RISKS.........coooiiiiiiiiiiiiieeei e 80
Further Policy Implications: Normative Changes?..........cc.euuvvvvvvenveeeeennnnnns 82
Chapter 4: Historical background................uuiiiiiiieeer e 84
4.1 Tax Negotiations: Institutionalization of Instrumental Power.................... 85
Constitutional Padlocks: Low Taxes and a Minimal State.................ccceeeenns 90

4.2 Democratic Negotiations: The FiscaldPaf 2000............cccooeeviiiiiiiiccciinnee! 95

Wi

nne



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

Political Parties and Personal Tax Agendas..............uuvueummeeeeeverrnnnnnnannneenns Q9

4.3 The GPFD: Tax Experts Shaping a New Tax Agenda (220&)............... 102
The GPFD, Civil Society, and the Private Sectar...........ccccoovviviieeeevvnnnnnnnn. 107

4.4 The Legacy of Failed Tax Reforms: A Weak arepgRessive Tax System..111
Chapter 5: The UNE Government anbl@w ReformAttempt..............ccooeevevvvvvienen. 114

5.1 The SocialDemocrat Government and a Comprehensive Tax Law........ 114

The President, the Cabinet, and Commitmémthe Emerging Business Sectdd 8

5.2 The UNE Government and the Traditional Economic Elites................... 123
5.3 Party Fragmentation and the Electoral Interests..........cccevvvvviieemneeennneee. 136
The Congress and Institutionalized Filibuster Techniques.......................... 141
5.4 Budget Deficit ad the International Financial Institutions........................ 145
5.5 The UNE and CiVil SOCIELY........cceviiiiiiiiiiiiiiieeieeeeeeee e 152
Government Assumptions of Social Representation................ccccvveeeriiinens 153
The ALittle Reformo: Teachers, ..l Malgdor s, a
Chapter 6: The PP GovernmeNT and The New Tax Law (2012)....................... 168
6.1 Political Will: From Opposition to Government.............cccoeevvvvvieemeeeeeeeee. 169
The New Tax Bill: The PP and CACIF (Secret) Negotiatians...................... 174
6.2 The Approval of the Reform and the Discipline loé tPolitical Parties......... 180
The Main Issues of the Reform and the Economic Interests...........occvvvvvee 184
6.3 Repealing the Reform: Institutionalized Sources of Power..................... 192
P 1= o Qo Tl D= (=Y o Lo PSS 193
Economic Elites, the Constitutional Court, and the Legal Battles................ 199
Economic Elites, Congress, and the Political Battle (the Co&dtarm).......... 203
The CACIFPP Fracture and the Power Imbalance............ccccooeeeveeeevnnnnnnnnn. 207
Chapter 7: Guatemala, Weak by Design: ConclusionS...........cccoovvvvieeeieeeeeeeeee. 214
7.1 Guatemala: Structural and Instrumental POWET................vvvviiicccreeeeeennns 219
7.2 Guatemalan Civil Society and Inequality............cccoovvriiieeeee i, 223

7.3 Comparing Sources of Power During Different Government Periods....227
74 Agency and I nstitutions: UNEOSs...BE36ect or a
7.5 The PP Tax Reform: Political Will Vs. Institutionalized Veto Powet....... 238

7.6 Tax Knowledge and the Dormant PowelQivil Society.............cceevvverrennen. 242
7.7 IFls, Taxes, and Civil Societies in Developing Countries............ccccc....... 244
7.8 Broader Conclusions: Implications for Other Fragile Democracies........ 245

BIBLIOGRAPHY ..t eeeei sttt et nee 252



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

TAXESTATE BUILLANMD NIGNEQUALI TY:
Guatemal a, Weak by Desig

There are nevertheless ways democracy can regain control over capitalism and ensure that the general
interest takes pieedence over privaiaterestswhile preserving economic openness and avoiding protectionist and
nationalist reaction® Thomas Piketty, 2014:1.

Summary

This thesis anales the case of the failed tax reforms in Guatemala, from 2006 to 2012, and
contributes to understanding the power dynamics which have prevented the implementation of a
more progressive tax system. This research exploreshestructureandagency of theconomic
elitesinterplay to create institutions that shapelusivetax negotiatiorprocesses anghequatax
decisionsMore specifically, thigesearclrexplores the formal and informal political institutions
(institutionalized sources of powenhich condition the tax negotiation processasdifferent
spaces for tax bargaining (negotiation arenas), and its outcomes (tax pbligree permanently
excludingcivil society from participating in taregotiations

This thesis explores the structural anstinmental sources of power that support the veto
capacity of theeconomic elitesUsing pwer resource theory, as proposed by Tasha Fairfield
(2014 & 2015), complemented with a historigadtitutional approach and a critical political
economy perspectivehis researcltontributes to explaining the way political institutions and
decisionmaking mechanisms operate to preserve the privileges of small groups while preventing
significant progressive changes to the tax system. The main sources of veto potieddefer
to the relationships of the economic elites with the decisiakers and elected politicians, which
have been institutionalized through formal and informahkns Additionally, these mechanisms
for stateelite interaction are sustained bysaries of institutionalized resources such as elite
cohesion, tax expes, media accesand violence, whichre rootedire ¢ 0 n 0 mi structudali t e s 6
(economic)yowerandthereforeself-reinforce sources of power.

However, di f f er e mdach,fthisahesisls@ekptorfed tledhstitdtisnal a p p
mechanismathatlimit or veto the participation afther social forcem tax negotiationdVioreover,
it avoidsthe general assumption thabretaxationnecessarilyfeads to representatioBuilding
on the insights oWill Prichard (2015), based on evidence from Sataran African countries,
this thesisexploreswhen and whethetax policies improve democradpr not) In context of
extremestate fragility where institutions of liberal demmacy are weak, political will, economic
resources, and violence are fundamental variables to explain tax progressivity or labkost it.
importantly, nondemocratic institutions appear as fundamental mechanisms framing and
conditioning tax decision®©nthat basis, | argue that tiduatemalan state is weak by design
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CHAPTER 1: INTRODUCTION

Thespirit of a people, its cultural level, its social structure, the deeds its policy may pdealhthis and
more is written in its fiscal history, stripped of all phrases. He who knows how to listen to its message here discerns
the thunder of world historsnore clearly than anywhere el8eJoseph Schumpeter [1918] 1991.

Taxation is not a technical matter. It is peeninently a political and philosophical issue, perhaps the most
important of all political issues. Without taxes, society has no common destihgollective action is
i mpossi bl eéAt the heart of every &hahpnoas Pikketyl 201t4:4938.a | uph

According tocurrent historial institutional theories of taxatiomaxes express and result
from nationalstatesociety relations and negotiation procesgdthough this conclusion derives
from well-studied old Western democraciéss grounded irkey theoretical assumptions about
how statesociety negotiations occur, which do not fully expléia complex realies of unequal
or inexistenttax negotiationsn developingand fragiledemocraciesFor example, mst of the
documentedevidence on Latin American countries highlight the existence of excluakwe
negotiations among elites, particularly between politasad economic groups of powée.g.,
Sanchez, 2009; Schneider, 2012; Fairfi@ldl4;Ondettj 2018. These power dynamics are true
evenwhen tax negotiatons occurin supposedlydemocratic regimesVhy, then,is civil society
generally absent fromax bargaining processgat least in Latin Ameca and the Caribbe@nWhat
are the mechanisms that limit social participation and reproduce inequality through unfair tax
policies?How are tax negotiations different ioqr and fragile democracies?

This thesis anaBes the case of the failed tax reform&uatemala, particularfyom 2006
to 2012 and contributes to understandg the power dynamicswhich have preventedhe

implementation of a more progressit@x systent. This research explores homgency and

I A progressive tax is understood here as a tax whose rate is higher for some individuals than for others: those who
earn more, own mor®r consume more. A progressive tax is the oppaditeregressive tax, whose rdlidecreases

for richer individual® due to regressive rates, exemptidisgab avoidanceor fillegald evasion (Piketty, 2014:495).

A progressive system implies a progressive tax structureasrmtoposed by Thomas Piketfithe major twentieth
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structure interplay tareate institutions thathapetax bargaining processesdtax decisios.
More specifically, this thesis exploreshe formal and informal political institutiong/hich
condition thetax negotiationprocesseshe spaces for tax bargaining (negotiation areaas) jts
outcomegqtax policies) It explairs how the lack of demoratic decisionmakinginstitutionshas
favoured the interestsof traditional economielitesin Guatemalaprovided themstrongveto
mechanismsand limited the channeldor social participationin other words, nstitutionalized
decisionmaking spaces permanently exclwildl society fromparticipating intax negotiations

From a power resourceapproach, this thesis explores thteuctural and instrumental
sources of powethat supportthe veto capacity of the most powerful groupswer resource
theory, as proposed by Tasha Fairfield (2014 & 2015), is complemented with a historical
institutiond approach and a critical political economy perspective, as discussed in the theoretical
chapterThis approach contributes to expliaigthe way political institutions and decisiomaking
mechanisms operate to preserve the privileges of small gradyle preventing significant
progressive changde the tax systemlhe main sources of veto power identified refer to the
relationships of the economic elites with the decisi@kers and elected politicians, which have
been institutionalized through formahcinformal institutions. Additionally, these mechanisms
for stateelite interaction are sustained by a series of institutionalized resources such as elite
cohesion, taxexpertse, money, media accesand violence, which providstable and self
reinforcing sources of veto power to the economilites

As Brautigam, Fjeldstacand Moore (2008) argue, taxation is fundamentdibinilding

and sustaining the power of stai#s economic and political terms. Taxes are the mechanism

century innovation in taxation was thecreai and devel opment of the progressiyv
played a key role in the reduction of inequality in the last ceafiiiketty, 2014:493).
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through which economic and political spheres join and interlbglallowing the state to access

private economic resource®n the one hand, taxation provides the resources for the basic

functioning and existencef the state. On the othdaxes allow states to accomplish their specific

goals, such as economic, developmental, industriadocial policiesBrautigamet al. 2008)At

a more ideological and moral leyé&laxation is crucial in detarining what is valued in socigly

it does not just reflect value that is otherwise fixed outsided@&itigin, 2011:247)}-undamental

values such as private property, education, childesr@mnaternity, among many othersay be

incentivized or disincentized through tax policiedNegative values such as inequality, racism,

sexismand thepatriarchy camlsobe supported through tax rul@sg.,Mccaffery, 2009)In sum,

taxes shapand are shaped tsfatesocietyrelations, and this mostly depends omvrsiates and

societiedinegotiate (or fail to negotiate) revenue risifigy the stateBrautigam et al20081i 2).
Contributing to eplore the statesociety links WilsonPr i char d6 sonSibcent w

SaharamAfrica (2015)concludes thataxation and democracy are strongly correlated; however,

his findings, as he explaindp nat explain causalityThey open the door to severaypothess,

such asthat taxation improves stagociety relationghat democratic systems hate possibility

of raigsng more taxedy havinga better statesociety negotiation mechanisior thatdemocracy

and tax revenues reinforce each other. As Pric

democracy unless they are intentionally constructed to achieve that objective (Prichard, 2015).
The institutionalliteratureon fiscal policyalso proposes that taxes express the nature of

any social contract and shape ststeiety interactionsBrautigamet al 2008; Pricharg2015)

Somescholars claim that this interaction contributes to strengthening governance by promoting

state responsivengsand accountability toward the taxpayers (Prich&@dl5). However,

Prichards argument alsonderscoretheimportanceof political will: democracy is only advanced
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when political elites decide to buiit - and social participation also appears as aétepent
incentivizing those political decisionBhis thesis explores whether these findings on political will
and stakeholdeésgencycancontribute toexplairing the Guatemalan cased how they interct
with other structural and institutionsburcef power

It is important to remember thegal transformations of th&tate are difficult to achieve
because theghallengeexising political and economic arrangemerBame good examples that
document this complex argumetme from a literature exploringtatebuilding processes in
Eastern Europe and former communist stafes.examplein her bookon statebuilding in that
region Verena Fritz (2007) argues thae fitimelyo creation of democratic political institutions,
under more participaty circumstancesnd without interference from thenafia or economic
oligarchies, contributed to the possibility of implementing more effective-Stalidging policies.
She analyes the implementation of tax reforms as one of the most important decisions-in state
building (Fritz, 2007)highlighting the weightof pre-existent institutions and pattepenénce.

Therefore the point of departure to build effective tastitutionsis stronglydetermined
by a priori mechanisms of participatioRor exampledifferent fromthe classic idea that taxation
leads to representation, the Swedish economist Knut Wicksell noticed Imghiges in Public
Finance(1896Y that when political elites build the rules to tax the citizens of a couhey,will
generallydesignthe taxburdento lean towards the mo#étlisadvantageupopulationsAs such,

the existence of democratic spavd®reall social forcesare representeid the decisionmaking

2 The original name of the book Enanztheortische Untersuchungémquiries in Public Financelnd only the
second chapter has been translated into EnghshNdw Principle of Just Taxatior) Musgrave and Peacotks
Classics of the Theory of Public Finan@®58). The relative neglect &inanztheortische Untersuchungshows a
lack of interestn the public mattersés publicg vs. the market issues. While WickéeRalue, Capital and Rerind

Interest and Pricesleal with the functioning of capital markef&nanztheortische Untersuchungéatuses on the
organization and functioning of ttstate (Blankart and Fasten, 2011:133).
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processeis necessary to build more democratic and fair systé@tsnkart and Faste2011:133.
Despitethis recognition of power inequalities and their policy impattie discussion about
inequality and tax justice in developing countiesbeendominated byeconomicperspective
and elitistfitechnicab discourss until very recently and the important recognition of social
participation is just starting to emerge, as discussed in the following pages.

Thefull literature reviewn chapter 2f this thesiconcludeghatdespite the recent efforts
of scholargo avoid limited Western approaches wisarnying taxationin fidevelopingcountries 0
many biasedpremisesndure These Western biases, such as the assumption of the existence of
autonomous and rational states widmbcratic institutions, reduce the explanatory power of their
theories, leavingioutlierd countriessuch as Guatemalmexplainedlt is necessary to understand
the political and economic power dynamics and the way thejnstieutionalized in any given
countryto avoidsuchassumptionsStates ar@otalwaysrational, normutonomous from economic
or social forcesSimilarly, democratic mechanisnae not alwaysn placeto allow openstate
society interactionffor examplewhenthe stateand/or elites useiolence to shape outcomesn
sum, taxation can exist without representation

Among the studies on taxationliatin American countrie® common characteristic is the
lack of problematization about tigenerdly low rates ofsocial participationEven when scholars

recognize the unequal power relatitiesween the society atite economic elite®(g.,Schneider,

3 According to Wicksell, the most important ground of conservatism in Sweden was the fact thgutitees of all

male citizens were not enfranchised. Thhg distribution of representatives was markedly skewesids the rich

and very rich. They decided on the taxes which had to be paid by both the rich and the disenfranchised poor. Wicksell
criticized the fact that when, for example, the issue was on financing a new vessel for the navy, the enfranchised rich
were in a position to votéye in their interest by simultaneously shifting the burden of taxation on the poor, Thus
taxation of nineteentbentury Sweden can be seen as a result of the restrictiveness of the suffrage (Blankart and Fasten
p. 133).fiWicksdl made the important point that just taxation is less a problem of norms, as could be derived from the
ability to pay principle, but a problem of the organization of the collective decision pdd8taskart and Fasten:
2011:139).
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2014; Fairfield, 2015 Ondetti, 2018 theygenerallyfail to explain the mechanisms that prevent
demaratic participationor those whdavour successful gcial tax demandswhen democratic
conditionsexist(agoodexemption ighe case of Chilestudied byFairfield, 2019.

Although tax conflicts can be common in any regime, inclusive and democratic tax
negotiations do not exist in every formal democracy. Social participation is also conditioned by
the history of violence and repression as well as by the institutions framing the space to facilitate
or limit those tax negotiations.or example,tisnotac oi nci dence t hat:3)Wi I |
findings onSub-SahararAfrica highlight thatficonflicts over taxation can emerge as an important
spur to broader governance gainds he proposefrelatively explicit forms of tabargaining
have been more likelyhen governments have faced significant revenue pressure, when taxpayers
have enjoyed significant capacity for both collective action and tax resistaimer,institutions
have existed to facilitate bargaining between taxpayers and governfaembkasis dded] and
when taxes have been comparatively politically sadi@iptichard, 2015:34).

This thesis explores the failed tax negotiations of the Guatemalan sodnétir have
resulted from(and perpetuated)nequalstatesocietyrelations.This research fagses orstate
sockety tax negotiationsparticularlythrough formal politicalnstitutions. Thisapproactwill help
explain why theGuatemalan governmentjth the smallest state amolwest tax revenue ratein
Latin America,has been unable to pass any comprehenaieeforns since 1985We will see
how nondemocratidnstitutional spaceshapeand reproduce the distribution of povireisociety
how they work as barriers protecting the status,cammd preventmore progressi income
redistribution measure$n sum, the thesis will document and explpath dependencgt work,

wherethe stateemainswveakandwith few resources by design.
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As such, lis thesis contributes to the new and growing literature on taxes and devalopme
more specifically to the discussions on equitable taxation in developing couatgiekC(TD and
ONU-WIDER publication¥ Additionally, it echoesthe most recent approasof Mick Moore
and Prichard (November 2017), who question grescriptionsprovided by multilateral
organizations fotow-income countriesrecanmendingthe collecion of more tax revenuse(at
certain prescribed levelise.,15%o0f 17%o0f GDP).Besides the wrk of the International Financial
Institutions(IFIs) raising concerns about equity and social policies, in recent yieams has been
a consensusee the Addis Ababa Action Agenda and Tax Initiative, 2@bdut the importance
of raising and increasintax burdens ifidevelopin@ countries. Moore and Prichaagknowledge
that fithere are risks in epiasking increasing revenue at the expense of other objectives.
Governments also need to be concerned with questions of equity, efficiency, trust aoditecipr
among otheig(Moore & Prichard November 2017:3)he thesisdocumentshe challenges faced
by low-income and fragilelemocraciesuch as Guatemalajhere political obstacles to reform
institutionsare unusually high in the tax area

Finally, this thesis also attempts to contribute to the growing literature advocating for the
need to include more broad and social participgtam ,Prichard 2015ECLAC/CEPAL and IDB
publications) Adapting the terms afecent literature on developmntahstatego the discussion of
fiscal matterswe will see howmore social participationould mearfiexpanded embeddedness
or eveniidisembeddednegsge.g.,Williams, 2014;Evans, 2014Carroll & Jarvis, 2017)hamelya
system thabetterreflects the needs of society, and less the dictums of the market and“dapital

addition,| arguethat participation is needgdot only on the side of promoting government social

“As discussed in chapter 2, the term embeddedness deri

and Pearson 19573¢ee alsdRuggie (1982) and Granovetter (1985).
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expenses and social policidgsut from building the tax agend@ negotating its approval This
kind of informed social participation needsdorpass the misconceptigand institutionalized
mechanism of exclusiorthat taxnegotiationsare too difficult and too technical for common
citizens to participatéacknowledging theeal needor more fiscal literac§ notj u £xpertéeo).

In broad theoretical terms, this thesis proposes that in present weak demaoasiticies
fragile institutions taxation improves statociety relations only when taxation provides some
benefits to lhe taxpayed preferable when it is just, progressiamd accountable. A progressive
tax system requires pexistent inclusive statesociety negotiations and social (rational)
acceptance (commitment to paying taxes). This means that democratic mecHanibnosd
social participation in tax negotiations are fundamental elements to the creation and
implementation of progressiygist, and efficient tax institutions. Ultimatelyhe negotiation and
implementation of progressive taxes reflect agestitution dynamics that modify exisf

economic, politicgland social structures, as explomredhese pages.

CaseRationale: Guatemalain the Region
The failed fiscal reforms in Guatemala are a paradigmatic case in Latin America
understandhow statesociety interactionsshapetax institutions andperpetuateinequality.
Guatemala is the third poorest country in Central America and the most unequal country in the
region (surpassing Brazil 6s |witeaGinacbeffitieptofaf t er
0.527 (Cabrera, Lustig & Mora@014:16)° This country is one of the most fragile states in Latin

America, according to different indexes and ranking methods (see Altman and Luna, 2012: 535).

5 In Guatemalathere are 260 people whose wealth equals 23 times the pehlid lbudget, 21 timethe public
education budget, and 56% of the National GDP (Oxfam, 2018).



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

The most recent data shotat in this CentrbAmerican countrypoverty rates have increased
during the last years, in opposition to the decreasing poverty trem@shlLatin American
countries. More precisely, the 2014 National Survey on Life Conditions in Guatemala (ENCOVI,
2014) shows that 5948 of the total population lives in poverty, while 23.4% live in extreme
poverty conditionsThese statistics shothatliving conditions have worsened for Guatemalans
when contrasted thiepoverty and extreme poverty rates of 2011, at 53.7% and 13.1éctiespy
(ENCOVI, 2011 see also ICEFI, 2017). Furthermore, with an indigenous (mainly Mayan)
population of more than 40% a total of 16.2 million inhabitants in 2015 (INEjhe indigenous
population is more than twice as likely of being poor tttenonindigenous groogCabrea,
Lustig & Moran2014:1§.

As the most populated country in Central America, Guatemala also possesses the smallest
state per capita, as it has the lowest tax collection rate in theegidm and the whole Latin
American rgion. Guatemala i®ne ofonly two counties (with Panama) where tax amendments

enacted between 2009 and 2013 hasteiallyreduced its tax revenues as a percentage of GDP.
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Chart 1. Central America: Tax revenue to GDP ratio
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Data source: ICEFI, 2019 [http://icefi.org/observategiadisticefiscal/cifrasfiscales]

Accordingto ECLAC, in bothGuatemala and Panamax revenue decreased by about 0.3 GDP
percentage poinfer 2014, to 10.9% in Guatemala and 9.8% in Panamaascentage of GDP,
excluding social security contributions). Howevéry at e ma | a 6 JandPaaxn arneasdesn u e
continuedto decreas, as shown irchart1, at a level of 10% for 2018n contrast, all the Latin
American countries that approved tax amendments between 2009 and 2013 have increased their
tax burded comparing2014 data to the level before the reforms (ECLAECID, 2016:4546).

This comparison situateGuatemala and Panama as the countries with the lowest tax
revenues in the region. However, the main difference between these two countries is that taxes
representoly 72.7% of total revenues for Panama, which also benefits from other important non

tax sources related to the interoceanic canal services and infrastristareesultP a na ma 6 st
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system is one of the most progressive in the region (with 52.9% t#xmevenue corresponding
to direct taxes and 47.1% to indirect taxéédt surprisingly,in Panama, the levels of Human
Development Index and revenue distribution have been improving during tfiewastars and

arenow similar to those of Costa Rica [H 0.78 and Gini IndeX.48), (see ICEFI 2017).

Chart 2: GDP, Purchasing Power
Parity (US$)

Country Name \ 2018

Haiti $20,135,436,34]
Nicaragua $37,717,217,524
Honduras $55,707,592,841
El Salvador $56,609,407,94(
Costa Rica $98,801,203,451
Bolivia $100,661,209,14]
Panama $132,966,634,97
Guatemala $149,287,012,25

Data source: World Bank Statistics Webpa

Furthermore, on top of reducitigeir tax burde® in contrast tavhat has happened in the
rest of the LatirPAmerican regiod Guatemalareliteshave transformed their tax system into a
more regressive one (ECLASECID, 2016:4546).As explained in this thesi§u at e mal a0 s
burden rests on regressive taxes on goods and seavidesgressive direct taxes. Thgatt tax
system is affected by aboc@a@erage tax concessions (such as exemptions and exoneratstly
for the rich) andtax avoidance. Tax concessions and avoidance rates represent more than double
the total Guatemalan state expenditures on publithhdaod securityand education, according
to estimagsby the Central American Institute of Fiscal Studi€&EFI) (CERS/ICEFI, 2009: 91)
Indirect taxes havalsodiminisheddue to inéficient rules and controls after the 2012 reforms.
Guatemalas thesmallest state in the regialue to its lomax collection ad its minimal

state expenditure, especially on social policies. Thisrdtide of the coinsocial policiesis not

11
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explored in this thesifhiowever it is briefly mentioned here tprovide a sense of the size of the
Guatemalan statend the challenges ahea&r example, according thart 3 GuatemaldGT)
appears as one of the countries with the lowit ranking in Central Amerigaonly surpassed

by HonduragHN). Guatemala is ab the statavith the lowest government expenditure. In terms
of social policiesCorniaet al highlight the role of progressive and equitable social policies of
left-wing governments elected durinige 2000 decad® reduce poverty and inequalig.g.,in
Ecuador, Chileand El Salvador; see Cornia, 2014is LépezCalva and Nora Lustig explain
the importance of welfare and wage improvements (specifically a decrease in thesegaping
between skilled and lowkilled workers in Brazil, Mexico, Argenti and Peru) in their book
Declining Inequality in Latin Americésee LopezxCalva and Lustig; 2010su at e mal a6 s

and inequality numbers contrast with thosgionaltrends.

Chart 3.Central America: HDI and Government expenditure in Latin America
(2011c2018)
Source: ICEFI, April 2019:19
Data sourcesWorld Economic Outlook (2018Programa de las Naciones Unidas para el Desarrollo (PNU
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Lustig et al. have alsademonstrated thatedistributive social policies can be
complemented, offsgbr neutralized by tax policies (Lustig, Pessino, & Scott, 2014). Martorano
(2016), Cornia et al. (201,1and GémezSabaini et al. (2016) note thakation is a fundamental
(and often ignored) explanatory aspect of the recent performance of Latin Anfimidaed,
inequality started to decrease when tax reven
thegross domestic product (tax/GDP) increase@® pwints over the period 200800 (Martorano
2016:3).Some academiworks on taxes and inequality in Latin America conclude that taxation
has a modesthoughsometimes regressive impact on income distribution (Hanni et al. 2015)
because of the neutraktaystem and the poor performance in collecting revéBoéi et al. 2008
& 2011).Yet tax levek andthe type of taxes emphasizede important in terms of progressivity
(GomezSabaini et a].2016). For example, Cornia et al. (2011) show that the gresignce on
direct taxes during the recent decade has contributed to the reduction of inequality on average by
0.4i 0.8 pointg(chapter 2 explores the relevance of the tax structure in explaining inequality)

In terms of direct taxation, all the Latin An@an countries anaked by ECLAC showed
an increase in their direct tax revenues, except PafB@IaAC-AECID, 2016) Most countries
focused their reforms on income tax, although in Argentina and Colombia revenue from property
taxes showed amportant growth. Various amendments affected income tax, ratelsothers
expanded the tax bases, generating additional rev&@IeAC-AECID, 2016:47). However, in
Guatemala, El Salvador, Honduras, Panand the Dominican Repubjione important objente
of the direct tax reforms was reducing loopholes such as limitation of tax deductions and
elimination of certain exemptions and other tax expenE&. AC-AECID, 201649). In this
sense, Gu at e shibdaird this doceirhepseemsattuned withhbse of the regian

However, those were precisely the most conflicted and resisted changes during the tax
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negotiations. According t@runo Martorano, the increasing contribution of direct taxes has

promoted the progressivity awmlistributivity of taxationin Latin America (Martorano, 2016:11

to contrast OECD and LA countries see also Modica e2@l8. However,as shown by this

researchGu at e mal

aos

ncome

failed tax reformsdocumentedhn this thesis.

t
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Table 1: Central America: Tax Structure 8 Central Government
(Percentages; direct and indirect taxes) Sou@eFI-Observatorio Estadistico Fiscal, web

become

Year Costa Rica El Salvador Guatemala Honduras Nicaragua Panama
Direct Indirect | Direct Indirect | Direct Indirect | Direct Indirect | Direct Indirect | Direct Indirect

2000 | 25,4 746 | 31,9 68,1 | 22,1 77,9

2001 | 26,1 73,9 | 29,8 70,2 | 24,3 75,7

2002 | 26,7 73,3 | 28,7 71,3 | 26,4 73,6

2003 | 28,3 71,7 | 29,8 70,2 | 25,9 74,1 26,1 73,9

2004 | 27,9 72,1 | 30,2 69,8 | 24,5 75,5 28,3 71,7

2005 | 28,1 71,9 | 32,1 67,9 | 26,0 74,0 28,6 71,4

2006 | 27,3 72,7 | 32,4 67,6 | 28,1 71,9 29,5 70,5

2007 | 28,8 71,2 | 35,0 65,0 | 27,5 72,5 30,4 69,6

2008 | 31,5 68,5 | 35,4 64,6 | 29,1 70,9 32,3 67,7 | 51,7 48,3

2009 | 33,8 66,2 | 36,9 63,1 | 30,5 69,5 35,6 64,4 | 55,3 447

2010 | 33,9 66,1 | 35,1 64,9 | 29,7 70,3 | 31,8 68,2 | 33,2 66,8 | 51,3 48,7

2011 | 33,1 66,9 | 35,8 64,2 | 315 68,5 | 35,0 65,0 | 35,7 64,3 | 45,9 54,1

2012 | 33,9 66,1 | 37,0 63,0 | 31,4 68,6 | 33,6 66,4 | 36,0 64,0 | 52,8 47,2

2013 | 35,5 64,5 | 40,0 60,0 | 34,6 65,4 | 35,4 64,6 | 36,5 63,5 | 53,9 46,1

2014 | 35,9 64,1 | 41,0 59,0 | 36,2 63,8 | 31,8 68,2 | 38,2 61,8 | 51,1 48,9

2015 | 37,0 63,0 | 40,0 60,0 | 35,3 64,7 | 32,4 67,6 | 39,4 60,6 | 50,8 49,2

2016 | 38,0 62,0 | 40,4 59,6 | 38,1 61,9 | 33,9 66,1 | 40,6 59,4 | 52,3 47,7

2017 | 39,7 60,3 | 39,9 60,1 | 36,6 63,4 | 34,8 65,2 | 41,6 58,4 | 53,1 46,9

2018 | 41,7 58,3 | 39,4 60,6 | 35,6 64,4 | 35,5 64,5 | 45,3 54,7 | 56,2 43,8

2019 | 42,2 57,8 | 39,2 60,8 | 34,9 65,1 | 35,8 64,2 | 46,4 53,6 | 51,2 48,8

Despite the importance of quantitative and statistical datawirg moderaterelative

improvements in tax collectionthe power dynamics and social realities surrounding the

Guatemalan case allofer exploring the links between democratic institutions, taxation, and

inequality, thusimpacting absoluteesults This doctoral thesis provides a closer lanto this

paradigmatic case to understand its particulariliae.research strategy, discussed in chapisr 3,

14
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based on irdepth empirical investigation of a case, which has been chosen, delimited,
conceptualizedand analyed empirically to develop theoretical explanations (see Keghane

and Verba, 1994Ragin 2000; Vennesson, 2008

An In-depth CaseStudy: Structure and Content

In March 2012 during the first 100 days oGener al Otnewly elécted e z 6 s
government, a comprehensive tax bill was finally approved. However, after éelyraonths,
many of its key articleweremodified or reversed by diffent means and mechanisims,espoise
to pressure fronelite stakeholdes. These actions resulted itamplex,incomplete law, arguably
more regressive thate original proposalThe following chapters descrilibe detaiks of the
political negotiationsundertakerduring threedifferent governmentdo create andpprove this
new law, and the resistanad economic eliteswhich marked the whole process from its
conceptionuntil the final approvabnd reversalThe taxrelated negotiationenc@mpassfour
chronological periodgFirst, the creation and negotiation of the tax prop¢sgénda setting)y
the Group for the Promotion of the Fiscal Dialogue (GPFD) from 2006 to 2007, under the right
wing government of Oscar Berger (exploredcivapter4). Second, the creation of the tax bill,
negotiation and failure of its approval during the cetdft-wing government of Alvaro Colom
from 2008 to 2011dhapter 5). Third, the rapid changes and renewed negotiatitdertaken
during the first 100 daysf thePatriota party government (2012015), from the last month of its
political campaigriNovember 201)ito March 2012Fourth, the reversandoverruling ofseveral
chapters othe new law from 2012 to 2018h@apter 6).

As discussed in the methodologii chapter (3), i thesis contrasts four different
negotiation periodgpertaining to one tax reform process, from its conception to its approval and

final reversal. During each ofdébe periodsdifferent decisiormaking arenas are analyzed, namely

15
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the Executive branch and the cabinet, the Legislative branch, as well as other specific spaces of
negotiation such as the GPFDAdditionally, the role of different stakeholders g¢arefully
documentetthegovernment (the president and its cabinet and the legislatw@political parties,
the private sector, civil societgndother stakeholdersuch aghe IFls.The variable®bserved to
compae each periodf negotiatiors, correspond to theoncepts of structural and instrumental
power as defined by Tasha Fairfield (2015). The methodological chagkso proposes a
comparative chart which incudesjaps, and expansl onsome of the variablgsroposed byhat
author Chapter Ppresents theomparatwe-longitudinalanalysis andhe conclusions.

Chapter oresents the full review of the relevdheoreticaliterature. Qapter 3explains
my theoretical and conceptual framewaak, well agthe methodologyusedto answetthe research
guestionsThis research is guided by several questialiscussed in chapter &hich exploreto
what extentin Guatemalatax institutionsaremechanisms that institutionalize specific (unequal)
statesociety relations of power, notably bgproducing patterns of exclusion and impunitore
specifically, this thesis exploresdw elite and wider statsociety negotiationgand the lack of
social participationhaveshaped the Guatemalan tax system, especially from 2006 to 2012

Non-democratt tax negotiations shape unequal tax institutions, which impact the
distribution (and redistribution) of resourcesaimy society(i.e., economic power). Ultimately, in
a selfreinforced causality, taxes and economic resources also influence the exigtence
democratic institutions and the quality sécial participation. Consequently, tax bargaining
processes shape different types of interactions between the state and the different groups in
societyd such as economic elites, women indigenous peoplésby establishing patterns of
domination and exclusion, institutionalizing them through specific types of (formal and informal)

arrangements. In other words, taxes are shapeduiyalso contribute toshapingpolitical,
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economi¢ and social relatiords providing a material link between the three spheres.
Democratizing tax policy discussions and decisimaiking may offer an entry poitd transform

the politicateconomic reality of fragile democriasand unequasocietiessuch as Guatemala.
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CHAPTER 2: THEORETICAL DEBATES ON TAXATION, STATE -
BUILDING, AND STATE -SOCIETY NEGOTIATIONS

If the state does not succeadkeeping the dysfunctional sigdfects of the capitalist economic process
within bounds acceptable to the voting public, it will lose legitimacy. This is marked by increasing conflict over the
distribution of income and wealth between wages and p#bfitsrgiien Habermas 1991.

This thesis critically analyzes an idea widely repeated among contemporary tax
theoreticians, namely that taxation improves ssaigety relations in developing countries and
ultimately contributes to democracy (e.g. atrigam & al., 2008; Schneider, 2012; Prichard,
2015). This idea is the extension of the European experience, analyzed by Charles Tilly (1985;
1990) , wher e fH wtaxes fimemaked wat dmeblargedtha $spacefor democratic
participation. In Latin Ameda, the most recent findings highlight the fundamental role of
economic elites in shaping, fighting, or vetoing progressive tax reforms in at least thirteen
countries. These studies established key determinants (not always causalities) of the limited
progressivity of fiscal reforms in the region (e.g., Schneider, 2014; FMeesas, 2014; Fairfield,

2015; Ondetti, 2017)Yet, despite their valuable contributions, some of these works implicitly or
explicitly assume that broader taxation will bring more demaoy and equity (progressivity) to
the region, without challenging the conceptual and ideological rootataEdtumption.

This teleological perspective may be rooted in the unsolved rdatrates guiding the tax
literature. These works persist in assogiihe existence of idealized versions of the autonomous
Weberian rationabureaucratic state and liberal democratic regimes where social participation and
contestation are possible, despite the strong veto power of the economic elites. Instead of
acknowlealging the different possible types of regimes which result from different state formation
processes, as the n@deberian paradigm allows for (i.e., patrimonial, predatory, democratic,
developmental, or even a captured stateg., Evans 1985; 1995; 2014)ist tax literature adopts

a series of assumptions, discussed here, that limit its explanatory potential. These assumptions may

18



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

help explain fairly stable liberal democratic systems in Latin America (such as.Ctolsgver,
they provide limited explanatisn f or fAoutl i erso such as Guat ema
Academic debates about taxation and dvaikling in Latin America have moved from
the literature on fiscal sociology, to rational choice approaches (including voting preferences), neo
institutional analgis, and, most recently, to power resource theory. Previously, fiscal analyses
explored links between state resources and the type of political regimes (e.g., Cheibub, 1998) or
tax regimes and the participation of voters (e.g., Cheibulz&torsk, 1999;Boix, 2003; Bartels,
2008; Kaufman, 2009), which did not fully explain the tax reform outcomes in Latin America.
Power resources theory highlights the role of economic elites in processes of tax negotiation.
However, statesociety interactions can occurdifferent ways, partly depending on how
both concepts, state and society, are defined (Ondetti, 2017). These definitions have clear
implications in understanding the role of taxation and its implications forstatety interactions
in Southern countrg Statesociety tax bargaining processes depend on elements such as power
relations, political will, institutions, democratic participation and broader tax negotiations.
This chapter explores the contributions of guever resourcegheory to understandin
unequal and elitist tax negotiation processes in the rdgiian, werevisit the debates around taxes
and statebuilding, fromtheir historical European Western roots to their implementation in the
developing countries. Secondie analyz power resoures theory and other approachésat
explain the role of economic elites in tax negotiations in Latin America. ,Mi@dnalyz debates
on taxation, democracy and breadtatesociety interactions by looking at the other side of the
coin: civil society. After looking at the major debates analyzing the role of social stakeholders
(elites and civil society), the @inth section explores the importance of institutions as ar@sms

of interaction between structwr@nd agents, and as key sources of power reproducing the
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economic structure. Finally, the fifth section provides conclusions that guide the conceptual
framework presented in the following chapter.

This chapter alsohaires some concerns recently challenging the Addis Ababa Agenda by
guestioning the idea that, in developing countries, more taxes are alesyable(Prichard and
Moore, 2017).State resources are fundamental to building inclusive development. However, t
reduce the risk of generalized biased assumptibissmportant to adapt and add nuance to some
of the persistent traditional Western theoretical frameworks informing debates afiulatrgatic

tax systems in highly unequal and fragile democragaticularly in Latin America

Il\Vest Vs. South: State Formation Vs. Netiberal State Building
Some authors argue that the European lessons from state formation processes can be
transferable to understand current states (Tilly, 188®re, 2004), while othemssert that this is
not the case (Herbst 2000). The differences can be explained in terms of local and transnational
power, rooted in material resources (such as sources of capital and military technology), political
resources (such as violence), and idg®s. For some(Lottholz & LemayHeébert, 2016)the
difference between Western state formation and contemporanbsildig in the south reflects
different historical processes guided by different actors and their distinct conceptions of the state
Among several other definitions, stddeui | di ng can be understoo
increasing the administrative, fiscal and institutional capacity of governments, to interact
constructively with their societies and to pursue public goals more effgctivel ( Br &talt, i g a m
2007:2). Statduilding consist®ft he t ask of Abuil ding functioni
essenti al attributes of modern statehoodod (Di

governance approach, assumingfuaslamental premises, the desirability of modern economic

and democratic characteristics of an already existing state. However, processes of liberal and
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democratic statbuilding are difficult to achieve because they often clash withegisting

political, social, and economic arrangemeriieth domestic and internation@hcluding global

markets and financial institutiongfven when we accept the premise that the political will and
desire to build modern economic and democratic states exists, ittis éasume that the pursuit

of statebuilding reforms will generate tensions by challenging exispioger equilibria within

the state and between the state and society. These tensions and negotiations within/between the
state and society open possibdgifor a wide range of hybrid state types.

Tilly (1985) emphasizes the similarity between the political contexts of Europe in the 16th
and 17th centuries and many contemporary developing countries, pointing outotinemon
domination by coercive, seifiterestecand violent rulersYet he and others alsmcept taxes as a
fundamental element to the existence ofrttoalern natiorstate from a Western and Westphalian
perspectivdSchumpeter]1918/1991:954; Tilly, 1985 & 1990; Moore, 200%)lly evenproposs
that warfare and capital accumulati@nicuding through taxationjere the main drivers of state
formation and the basis for the legitimacy of a social contract (Tilly, 1985).

However, according to Mick Moore (2004; 2007), some important differemresrtktrate
that the relationship between taxation and governance is not automatic and issjuetdict: new

southern states or developing countries were born in the shadow of rich and powerful northern

5 In contrast to, and building on, liberal social contract assumptions, for Adam Smith, the key to popular
FOOSLIikyOS YIe KIPS 0SSy2a86KESPRRIIENRHIBNBANZFY 0KS2 B 2 DK
justice and fair rules, and the duty of erecting and maintaining certain public goods ([1776], d68887Those
RdziASa aySOSaal NAfé& adzll2aSwR6e I OSRIRAYUBELSYAPY 6 6&MILS
ySOSaal NRfe& NBldzANBa | OSNIIFAY NB@SydzS (2 &adzLlll2 NI AG¢é
GSNBE ARSIffte fAY{SR O0aAYAfIFINI G2 NBOSyYyd ARSIFIa 2% 0002 dzy
Then, the debate about state legitimacy is very relevant in terms of its links to democracy: legitimacy can be accepted
by necessity or lack of choice, or by state violence indaemocratic societies (see for example Tyler, 2006); it may
also imply wluntarily accepted legitimacy, based on accountable exchanges as suggested by the literature on taxes
and governance (e.g., Moore, 2004; Scott, 2007).
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states intervening in their development. As Moore (2004) proposes, military technology became
accessible to developing states through international markets (imported) rather than relying on
local production, labour, and technology. Moreover, the link betwiaxation and statociety
interactions is also impacted by the availability of strategic resources such as aid (Moss & Van de
Wallle, 2006), military assistance, and natural resources, and it is not necessarily linked to national
capital (Moore, 2004)hese findingsuggesthat negotiations between the state and the (national
and international) owners of wealth are more complex nowadays in developing countries.

Violence, coercion and domination have also taken different shapes in developing contexts.
For example, according to Moore (2007), at local and agrarian Jex@tsciord rather than
negotiatiod is a more likely strategy to be implemented to raise taxes. In contrast,-topwsal
Tanzania, since populations were mobile and could flee to guogly coercive local taxation,
local revenue generation had to evolve from being mainly coercive and extractive towards being
oriented to publieservices (Fjeldstad, 2001; Moore, 2007:89). In Argentina, Gervasoni (2006)
found that the provinces most dedent onbroadtaxation of their local citizens had historically
been more democratic, whereas provincial governments with generous financial transfers from
central government revenues had been able to buy off or suppress democratic competition. These
casesprovide nuance to thielea that more taxation means more democracy and accountability.
They also suggest thabntextspecificity is fundamental to understanding fbemation of tax
systems in diverse developing countries.

Statebuilding processes assurttge prior formationof some state institutions. From a
western statparadigmthe premise of an already exististptemeans that processes of violence
or war have already established institutions to allocate power and daypitapbosition or through

negotiation (Moore, 2007). The pexisting state reflects a given social, economic, and political
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structure that is the product of history and social struggles (Migdal, 2001; Scott, 1985 & 1998).
However, this premise creates a paradox: regardless obtiuktions of preexisting stats, for
example whether iholds amonopoly of violence or not, developing statarely disappear
(Ottaway, 2012), unlike the European experience. In these cases, the accepted international order
and the foreign recognitiofo sout hern countri esd soesmecialyy gnty
in a region such a Central America, geographically close to the powenili.

Additional to the domestic arrangements, in the international arena, during several decades,
the policies pomoting statebuilding processes in developing countries were highly normative and
reproduced a neliberal agenda following the Washington Consensus (see Williamson, 2004) and
liberal peacebuilding policies (see Paris, 1997 & 2010). They proposed th&tmmtion of liberal
marketsand liberalpolities most of the timethey ignoredhe specific relations of power in each
society. Tlose normative agendas were highly criticized (e.g., Sacks, 2005; Easterly, 2007; Rodrik,
2007; Collier, 2007)and a newgostWashington) consensus began emerging in the late 1990s
(MacGinty, 2011 & Richmond, 2011). More specifically, the importance of the role of the state
was now recognized, for example, as stated in the New Deal for Engagement in Fragile States
negotiatecbetweenthe g7+ grouping of fragile and conflieaffected states and donors from the
global North(2011). However, some scholars, such as Harrison (2012) and Richmond & Pogodda
(2016), suggest that this policy shift has not been fully implemented ingeraSimilar gaps
between policies and practice shaped tax reforms in Latin America; the consequences of the fiscal
changes promoted by the Washington Consensus agenda are still visible in most countries,
especially in their tax structures (Del Castillo02; Schamis, 2002).

According to a document by the Organisation for Economico@ration and

Development (OECD), most OECD countries developed as effective democracies within the last
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70 years and, during that period, at least up to the past decade,Eusipean countries
strengthened their welfare staf@®ECD, 2012)In contrastin Latin America during the 1980s

and 1990s, the devel opment of the public admi)
neol i ber al i deasintdivoahittiogi sér geomalrhmeons, 0 as
management ideas whiskhmp hasi ze fdefficiency and contract
Panorama, 21). Furthermore, in that region, the Washington Consensus promoted efficient and
horizontal tax systas (broad tax bases with moderate marginal tax rates), and taxation was seen

as ineffective for redistribution (Martorano, 2016; see also Williamson, 2004; Bird and Zolt, 2005).
Again, the lack of redistribution differed substantially from the historicabpean experience.

Although the previous paragraph describes convincing evidence on how strong tax systems
preceded strong democracies and welfare systems in Western Europe, it is fundamental to avoid
the 6dsequencing f al | a @artiipatioh should anlyde menotedlafeet d e
the rule of law has been established in a fragile state (Carothers, 2007). The origins of
representative governments in Europe are linked to the evolution of war and taxation (Schumpeter,
1918/1991; Tilly,19851 990) . Contr ary t oBrautigeam (2088rgminglsus i ng f
that taxation prompted the rise of parliaments, as well as the rise of capable and professional
bureaucraci es. APopul ar resistance to ewar ma |
ordinary people resisted vigorously, authorities made concessions: guarantees of rights,
representativénstitutions,and courts of appeal. Those concessions, in their turn, constrained the
|l ater paths of war making and state makingo (

According to Adam Smith, France and England provide good examples of the origins of
representative governments:

Where the authority of the sovereign, though frequently very low, never was
destroyed altogether, the cities had no opportunity of becomingelgnti
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independent. They became, however, so considerable that the sovereign could

impose no tax upon them, besides the stated-fantof the town, without their

own consent. They were, therefore, called upon to send deputies to the general

assembly of thetates of the kingdom, where they might join with the clergy and

the barons in granting, upon urgent occasions, some extraordinary aid to the

kingé Hence the origin of thgeneraeohbr esentat.i

all the great monarchies in Euef]1776] 895[11], IlI: 404).

Given the incentives to regulate the warfare expenses by the state via parliamentary
participationthe bargaining processes between elite taxpayers and monarchs/states encouraged a
relationship between tax contributors aheé state (Tilly, 1985). Initially, the interest of those
taxpayers was oriented to regulate and limit the expenses of thefierti@ard however, a more
pro-spending attitude developed when rulers were able to raise bonds on private capital markets
to fund warfare (Brautigam, 2008:2). Here, a more complex problem arises: who are those
taxpayers interested in limiting the expenses of the state, and who are those benefiting from the
state deficit via state bonds and loans? Who has more influence ovéatéhdexisions? Hse
guestions would be conditioned the breadtlinclusive or exclusivedf democratic participation

and popular restance, as discussed in the following sections. These issues may contribute to

explaining more recent tax ve¢aperiences in the Guatemalan case.

State Building and the role of International Financial Institutions (IFIs)

Foll owing and expanding on Mick Mooreds co
states are born and built in the shadow of rich and powerful northern agendas (2004 and 2007),
OddHelge Fjeldstad and Mick Moore (in Brautigam et al., 2008: Ch. 10) expha role of
multilateral institutions in the shaping of tax reform agendas for developing countrizse Th
authors provethet at i st i c al connection betweefl MR he i
performance conditi ons 0 ccondindtatose schomrseheiiberal ( 200

Agl obal tax reform agendad has bedthelMSthe by t
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Worl d Bank, regi onal devel opment banks, ai d e
Anumber one obralvetrax fr efhcer ylagendad has been
(1 MF) . This organizati on h aideasénd publicaonsoafaor s 0|
reform for poor countries for sever al decades
reinforce their argument using the evidence from Latin America from 1977 to 1995, quoting the

work by James Mahon (2005), who proved the statistical connection between tax refothes and

role of the IMF (related to existent formal agreements andefated onditionalities).

This perspective emphasizes the role of multilateral agencies in southern countries;
however, it disregards the agency of the Latin American states. A recent article by Diego Focanti
etalwhi ch, among ot her i sesisedos moremreegntryeas (182604), Ma h o n
concludes that Mahonodés findings were correct
behind the tax reforms in line with the Washington Consensus (Focanti et al.). However,
recognizing more agency from withsome southern states, these authors propose that the IMF
was not necessarily behind all tax reforms, especially in the most recent years, since some Latin
American governments have undertaken, for different reasbes, own fiscal reforms. As
discussd later, this may not apply to the Guatemalan case.

A relatively recent joint reportybthe InterAmerican Development Bank and the OECD,
on Latin America, reminds us that the orthodo
is preferable to targ the sources gfroductionsince its impact on economic growth (especially
in the growth of exportsande mp | oy me nt i s OHCB/FABB, 200482).g hisrapart  (
also highlights that fAwhile LAC c¢ bapadtdecades h av
there are still important challenges. In general terms, the region collects less than what their level

of development could suggeaiso, the tax structure has a bias towards-poygressive taxation,
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andevasion | ev ibit.s22, any ganslateom).gCerside(ing more than a decade of
structural adjustments promoting the efficiency of the market, the actual tax structure in Latin
America and the Caribbean (LAC), compared to Europe, is not surprising:

In 2016, there was a further &hn the LAC region towards VAT [Value Added

Tax] and away from taxes on income and profits. In 2016, VAT revenue was the

principal component of revenue from taxes on goods and setvid&s29.3%

of the total tax revenues, VAT is the biggest souraewénue on average in the

LAC regiofé On average, 43% of tax revenues in

taxes on income and profits and SSCs [social security contributions], compared

with 60% in the OECD in 2015 (OECD, 2018:18).

Eduardo Lora highlights that tmeain objective of most Latin American governments has
been to increase their tax revenues to preserve fiscal balance (Lora, 2007), even by sacrificing tax
progressivity (Focanti et al. 20X6)echoing the old Washington Consensus discipline. However,
for same South American countries (e.g., Argentina, BoJideazil and Chile), increasing tax
revenues also became an instrument to gain more independence from the multilateral
organizations, avoiding further structural adjustments and experimenting with more progressive
social policy agendas (Cameron and Hershberg, 208\dtsky and Roberts, 2011). This is not
the case for all countries: for example, Haitdi
still struggle to fulfil the conditional and technigaldvicedfrom the IMF and WB to reform their
tax systems ima&hange for further loans to finance budget deficits.

Similar to other critiques of ahistorical n®deberian, neénstitutional, or nee

developmental concepts of the state (Jessop, 2005; Brenner, Peck and Theodore, 2010; Cabhill et

al., 2012; Song, 2013; G#l, 2014; Carroll & Jarvis, 2017), the lack of problematization of state

" Representing 58% of revenues from this category (OF20D8:18)
8 Followed by revenues from taxesimoome and profits (27.3%) and from other taxes on goods and services (21.2%)
(OECD, 2018:18)
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building concepts leads to liberal and teleological modernization assumptions according to which
state capacities need to be strengrankfammgd t o i
interests of specific classes and capital é al
(Carroll & Jarvis, 2017:9). For example, when studying the role of emergent transnational
economic elites in Central America, Aaron Schneider suggést a coherent modern state

building project supported by these elites would facilitate the implementation of progressive tax
systems. However, his findings in ElI Salvador show that the liberattsidting plan of the
transnational elites has notrisdated into more equity or progressivity (Schneider, 2014).

To conclude, southern Ademocratico regi mes
by western states and differ from the European Western experience. The domestic and
international markets atdinked tathe interests dbcal and global capitaPower relations between
political and economielitesand the rest of society have intricate historical and material roots. For
example, claiming a legitimate monopoly of violence was (and still dsffiault task for many
developing states, especially for those classified as fragile states (e.g., Carment et al., 2016) which,
in many cases, lack autonomy from the national and multinational ecoettag In this same
manner, the main characteristiothe state, suchsthe exercise of violence, protection, and
taxation, did nobccurthe same way they were negotiated in western societies.

The exising literature on taxation also suggests that the financial and technical assistance
provided by mulliateral agencies, such as the IMF, has been a key determinant in setting tax
reform agendas in the region. Although these arguments could be accused of disregarding the
stateds own agency and owner s hbripgback thadeadfe al i ng

the statebs relative autonomy from | ocal and |
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tax agendas (Moore, 2004). The legidbal connection ishereforea fundamental variable

understanding power dynamics of poor and fragilent@es and recent statmiilding processes.

Il olitical and Economic Power: Elites and Oligarchies?

The analysis of power and social bargaining processessteeed the arena of taxation and
statebuilding studies relatively recently. These new attemptxptae tax systems through the
power of the ,imowwnieng awawefathadh AVebDerepresent
rational choiceapproacheto more historical ne@stitutional analysis, and most recentty
power resources theory. The latfemainly proposed by Tasha Fairfield, 2015) focusegshe
economic (structural) and political (instrumental) power of economic elites in determining tax
reform agendas, negotiations, and outcomes in developing coumpdisitly, this literature also
brings concepts such as economic elites and oligarblaigs intoto the analysis of tax systems.
However, by direct reference or by omission, these studies also document the absenee of non
business social participation in many tax decisitaking processes.

Interestingly, the power resources literature was born emphasizing the importance of power
resources for the working classes, especially unions and labour parties. These pioneer studies (see
Korpi, 1983; Stephens, 1979), rooted in iMarxist perspectivesvere exclusively performed in
OECD countries, to explore the power of the working classes and their influence via labour parties
in determining welfare state policies. Later, this scholarly literature also studied the impact of
working classes and lefting political parties in shaping redistributive practices (Robinson, 1994)
through labour marketand government policies (Bradley et al., 2003). However, as proposed by
Michael Kellermann (2005), the main flaw of the theory, at that moment, was thaidtes svere

repeatedly focused on the same rich countries and used the same databases.
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In other words, tat literature analyzed how unions and labour parties influenced and
changed state policies (including taxation) in developed countries. Howeverstheiss were
not extended to developing countries. As a result, the new power resources theory analysis
focusing on economic and political elites bargaining processes also exposes the different
arrangements and limited participation mechanisms thatfexisther groups ofcivil society in
many developing countries, such as Guatemala, and the need to understand the differences between
more advanced and weak democratic institutions and societies.

Fairfield analyzes the power of tlkeonomic eliteso influence democratic governments
in the formulation of economic and fiscal policies using two categories: structural and instrumental
power fairfield 2015a:413). These categories are not
of power el totheMiliband-Pb@abtBay debate Poulantzas, 1969; Miliband, 1970)
on forms of power in advanced capitalist societies. Yet, Fairfield makes a theoretical contribution
by narrowing down and applying these concepts to contemporary democratic systeatis
America A Structur al power o refers to the economi
capital owners respond to government policies by changing their investment decisions in accord
with their own individual profimaximizing objectives... [,Jnfluence policy decisions without
need for concerted political action, o and pr oy
however, policies Acreate di fferent signal s
2015a:418414). For that reasoiairfield proposes that the perceptions of policymakers are the
key el ement to understand fAhow ameanalysisis str u
centredon strong or weakerceptionsof t r uct ur al power, which bel on

expectations behaviourand decisiormakinganalysis.
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For Fairfield (2015), Ai nstrument al power 0
influence political decisions, such as econoraid i telat®réships with policymakers and
political parties. Institutionalized sources of power, particularly institutionalized relationships
between economic elites and policymakers, can be expressed as partisan linkages and government
business consultations (Fairfield, 2015). She proposes that ins@tUtionz ed r el at i ons hi
be more stable sources of power than-mstitutionalized relationships like recruitment into
government and i nh3D)onstruméntaltpowersan alfo beletthance?! By material
Aresour ces 0 Resous réfea t tmoneyn media access, or cohesion, while actions
refer to lobbying, finance of political campaigns, or influence of pudpiaion (Fairfield, 2015).

These arguments contribute to undersitagydn a complexway, how national and international
cgpital shape policy decisions in formhatlemocratic regimes.

The elitestate interaction also highlights camplex connection between national and
transnational capital. Tasha Fairfield documents the importance of understanding the role of
economic elitesn (most) Latin American countries and provides an evocative summary:

First, extensive if often incomplete market reforms in the 1980s and

1990s moved Latin America away from a statist model characterized by heavy

public ownership, government planning, asthte intervention, toward a

neoliberal model that places theichgreater agency in the hands of the private

sector. Second, Latin America exhibits a hierarchical variety of capitalism

dominated by large, diversified, famigwwned domestic business greugNot

only is capital ownership tremendously concentrated, but a small number of

wealthyfamilies, in essencehart the course of the economy from their perch

atop the privatesector hierarchy. Third, Latin America has become increasingly

integrated intathe global economy and exposed to mobile capital (Fairfield,

2015:412).

Aaron Schneider (2012) studies the natienahsnational capital connections by exploring

the role of emergent transnational elites versus the traditional economic elites in Ametiah.

He characterizes the different stéiglding projects that these transnational groups pursue in each
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of these countries. However, he seem&eav the influence, power, and coherence of the (liberal)
transnational elites as positive elementstaiebuilding and tax reform projects in the region.
Assuming the existence of democratic states,
warnings about the r i s lktatebaldingpracesses.cul ar el i tes
Gabriel Ondetti (2017) gues that there is an ongoing debate in the new literature on power
resource theory, about the instrumental power
they hinder or facilitate revenuea i si ng reforms. 0 He jukfielhposes
(2015) in Chile, Argentina, and Bolivia against those of Aaron Schneider (2014) in El Salvador,
Costa Rica, Honduras, and Guatemalaonc |l udi ng t hat they contrad
thesis proposes t hat ste tiodertaxmpoliciesailwihti cshd afg d vweert
interests, 0 while Schneider initially (foll owi

that transnational elites support modern and progressive tax reforms. However, | propose that

Schnei der onsdisntgrso,n gienstt fee end, support Fairfiel
Furthermore, as explained bel thoseandsedet t i 6s t h
Schnei der concludes t hat (transnational)

connectionsdcilitate statdbbo ui | di ng p davaum i t s estatebuiddimgmgefnidas and
interests. However, differeritom what he initially assumed (that transnational elites support
positive tax reforms), he s hotwmeacessahhaiiclude morea e s 6

taxes, nor more progressivity. For example, when explaining his strongest case of elite cohesion

and statbui | di ng coherence i n El Salvador , Schn
transnational el i t leadesincréased texatior Ibut have elsmrsenedhlef or ms
regressivity of the tax systerfgvouringt he tr ansnati onal corporatio

Schneider documents that the liberal-taform agenda is not necessarily favourable for all
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societies. h a complementary manner, Ondetti proposes that instead of assuming tax preferences
Aas gi ven, 0 hi aboubtheistata [e.g.ptrust bremisteust)c ageskey elements to
understanding the role of economic elites in supporting or hinderingftasrems . Ondet t i 0
especially help explain why economic elites support or veto tax reforms, depending on their
relationship with the state, sometimes beyond thairoweconomic interests. As this thesis will
demonstrate, the type of relationship betw the government and the economic elites and the
elitesd preferences are also i mportasuppot o und
or hinder tax reforms. Howeven contrast ta@ndetti, this thesis proposes that the support or veto
to tax reforms from economic elites is not necessarily beyond or despite their interests, but a
fundamental part of their interest calculations, at least in the Guatemalan case.

The former discussion on elitesdé preferenc
i mportance of el it esdanalyzddé&anacolectvenattiordperspeatie t a x
(guiding Schneiderds analysis)el dheperopdeasth
cohesion is positively related to stronger and more progressive direct taxation. This perspective
assumes t hat cohesion facilitates Acol |l ecti v
overcoming shorterm fears, and allowqlong term perspectives, which contemplate possibilities
for wealth redistribution and better public services (Fairfield, 20YB}. s Fairfield argues
collectiveactiontheory offers dimited understanidg of tax negotiations. | also propose titla
suppositions that the stateagtonomousnd capable of redistributing wealth and compensating
with services i taxegatseghosersguestof power as el aspnateridl state
capacities. Theignore the ability of the economic elites to use their cohesion and collective action
to veto tax reforms, asignalledby Fairfield. These assumptions also overlook the possibility of

these economic elites to use their cohesion to shift the tax burderdsoatheclassesn society,
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successfully negotiating exemptions and privileges, as demonstrated in the Guatemalan case in the
following empirical chapters.

Additionally, assuming that the collective action problem represents an exclusive
negotiation beteen the state and the economic elites limits the possibilitynderstanding
broader power relations between the economic etitei society, and the state. Power resources
theory provides more nuanced accounts on how-staiteomic elites negotiatisroccur in each
country. The influence of economic elites yields more explanatibtexanegotiations and tax

outcomes thadid voter preferences analysis. Fairfield contributes to identifying specific sources

of power for business elites by documentinggsni f i cant variations in t}
tax refor ms. As she proposes, her study foll
importance of theoncentratedve al t h of f@Aol i garchiesd as the m
influence; howe e r she differs from Winterds Vi ew

homogeneous oligarchic influence on key polici
case studies suggest how evengkteemelywe al t hy #fAt i ny el iaveeobesion( ol i g ¢
and fcealclta cotni vper obl ems o6 when their political

circumstances. However, Fairfield agrees wit
chall engeo the power o f oliirganeldsiuess aianeddoec®o

mobilization (Fairfield, 2015:20). Her studies on Bolivia and Chile docurhemt, in those
countieseconomi c el ites were able to defeat tax r
sectors mobilized ifavourofther e f or mo ( Fai r fi el d, 2015: 3) .

From a more critical and historical perspective, when analyzing the revolutionary
movements in Central America, Edelberto To#iRdgas proposes that material conditions

(structural power) do not always explainthe powerandmoe s of t he economic e
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American history, the cycles of economic crises alternate with political crises: ... phenomena that
seem to assure the independence of the structural and the political, which thus denies the
determinismof rustichist or i c al ma t -Rivas, 201B: $In Gee @ISO ol orRezas,

1982:28 30). For example, according tattauthor, the oligarchic liberal statefo ruledCentral
Americaandparticularly in Guatemalduring the first half of the twentieth centudrove major

effortst o fibui l d the stateo in the -bulldngmatesswane of
the rapid expansion afoffee agriculture for exportThe most important characteristic ofath

liberal state, he continues, was the conegiun of power in the hands of a small economic elite,
thanks to the modernization of the army and a militarized bureaucracy. All these were
accompanied by new constitutional lathait defined nationality and citizenship as well as new

fiscal and financilsystems, including a new currency (2013:68). Two other fundamental
characteristics of this fAmoderno state were,
favouring international investments and geostrategic interests (Torres Rivas, Mah8ney,

2001; Dunkerley, 1999). On the other, the limited citizenship granted to indigenous peoples (which
represented a burden for the new elites) was characterized by new duties, notably forced labour,
forced military service, and religious obligatiofBorres Rivas, 2013) contrasting with the
growing privileges of guasiwhited European descend@ntminority ruling the state.

According to Medard, in a patrimonial staiei t i s pol i ti cal resourc
economic resour ce$3). THisMmedrs rtltht staté YiBléhcelldomes a
fundamental resource for wealth allocation or distribution. As proposedbgattme author, the
core of patrimonialand ngpat r i moni al politics is Athe priv:
1982:185), diferent from socialist or capitalist experiences. The patrimonial state then would

all ow the exi stence of concrete mechani s ms at
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social domination. This thesis assumes the premise that the Guatemalan statatisna and
democratic (in Weberian terms), but respotal other ore aspect®f the state, such ahe
patrimonial or extractive state.

I n their wor k, Acemogl u and Robi nson pr o
institutions fear creative desttion,0 wh i ¢ h rimevatibnivizen therota s replaced by
thenewand destabilizes power relations (2012:430). For example, the Central American societies
went through revolutionary movements and civil wars opposing repressive siaies, at the
end of the liberal period (between th@30sand 1945), had degeneraiatb dictatorships led by
military caudillos. The ruling classes percei
and a direct Acriticism to the oligarchy, 0 &
repression (TorreRivas, 2013: 84). Thiargument highlights the importance of institutions and
institutionalized sources of power, as discussed in the following sections.

Additionally, the idea that #d@fAexternal supp
in shaping states in Centranericamay add nuance to the idea that economic elites do not always
possess strong instrumental and structural power, as Fairfield proposes. It is necessary to pay
attention to contexspecific distinctions, to understand how mubk interests ofransnationa
and global capital may diffédrr om | ocal or national economic el
the fundamental importance of accumulatioor @ globad not locad oligarchy is also
fundamental to understand tax negotiations and outcomes in fragis stuich as Guatemala.
Thereforghowthe Global North imposes, supports, or contributes to set tax agendas in the Global
South becomes relevant to power resource analysis, as discussed in the previous section.

Furthermore, the idea that historicalpreferc e s may shap®t atdefoniifip

stated positions, as proposed by Ondet ti (201
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economic elitesd interests have been shaped ©b
state. Foexample, in the case of Mexico, as Ondetti proposes, economic elites went through the
Atraumati co expropri at i satedupng held3dss(Ondemtipd0EB8Me nt e d
However, they also benefited from the state actions in subsequent penmatsalgsduring the
liberalization period that took place during the second half of the 1980s and the 1990s (e.g., bank
privatization, see Aspe, 1993; Ortiz Martinez, 1994). Similarly, in Guatemala, the economic elites
suffered some traumatic experiencesig the government of Jacobo Arbenz (19B154), with
the expropriation and redistribution of idle lan#fowever they also benefited from the state
actions during most of the liberal and dictatorial regimes, especiallhipb4t

It is proposed herehat historical preferences are not fixed and can change over time
responding to particular interests, circumstances, and ideologies. Consequently, another way to
explore Ondetti 6s -statepaeferniresisthrougboundetstandiogthesd ant |
it is in the interest of the economic elites to contribute to state strength or state w@dkness
example, through taxatiGndepending on each historical circumstance. In theory, tax preferences
and tax institutions may also vary to adapt to histbaca economic circumstances (alongside
power relations and economic interests). However, aditlelite preferences cannot be understood

without studying the resistance, participation, or lack of it, fotiner social forces.

Guat emal ads T aPoweNaadylmegualisyt i on s

The characteristics of the Guatemalan traditional economic elite have been widely studied
across time and different political spaces (e.g., Valdez and Palencia, 1998; Casaus, 2014; Valdez,
2015). Aaron Schneider defines the tradiéibaconomicelitesas cohesi ve, domi nar
a single peak business associationo (Schnei de

the traditional Guatemal an e lreptodudrgthelstauctigahi ni ng
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status qualuring specific decades or even centuries (e.g., Lora, 2008; Sanchez, 2009; Schneider,
2012; TorresRivas, 2013; Fuentes Knight, 2014).

As previously discussed, Schnei derds assur
economic elites would support teeforms to build more modern liberal states. He assumes that
these transnati onal e-buldingmojebta(pranotmgeplibeeal niakeaish e r e n t
including more democratic and progressive tax agendas (Schneider, 2014). Additionally,
Schneder treats emergent transnational elites as equally important in the Central American region
and conceptualizet hem as di fferent from the Adeclinin
documented analysis and characeedi 3abhnenderf (
proposes t hat , i n Guat emal a, Atransnational
accommodated to traditional sectors within a single peak business association and a fragmented
and volatile party synglestatb0i Hdi agnpoprogestt daitm
country while proposing that institutions set
di vision among elites. 0 Tian, dheagc @onmtoijrecds hafs
and for that easonthe statebuilding process in Guatemala canlhbelledas i n Aper mane
Acrisiso (2012:18). This thesis challenges th

In contrast, Lora proposes, following an IDB analysis (2006), that, in Guatemala, strongly
organized economicelge it ake advantage of the weak state
especially through alliances with the legislative forces or through appeals to the Constitutional
Courts (Lora, 2008:119). Similarly, Omar Sanchez argues that there are four raeforak
problems preventing the tax reforms I n Guat e mz:
nearhegemoni c status of organised businesso and

state autonomyo as two of .Ltorm@sdeSanahaz coincideaby s e s
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concluding that the strong Guatemalan economic elites take advantage of the weak political
institutions to impose their will and prevent any progressive fiscal reforms. However, in contrast

with these conclusions, | propodeat the weakness of the state institutions can be explained
through more clear causal links: the Guatemalan state is weak by design. This means that the state
cannot be assumed as aut on o mpthegelatiohshipbatweer o n 0 mi
traditional economielitesand the decisioimakers becomes fundamental to understand the role

of institutions framing tax decisions.

As documented by Piketty (2008014/2013& 2014) in developed countries (USA,
France,and England)tax institutions, espedig exemption policies, can create big inequalities
among members of society fawouringthe richest percentile of the population. More specifically,
with respect to the case of Central American tax policy since 1976, Michael Best described it as
essentially a fAclasso framewor k, Aar gutheng t ha
degree of emphasis on income taxation) reflel@egkly the changing political balance of power
bet ween | andl ords, capitalists, w o r .Kreathsr, and
words, tax institutions arenechanismghat expressand reproduceinequality, rooted in the
unequal balance of power. This raises the question about how better tax mechanisms are possible
without altering political and economic power. As proposed by Fairfield (2015), the possibility of
implementing progressivexaeforms depends greatly on tredative powerof economic elites
and civil societyi to which | add the importance of institutions as vectors of power.

According to some of the documents produced in Guatemala about tax institutions and tax
reforms (ICEF]) 2014; Fuente&night, 2011), tax exemptions appear as one of the most striking
mechanisms protecting the privileges of national and transnational capital, and consequently, to

reproducing inequalities. According to the Central American Institute of IFudies (ICEFI,
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2015),the role of traditional economic elites is the cornerstone of that unequal and fragile tax
system in Guatemala and elsewhere in Central America. However, although these more eclectic
approaches provide a key analysis on the stralceconomic roots of the fiscal problems, their
proposed solutions are generally attuned with the recommendations of th&VBJRnd IDB:
broader social bases, flat rates, more VAT, no exemptions to corporate income takesjletc.
words, hey respad with problemsolving strategieghat arelimited by the (glocal) liberal
economigparadigmLike other mainstream problesolvingtheoriesthose analgesassumehe
need to work within the systemind do not foresee anjong-term transformatios of current
political and economic structurda contrast, this thesis draws oritical theoryto exploreif there
existssocial basis for changing the syst&nom different social perspectives in the futsee
Cox, 1976 & 1987)however the finding suggestetimeed to strengthen civil society to achieve
meaningful changes.

An important problem with the documented cases fronpderresourcesheory or from
the analysis of elitéepower, are the underlying assumptions that Latin American states are
democraticand autonomous (Fairfield, 2015 and Schneider, 2014). Under these assumptions,
social participation isxpected to occur naturabwnd is barely problematizédexcepftfor the logic
of intrinsic social collective action problems and historical legacieseXample, in his analysis
of failed tax reforms in Guatemala from 1985 to 2006, Schneider concludes that popular sectors
are fAdividedo aandt herierl aftdrvged ryi zweetaiko, nda | capacit
fiscal interebtead &ahe ptilbvht Bwagcbero (2014: 3

the legacy of the civil war and the general dynamic of exclusion from the Guatemalan socio

economic structure, accentuated by ethnic di
accurate in explaining the c aalcmatiespSchnederv i | S
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doesndét explain how tax reform processes incl
after the Peace Agreements; neither does he suggest how thdseses 6 demands wer e
excluded from t he tbruand sdn antgi cangaeln deal. i0t eHsed ciosntcd tL
state repression, their main characteristic was a lack of organizational capacity. Additionally, he
argued that the organizedogips of civil society have been-opted by the traditional economic
elitesthrough different strategies. Although these powerful explanations are coherent with the
weaknesses of the fidemocr atfulycerplo thsdgenofthese Gu at e
groups and their interaction with economic elites, considering their structural and instrumental
sources of power.

Additionally, when dealing with social participation in tax negotiations, the existing studies
take for granted how democracy would@matically strengthen tax burdens. For exampléjsn
study on Guatemal a, Omar S8nchez fAblameso the
societyo as one of the four main structur al
reforms, als,maggr avated by t heepfrn exoe rgtaanti icv ea nrda tnuorne o
(Sanchez, 2009 herefore this important recognition of agency ignores dltleerstructural and
institutional barriers preventing broad participation of social groups idisxssions and their
potential acceptance or rejection of tax burdens, and the close interrelationship between lack of

mechanismafor social participation and lack of progressive taxes.

I T axes and Democracy: Outcomes @tate-societyInteractions
Recent sidies on taxation in southern countrescludethat the need to raise taxes could
strengthen statsociety relationshipsfavourablyi nf | uenci ng state <capaci
responsiveness, and accountability (Ross, 2004; Brautigam et al., 2008rdPrik09 & 2014).

Buil ding on Tillyds argument s rel atedeo t o we
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institutionalistperspective Brautigam et al. (2008¢xplorethe question as to when states and
revenuerelated institutions are more democratic #adlitate higher levels of social consent. For
some authors writing about stedeciety interactions (e.g., Schneider, 2014), the causal link
between more taxation and better democssgms taken for granteddowever, some others (i.e.,
Cheibub, 1998; Biutigamet al., 2008; Prichard, 2015) have tried to establish whether the link
between taxation and democracy exists in different times and places.
According to the classic fiscal sociology perspeglitreere is a causal connection between
the dependencef governments on levied taxes and accountable, representative democratic
institutions. As discussed, this fiscal (social) contract idea is supported by the literaturéngropos
that theinstitutionalizationof representative governments in Western Eurege driven by fiscal
politics (Scott, 2007:35; Tilly, 1985, 1990)here isevidence tesupportthese argumenis the
tax | iterature, which explains how deficienci
origin of their rents: i.e., natureésources or strategic rents instead of tax revenues (e.g., Prichard,
2009 & 2014). This latter view proposes that developilgnt i er st ates need to
to i mprove fAidemocracyo and fAaccountabilityo (
Theseargumentsuggest a clear causal relation: taxes can improve democracy. However,
what are the concrete mechanisms that allow or prevent increased state taxation from contributing
to democratisation? Migdal (2001), for exam@mphasizehow the dynamicsdiween the state
and society impact each other, expressing a mutual causality or interaction. Since democracy
shapes and conditions the way society participates and interacts with the state, scholars have also

explored whether democracy (or any other tgpeegime) influences tax outcomes. For example,

9 A field developed and coined by Goldsché¢i®19) and Shumpetdd956, 1976) (in Backhaus, 2004yhich
understands social evolution as a result of Btates deal with revenue increases, and how societies respond to them
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Jos® Cheibubés (1998) study of 108 countries
regi me (democracy or dictatorship) had no eff
Additionally, thehistory of European states also shows that the ruling and economic capacities of

the stronger states such as Great Britain and France, developed despite, and instead of, their

p o p ul avellibengandrights through highly unjusttax systems(e.g.Jsed | vy, 1985 ; O¢
and Hunt, 1999; Vries, 2002;). In other words, more demoataegnot necessarilyneanmore

taxes, and more taxes do not necesskady tomore democracy.

By assuming that more taxes will bring more democracwell aseconomic ad social
development, the nearthodox literature ends up endorsing statéding processes rooted in
teleologicalmodernization perspectives. These perspectivesalace found inthe 2015 Third
International Conference on Financing f@evelopment (the Addis Ababa Action Agenda and
Tax Initiative), which states that Ieimcome countries should increase their-@RP-ratio. In
international policy circlest is widely accepted that at least 15% of GDP is necessary to achieve
the Sustainale Development Goals. However, recently these commonly repeated ideas have
raised concerngor example, Will Prichard and Mike Moore (2017) challenge the Addis Ababa
Agendaby questioning the idea that more taxes in developing countries (espéciafifca) are
desirable and possible.

A different set of analyes proposedhat the causality is reversed, arguing that democracy
leads to more taxation when civil society and popular classes have more power to press or negotiate
for more redistribution (e.gGardenas, 2010; Besley and Persson, 28d&lso Sanchez, 2009).
However, Ondetti proposes that thasgumentsdo not explain cases such as Mexico, where,
despite the transition from an authoritarian to a democratic regime, there has been no fuhdamenta

change in the tax burden (201Furthermore, some recent studies propose that several aspects
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condition the possibilities for social participation in fiscal debates: the openness and transparency
of the tax debates, the technical capacitésand suppd from political institutions, the
characteristics of the tax institutions, among other issues (e.g., UN/E®akBinea & Serra,

2008). Additionally, it is important to take into account the historical and social characteristics of
civil society, as welhs their organizational and mobilization capacities (Tilly, 2006).

Wi | | Prichardds mSaharan Afdca €016) comaudds that taxatom b
and democracy are strongly correlated in that
provide nuance to the tasdemocracy causality showing that tax policies do not necessarily
improve democracy unless they are constructed to achieve that objective (Prichard, 2015).
Prichardds argument al so probl emat inceewhent he i
political elites decide to build it. This reinforces the idea of the importance of the role of
enlightened elites and good governarideerefore political will and collective agency are also
key elements to explain the relationship between i@xaind democracy in developing countries.

Furthermore, the type of political regime or the level of democratization of a state (as well
as the income level) may impact its tax structure, expressing more progressivity and equity.
Understanding tax struates may contribute to understanding the links between taxes and
democracy because evefficient democratic regimes suffer from tensions between capital
accumulation, economic growth, and social redistribution (e.g., see Piketty, 2014; Martorano,
2016). Thken, tax equity and fairness requestablishingd hodnstitutional and fiscal mechanisms
to favourthose goals (e.g., Zucman, 20Bsjusheyet al, 2017).

For example, EmannuelModicaet al (2018) consider the changes to tax structures over
time for 80 OECD and nof®ECD countries. They confirm previous findings in the literature,

stating that there is a positive correlation between higher GDP per capita and higbe® X
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ratios.Additionally, they observe a correlation between the level of teetwgss and the structure

of tax systems in the analyzed countri es: A HI
security contributions (SSC) are positively correlated with higher levels of total taxation, while the
opposite is true for higher siearof valuemdded t ax ( VAT) and corpor a
(Modica et al, 2018:33).However, they acknowledge this latter finding as preliminary, to be
compl emented with understanding Athe drivers
withincome | evels and total taxationo (Modica
econometric and quantitative study may sugtestin middle and lowincome countries, VAT

and CIT are less efficient ways of collecting taxes, and that including easiog PIT and SSC

could be fundamental for middland lowincome countries to achieving more solid tax systems.

This may indicate that more equity and progressivity are needed. However, another simple
conclusion may be that the only important determinsithe needor increasingthe GDP per

capita to collect more taxes! The latter suggests looking into a different set of causalities and
correlations, such as democracy and economic growth, level of taxation, and welfare states. In
other words, tax strugtes and levels of tax collection (in terms of GDP ratio) contribute to explain
inequalities, noper se put as expressions of power and institutionalized inequalities. Furthermore,
levels of tax collection are also correlated with the size of the eco(®D¥).

This doctoral dissertation proposes that the type of political regime affects the quality and
characteristics of the tax collection mechanisms, implying that the type of regime or level of
democratization of a state may impact its tax structureegndy, as supported by recent data on
the differences between OECD and +@ECD countries (Modica et al., 2018). Furthermore, it
can be argued that even efficient democratic regimes, the tension betwedamouring

accumulation and economic growth vessedistributionrequiresestablishingiscal mechanisms
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to favourtax equity and fairness (Piketty, 2014). Tdfere the liberal teleological assumption that
the existence daxescan improve democracy highlights the contradictions in the existing evidence
on how concrete democratic institutions and tax mechanisms operate and interact to produce such

democratic outcomes nly somedeveloping countries.

State-society Negotiationsand Social Participation in Latin America

The stateeconomic elite analyses haveen fruitful in explaining how economic elites can
influence and shape tax reforms in Latin America. However, their findings show the limited
existence of democratic mechanisms facilitating biiatesocietyinteractions. There is limited
scholarly evilence on how the tax discussions exclude or include the rest of societyu@inass
groups) from the staleusiness equation in the region, especially in weak democracies. There are
a few clear examples of inclusion and excludiaee for example the agals on tax demands
and social protests in Chile and Bolivia (Fairfield, 2015), and the role of popular sectors in Central
America (Schneider, 2014), and specifically Guatemala (Schneider, 2014; Sanchez, 2009).
However, how statsociety interactions areplored still preserstproblems when differentiating
between working democratic systems and fragile and weak democracies.

Schneidendd F201t4) el débs (2015 a,-exigtdndemdb ) f i n
democratic systems where contestation is ptessibt, implicitly, their case studies illustrate how
weak democratic mechanisms also constrain broad social inclusion. For ex8neplen ei der 6 s
(2014) analysis on emergent and tr giddiréciyon al e
illustratesthe absence of democratic participation and opposition in Guatemala.ifsinagile
democraciesnechanisms (such as voting and political party representation) are limited, and
discussions can be highly secretigeextreme cases likeuatemala, the mechiams to choose

from anyfiscal options through the political system are limited. For example, in the case of
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Guatemala, the discussion on fiscal issues has been completely absent from the political electoral
campaigns (e.g., Ortiz, 2008; Lopez et al.,&00

In contrast, Fairfield (2015) documents how, in the case of GHuldal protest was the
key mechanism for nealite citizens to change the tax outcomes at particular moments. She
explored how the rallies i n Clisetfaedopesperslsour ed L
soci al demands (Fairfield, 2015) , perhaps f ol
how social mobilization has allowed societies to participatadnelateddecisionsis still a barely
explored topic. As discussed in thgrevious section,exclusion and repression are still
characteristics of weak or pseudemocratic systems.

Tillyds (1985) argument that Eueonpbeght ehadt:
despotic | eaders al so sup thetype of reGirheedoes nobafect ( 1 9 9
statesd6 capacities to raise revenues. Accordi
always appear as a given goal. As proposed by Migdal, states can be characterized as weak or
strong, dependrntnrgolo,nd Amomtciad t heir democratic
This would be the case of bureaucratighoritarian statgl s ee O&6 Donnel |, 1973).
also highlights that popular uprisings were fundamental in shaping states and dersocratic
contracts in Western European democracies (Tilly, 1985; Moore, 2004). These ideas also point to
the necessity of shaping temdtiigtheatenserdsd capabl e

Grassroots responseme importantto processes of statmiilding (Carothers, 2007).

Patterns of resistance are keyctmanging existingand predominant paradigms (e.g., Foucault,
19771979, inBurchell 2008).The Gramsciaschool of critical theory alsemphasize that social
forces within statesociety complexesa® pot ent i al catalyst to Atr a

and world ordei®l). (Cox, 1987: 387
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The previous reflections suggest that Ci vi
elements to negotiate inclusive and progressive tax policies. Howeveraldteyaise some
concerns about two different processes: protest and mobilization from below to pressure for
change, versus thwp-down creation of participatory mechanisms, institutionalized through
democratic institutions to facilitate stat&il sociely interactions. The latter would differentiate a
democratic society (polyarchy) from a nofdemocratic one (see Dahl, 19728)rms or models
of participation are important, as alsealissed in the section on civil society.

From a different set of litature on developmental states, Peter Evans (2014) proposes a
top-down approach to social participation, where the stdesan active role in promoting and
facilitating social organization and participatidpromoting human development to achieve
economé development (Evans, 2014). Echoing similar ideas, in a document published-by UN
ECLAC, Eduardo Lora (2008), after studying successful (Chile in the 1990s) and failed (Brazil,
Guatemala, Costa Rica) fiscal pacts in Latin America, proposes that the safcadgscal pact
A d e p e n d mcerdivesthat the parties have to participate dhd mechanisms availabte
verify and make effective tdaenphagsraddedavevers r eac
he also warns his readers that fiscal pacts are more difficult to achieve in societies that need them
most: where tax systems are highly distorted by exemptions, special treatments, and ethsion
of which favoursmall, powerful groups, as ithe Guatemalan case (2008:125). He argues that it
is risky to promote fiscal pacts when there are political barriers, such as limited political decision
making mechanisms, deficient public administrations (incapable of providing key services), or key
stakdnoldersfavouredby the status quo witstrongveto power (economic elites or unions). These
failed attempts may increase politigallarizationsince social pacts are only a small piece within

a larger process of decisiomaking and implementation of figcpolicies (Lora, 2008:133).
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In sum, to implement more progressive, fair, and democratic fiscal agendas, it is also
necessary to understand how formal and informal institutions incentivize or limit democratic
participation (topdown). Additionally, it is necessary to explore how much room exists for
organized society to participate and influence public policy and what the potential risks are
(bottomup). Before setting out a theoretical framework to analyze those issues, it is necessary to

clarify how thisresearch approaches theamiag of civil society and social participation.

Civil Society
As proposed by Laura Macdonal d, ci vil soci ety
elusive concepts in the contemporary study of politics and society the r i cas 0 ( Mac dc
2020: 297). For the purpose of this thethi® concept of civil society is understood as strongly
rooted in the works of Antonio Grams€iGr amsci 6s definition of civi
the original liberal postulates progex by European intellectuals such as Ferguson (1767), Hegel
(1820), or Tocqueville (1835vhoviewedcivil society as a realm completely separated from the
state, defined by voluntary participation, freedom, -egffression, and setfrganization (see
Macdonald 2020; Patnaik 2012).@he concepti ons al smlyarciyfamdr m Dal
democratic participation (see Dahl, 1972).

According to Hegel, Acivil society is the |
(1820, 111, ii) in a modern qatalist world, where the state is a prerequisite. For Habermas (1996),
the term civil society may be located between the private and the public spheres, contrasting with
Marx6s (1859) idea that the materi adimenandces o0°

their exi stence, and constitute the economic

10 His radical ideas traveled to Latin America and his works were translated into Spanish in the 1960s (Macdonald
2020).
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and pol i ti ca¥Thisfomerdistihction lsetwaen the state and the family suggests
a society embedded in the market structooatributing to capital accumulation.

Gramscioffered a different perspective from orthodox Marxism. Theefatrooted in
deterministic assumptions, understood civil society as fundamental in preserving and reproducing
the structures of the dominant dablurring the line between state and society (opposite to liberal
ideas). Proposing a more complex approach which identifies the importance of cultural institutions
and ideological hegemony, Gramsci defines civil so@stihelocation of consent, thether side
of coercivepower (Gramsci, 1971:52). The Gramscian tradition (like other strands of Critical
Theory) emphasizes the potential transformative power of civil society (Cox, 1987 & 1995) as the
place where democratic struggle and change occurs.

In Latin America the concept of civil society was adapted differently from the Western
European or North American traditions,regedby different scholar@Macdonald 2020; Avritzer
2006; Panfichi 2001). However, the differences across and among Latin Ameoicatries are
also fundamental to understanding the Guatemalan case. According to Avritzer (2009) in the new
Il eft regi mes t her e have been t hree f er ms o]
institutionalized partigenmtaitna)n o Aien sgt.i ttuhtei ocnas
(e. g. Br azi |-downUsemiignusatyi)t,utfitoomm!| i zed participat

Circles in Venezuela). Nonetheless, Macdonald highlights that there are countries in the region,

11 fiin the social production of their existence, men inevitabtgreimto definite relations, which are independent of
their will, namely relations of production appropriate to a given stage in the development of their material forces of
production. The totality of these relations of production constitutes the ecomstméture of society, the real
foundation, on which arises a legal and political superstructure and to which correspond definite forms of social
consciousness. The mode of production of material life conditions the general process of social, political and
intellectual lifed (Marx, 1859:2)
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such as Mexicoand Coo mbi a, where neoli beral governments

remain outside of the stateo struggling for b
In each society the understanding of civil society can entail different degrees of complexity:

for exanple, in Guatemala, according to Gladys Tzul, there is no separation between the private

and public spheres for indigenous communities, where indigenous communal governments prevalil

(Tzul 2015, see also Macdonald 2020). The Guatemalamegatiation caseh®ws glimpses of a

complex hybrid case, where staigil society interactions may occur outside of the state, top

down, bottoraup, or completely alien to the stafebasic definition of civil society here would

require distinguishing the subaltern grougsivil society from those groups and organizations

linked to the market the political society (as discussed by the Gramscian trajlitisnbaltern

groups are different from but complement the idea of dl@ssen 2007; Liguori 2011; Baratta

2011; Géastri 2017)*?> Among othersgivil society would be composed of capital/business related

groups, working classes, and subaltern groups which may or may not belong to the working

classes.

Il structure, Agency, and Institutions

In her introductory chapter tdaxation and Stat8uilding in DevelopingCountries
Deborah Brautigam (2008) distinguishes between five theories which identify key factors affecting
a stateds taxation capacity. Adchtheoreticalgrodplby s a uf
indicating i ts Arationaidi npteirtspteicomnale, @ aéhi it

probl emd0 characteristics, she fails to recoghn

Lag¢KS dzyAlGé 0SG8SSy LREAGAOIE a20ASde FyR OA@QGAE &a20
AY Ly 2NHIYAO oI @& @ 0KS R2YAYlyd FyR NHzZ Ay3 et  aaSax
YINBEAya 2F KAAG2NEQX ODFEFAAGNR HAMTYTCO®
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of the same nemstitutional aproact® sociological, historical, or rational choice (see Mackay,
2010) . Br2autigamds categor i zat ieagnizigh divsional | ows
between institutions and agents, which clearly ecmosst s her categoriveati on
capacities This division is useful to identify the analysissifkeholdersersus the analysis of
institutions either as frameworks for decision making or as outcomes of those same processes.
Additionally, understanding institutions as frameworksl autcomes of power relations (and
decisionmaking processes) also allows me to establish some clear connections between structures
and agents, understanding institutions as mechanisms that crystalized and formalized power
relations and facilitate, hindeoy hamper collective agency and structural charigas per the
powerresourcesheory discussed in the previous sections.

From a historical institutionalist approach, most of the chapters in this edited book
(Brautigam Fjeldstad & Moore, 2008), based ease studies from developing countries in
different continents, address questions concersiiatgsocietyrelations. The scholars criticize a
modernization and teleological approach by showing how taxation contributions tbistdieg
processes depermh a wide range of factors, from historical and economic contexts to tax policy
implementation. This edited volume acknowledges that taxation was essential to the formation of
strong states and democracy in Western Europe, and it is equally imporfanoiciesses of state
building in modern developing countries, recognizing the importance of historical and economic
differences between the Global North and the Global South. However, these approaches still
assume a highly normative liberal economic ananaii perspective in terms of the expected role

of taxation in developing countrié$attuned to the Addis Ababa agenda.

0n the structure vs. agency debhate e.g. Poulantzas & Miliband, 1972; Giddens, 1984; Unger, 1987.
14 For example, they explore guestions such as how can taxation contribute to representative goverrmusnt and
between states and citizens? Or when does it cause confrontation between the state and the taxpayers? Or what is the
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Br 2 ut icagegorifaton outlines how rules and institutions are at the core of a wide
range of issues related to taxes and developraed identifies the main theories underlying recent
studies of taxation in developing countri@y: Theoriesemphasizingautonomous working of
economic development: economic structtine, levelof economic development, and tax eféort
a modernisation tloey approachb) Theoriesthatemphasizé¢ a x pay er s ®aluescgiredo | ogi e
culture, explaining c®amixbetaeerctie rationdl/ihstitdtibnal anslt at e
cultural/sociological perspectives) War and threat: explaining the incentivies rulers to
modernizetheir revenue bureaucractes western historical and rational perspectige The
structure of political institutions (constitution, electoral rules, etc.): which explain differences in
state capacity and tax systeroften from a Istorical perspectiveande) The shaping of a fiscal
contract through stateociety exchanges: rulers wishrmt@ximizerevenue, whildaxpayers try to
minimizepaymentd framed as a collective action problem (see Brautigam et al., 2008:4

The neainstitutional approach, rooted in a liberational perspective, where the idea of
agency is predominant, expresses a permanent tension between structure anddgegtgrm
debate, first expressed by NBtarxists (see Poulantzas vs. Miliband, 1972), remains present in
the neainstitutional debate between the Sociological and Rational Choice schools (see MacKay,
2010). These approaches, among others, defireen D u r k h &kulen dfsthe Sociological
Method( 1895/ 1938) and Weberdés rAddorndilngpetres pRuetrl
classical sociol ogical perspective, the socia

can be exprietses efdorims ,fod esfuicnh as dl egal rul es, m

impact of taxation on state administrative and fiscal capacities? Or to create stronger and more effective states? And
how global taxpolicy reforms have affected governance and state capacity in developing countries?
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etc. o0 (Durkheim, 1938 [1895] : 4 Sghavedr Inother gui de
words, social conventions and institutions condition individual rational decisions.

Later, reo-institutionalism proposed that institutions are the (formal or informal) rules that
constrain and determine individual decisions, dationabdecisions (agency) occur within and
may also modify those institutional frandea reinforcing causality wherastitutions and actions
influence and constitute each other, similar
(e.g., see Giddens, 1984; Unger, 2004). Institudoas defined later by neastitutionalism (see
North, 19909 are a concrete exmsion of the modern soegconomic structure. However, as
Douglass North (1990:16) proposes, formal (legal) institutions are not usually created to be
socially efficient rather, they serve the interests of those with the power to devise the new rules
(through bargaining power or other mechanisms). According to-instibutional theory,
institutions are the outcome of rational and intentional human agency (Baert and da Silva
2010:127) and Adeliberate politicalThelentandat e gi e
Steinmo, 1992:10) constructed through processes of negotiation, conflict, and contestation
(DiMaggio and Powell, 1991; see Mackay et al., 2010). According to Fiona Mackay et al.
(2010:579) , i nstituti onal gdgdwadsition,resample, thrpught o0 ma

institutionalizing their privileges. As Acemoglu and Robinson (2012) have shown for different

cases in the developing world, institutions
designed mainly to benefit palitc a | el i tes. I n contrast, what t
what North calls fefficient institutionso (19

allow those with bargaining capacity to modify institutions in ways that result ial €fficiency.
It is assumed that institutions, as structures of coordination@rsgirainton social actors,

can endure as mechanisms of coercion and domination (Lowndes, 2010; Moe, 2006) regardless of
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whether they represent the most efficient outconfesooial interactions (see North, 1990).

Wol fgang Streeck and Katheleen Thelen propose
(Streeck and Thelen, 2005:24), fArather, they |
of political suppar 6 (i n Mackay et al ., 2010:579) . Howe
become seffeinforcing or patkdependentand anyreforms become difficult to undertake (North,

1990; Pierson, 20047 ccording to Mackay et al., the sedproductive propertiesf institutions
highlight Aei t her t he codes o f appropriaten:
mechanisms (rational choice) or increasing returns to polistofical institutionalism) that

sustain particular institutional arrangements dver me 0  (ethalg 20k0a5y7).

If we apply neeinstitutional theory to understand tax institutions, paraphrasing the two
previous paragraphs: tax institutions are the
i n e g o tcondlidt, anol contestatin , 06 and t hey express the insti
t he A wdon powerfal elites (following Thelen and Steinmo, 1992:10; DiMaggio and
Powell, 1991; Mackag t al . , 2010). Additi omaildfygr siimg,e0 i
reprode t i veo and do not necessarily express t he
institutions would also depend greatly on the outcomes of social interactions (democratic or non
democratic), and the mechanism (or other institutions) which allow thtesadtions, either via
negotiation or conflict and contestation. Consequently, it is proposed here that tax institutions can
promote equality or privileges, depending on whose interests they represent.

Finally, since tax institutions are means to accrudestesourcés Rawls proposes
Ai ncome and pealpbole. meames 0 a l(IRaxwnbtitutiords Gre key not e
mechanisms to achieve the ends of those who run the state, notf ahtys® who succeed at

negotiating specific tax rules. Then it mportant to look at the bigger picture, namely, who is
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negotiating the tax reforms and why, while avoiding any teleological assumptions about the role
of tax institutions in shaping different models of the state.

In terms of theory, recognizing the agstructure division contributes to the
understandinghat tax systems are affected by decigimaking processes, regulated and mediated
by political institutions, and bound by economic structures. In other words, specific institutions
may regulate and shapen-democratic decisiomaking processes, creating unequal agency (veto
players), and further unequal (tax) institutions. This perspective adowsnderstandingof
institutions as clear bridges between structure and agency. More specifically, it aladas u
understand unequal agency as a fundamental determinant of (lack of) institutional change, while
decisionmaking institutions also appear as enablers or obstacles for change or structural

transformation.

Tax I nstitutions asVakigspressions of Winn
According to Dani Rodrik, in a democracy, selferesed policiesneed to be justified to
be accepted. Elites Aseek | egitimacyodo by st at
(Rodrik, 2014:194%° Rodrik specifically mentionghe roleof ideas as incentives for human
decisions, especially for politicians. Thus, Rodrik, from a historical institutionalist approach and
beyond traditional orthodox economic perspectives, acknowledges the importance of paradigms
and ideologies in explainingomoeconomicusnd fow he disguises thaursuit of seHinterest.
Seltinterest also expresses what we think has value in our society. Rodrik prtmises
Ai mmut aibhteerseedtf 0 i s also an expression of ide

wor ks, and what actions are availableo (Rodri

e h e pr o pfaveref éinartcial dereguiatioe wal aot tigatiitmasigbod fonWall

“For exampl e,
but that it wa281l4gd)od for Main Streetodo (Rodrik

Street,
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philosophical perspective, Lindaugin (2011) criticizes optimatax models and proposes that
those models generally overl ook i mportant di s
fundamental life decisionséuch as the choices of type of occupation, work, and leisure time,

which, according to thisauthor ar e f undament al to understandir
t a x a tSugm2@l1:236). Sugin alssuggestshat taxes, are expressions of what we value in

our society (e.gwork, houses, family, childcare, etc.).

Beyond individual ideas and vas, Gabriel Ondetti (2017) suggeshat, instead of
Ataking [tax] preferences as ¢ tsensitive approaohase hi s
are needadl as proposed by Goodin and Tilly (2006). This will allowasnderstand | i fiscals 6
prefereces,e x pl ai ning causalities for each specific
paradoxes, 0 abandoning broad theoretical gene

In conclusion, more than pure rational decisions, the composition of tax systemg and ta
structures are also an expression of what fAwe
forces and the institutional constraints, when economic elites dominate tax decisions, tax systems
generally represent the values of the dominant groumsélites or oligarchies) rooted in specific
interests and ideologies, which are, of course, historically and coaligxtietermined. These
arguments may contribute to explaining the design of tax institutions in Guatemala.

In theoretical terms, as aligha stated, institutions would shape and are also shaped by
Gationabdecisions and values in any society. Agents, acting within those institutional frameworks,
bring their interests and values to the table when proposing new, or modifying existing, tax
institutions. Furthermore, since democracy can also be understood as a set of ideas, values, power
relations, and institutions (e.g., see Dahl, 1991; 2000; Sen, 1999), then democracy may or may not

underlie, frame, or accompany any tax bargaining process.

57



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

In Conclusion

This chapter has explored several debates around taxation, generally discussing binary
relationships at the macro and meso theoretical lemalsely taxestate formation and taxes
statebuilding, statesociety relations, elitstate relations andtaxesdemocracy. Additionallyit
explored institutions in the context of agetitucture dynamics. The following reflections and
conclusions contribute to building the theoretical framework explained in the following chapter.

The debates about hdaxes shapedates (state blding) and democratic systems respond
to historical experiences of European western fiscal and political systems, sometimes cautiously
translated or explored in southern realities. Even so, their underlying assumptionsaneayst
appropriate for developing countries, where taxation processes have evolved in different ways
during postcolonial times, especially in contexts of extreme fragility. Here coerciolence and
their interaction with social forces, through taxatiplay a fundamental rolen explairing the
different types of states and states capacities that resultlis interaction.

Statesociety relations can be expressed in different ways and produce different
institutional outcomes and policies. The reckt@rature, especially power resources theory,
documents the importance of stated economic elitesn tax negotiationand theiroutcomes.
However, more nuance is needed to explore sources of (instrumental and structural) power in
fragile and weak demaoatic contexts and how they contribute to produce different tax systems
while also reproducing or reinforcing (more or less) democratic institutions. The fruitful analysis
of stateeconomic elitesb6 interactions ( #i,.2017), Schn
exposs the existence of elitist and nalemocratic mechanisms of power that shape fiscal policy
decisions. Consequently, more evidence is needed about the (l&ckadparticipation of civil

society in tax negotiations in contexif state fagility.
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The literature exploring taxes and democracy, suggests that there is a close correlation
between more tax revenues and democracy. However, the evidence shows that whearthere is
absence of democratic relationships, tax burdens can be imposé&dveed to favour certain
privileged groups. Different from the traditiohaéxplored causality that proposes that more taxes
contribute to more democracy, this research explores the opposite causality, proposing that more
democracy may contribute to neoand better taxation. Better taxation means more just and more
progressive tax structures. This different approach may contribute to nuance the understanding of
the taxdemocracy arguments, avoiding the teleological liberapgetive that taxatioper secan
improvethe statés capacities and democracy. The work of Wilson Prichard (2015) starts to shed
light on this causality, yet more nuance and evidence is needed to understand more concrete facts
such as the lack of progressivity that characterszeme of the tax reforms in Latin AmeriGéat
is especially truén extreme cases where tax reforms have sharpened regressive tax systems, as in
El Salvador and Guatemala.

The agenstructure debate has been explored to complement recent power re foeocg
postulates and clarify their potential links with a compyetifferent theory: neénstitutionalism.
Agentstructure dynamics are understood as mutuallyceeititutive but depending on the power
of the agent and the available mechanisms éooise power (e.g. tax institutions), the (capitalist)
structure is preserved or modified to favour certain interests. On one sidestiedional theory
proposes that institutions express and crystalize power arrangements. On the other, the power
resouces theory insists that there are concrete mechanisms that allow powerful groups to exercise
their power, such as economic resources and institutions. In this sense, thansigetibn
relationship may be the fulcrum of persistent structural relatamdance, or change. This thesis,

will explore whether, and how, the sources of power may (or not) rest heavily on institutions, and
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what are the implications of more permanent institutionalized sources of (instrumental and
structural) power.

Finally, ata macro level, this theoretical review explored how the existing tax debates
around tax bargaining processes contribute,
inequality in poor and fragile democraciéswhile identifying institutional soures of sekl
reproduction of unequal systems. Thext chapteroffers a conceptual and methodological

approachthat builds on some theories and addredsegaps identified in this chapter.
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CHAPTER 3: THEORETICAL FRAMEWOR K AND METHODOLOGY

What the economist typidglireats as immutable seliterest is too often an artifact of ideas about who we
are, how the world works, and what actions are avail@bl@ani Rodrick, 2014:206.

The reduction of inequality that took place in most developed countries between 19B%aneas above
all, a consequence of war and of policies adopted to cope with the shocks of war. Similarly, the resurgence of
inequality after 1980 is due largely to the political shifts of the past several decades, especially in regard to taxation
and firanced Thomas Piketty, 2013/2014:20.

From a power resources theory perspectihis, tesearch contributes to drawing causal
explanations of how much stateciety relations definand are defined hyower arrangements
that are, in turn, normalized by titstions. The causality proposed in this chapter is that political
institutions (more or less democratic) regulate stat@ety interactions (more or less inclusjve)
such as tax decisieamaking processes. More specifically, institutionalized sourcpswér shape
key political decisions, notably tax policy. Tax decisions are fundamental because they can
reproduce or change power arrangements institutionalized through political and tax institutions. In
other words, the outcomes of stateciety interactins (expressed as tax bargaining processes)
have the potential to reproduce or change the existing power equilibrium by protecting or
redistributing capital, sources of capital accumulation, and resources in Jelartl/, 2014)

As such, his researclusespower resources theory complemented by ainstitutional
approach.This approach underlines the importance of institutionalized sources of power to
sustaining and reproducing the (unequal) tax sydtiawever, it also acknowledges the potential
power of agents to change or transform those institutions.

This approacheschews nedVeberian assumptions about the state being rational,
autonomous, democratiand legitimate. Instead, the cleart distinctions between the statiee
economic elitesand the society are problematized to advance the understanding of inequality,

particularly under conditions of state fragility and weak democratic institutidese the
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traditional causality taxedemocracy is reversed to explore the implications of democratic
participation on shaping tax institutions (and tax policies).

This chapteris organized as followshe first section states the research questions and
hypahesis explored in this dissertation. The second section proposesthmmetical concepts
used to analyze stas®ciety tax negotiations in developing countries, especially in contexts of
extremefragility. Section three discusses the operationalizaifaroncepts at a megheoretical
level, to analyze tax negotiations in the case of Guatemala, focusing on the concepts of
instrumental power and institutions. Finally, the fourth section explains the methodological

approach andpecificmethodsused to sudy tax policy negotiations in Guatemala.

IR esearchObjectives, Questions and Hypothesis
Proposing that Guatemala is a weak sthyedesigfi means that the different processes of political
decisionmaking and the resulting outcomes have been highly (although not exclusively)
determined by the foundational constitutional design, the incentives for change regulated by the
fiscal and political systems, and the interests of power holders. The charactefistizs o
Guatemalan traditional oligarchic el&s cohesive, politically domingragnd"with a single peak
business associatid(Schneider2012:18; Casaus, 2014), is a constitutive element that contributes
to reproducingthe status quo(see Valdez and Patecia, 1998;Lora, 2008; Sanchez, 2009;
Schneider, 2012). This thesis demonstrates how this happens through the institutionalization of
mechanisms of exclusion that prevehtainges to the tax system and limitler social changes.

Responding to the main theetical gaps explored in chapter 2 and explained in the

subsequent paragraphisetquestions guiding this research project are the following:

1. If, according to fiscal theory, taxes express statgety interactions, to what extent are tax

institutions in Guatemala mechanisms that institutionalize specific (unequal)ssieitety
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relations of power, notably by reproducing patterns of exclusion and impunity? (This question
emphasizes the role t#x institutions)
How have elite and wider staseciety negoations shaped the Guatemalan tax system,
especially from 2006 to 2012A7This question explores the agency of stakeholders in tax
bargaining processes.)
Through what specific (more or less democratic) mechanisms desetagty negotiations
occur? (This gestiondrawsconnections between stakeholdeesgainingpowerand political
institutionsthatframe bargaining, decisiomaking processeandbargainingarenas).
3.1. How do the quality and characteristicspuflitical (decisioamaking)institutions affect
tax creation and tax institutions?
3.2. If institutionalized mechanisms for social participation reproduce privileges and
inequalities or exclusigrhow is"path dependenéysocially constructed?

My main casestudyhypothesisis thattax institutions in Guatemala reflect rdemocratic

statesociety relations in a particular political and economic system, which shape and reproduce

concrete mechanismédt perpetuate inequality. Tax decistomaking mechanisms are elitist

(reflecting differences ofstatus class, ethnicity, andtechnical knowledge); they reproduce

privileges and impunity for those in power while creating barriers and exclusion for participation

for the resof society (greatly perpetuating gender, ethnicity, and aesgialities). Consequently,

the existing Guatemalan tax institutions are an expression of inequality and democratic fragility

"by design'. This may change when political participation is widBnat is if mechanisms of

representation and decistomakingare widely democratized.

My additional hypothesis is that the type of state which has endured in Guatemala since

the transition to democracy in 1988hich, at first glanceseems chaotic and in constant crisis
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(Schneider, 2014), is a stat@eak by desigf,rootedin the strong political (instrumental) power
of the traditional economic elites. Inequality, privileges, and impufidty some groups
characterize this institutional desjgooted in weakule of law As such, the focus of this research
is on thepolitical institutions (decisiommaking arenasjavouring and protecting unequal tax
policy negotiations and outcomes. Those unequal outcomasely in tax institutions,

simultaneously influence and result from inequitadite-statebargaining processe

Core concepts

At a meselevel, this research proposes to explain regressive tax institutiexsremely
fragile democratic system#s shown in chart 4his research explores causal relationships in
specific decisiormaking arenas between three vibles: institutionalized sources of
(instrumental/economic) power, stakeholglections(agency) and newtax policy/institutional
outcomes. The research focusisinstitutions framing and protecting spaces for tax negotiation,
the characteristics ohé tax bargaining processes, the stakehdlfiastrumental and structural)
power, and the content of the tax reforms.

As shown inchart4 below,agency and structure are fundamental variables to explain the

design and existence of institutions. Instdus are analyzeat twolevels:

1 First, political institutions which allow, prevent, and regulate the participation of certain
stakeholders in tax decisianaking processes (inputstitutions).

1 Second, tax institutionshich shapé¢he tax system and their main characteristics, sutfpas
of taxes, social bases, tax brackets, among others (outostitations including tax policies

How are the two types of institutions connected?
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Chart 4: Reinforcing causality: unequal taxnegotiations
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solving or
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1 The first set of institutions provides the space or arena for-statety/elite negotiations,
where stakeholders would express their interests and tax preferences. stdlezbolders
perform particularactions and useresourcesto execise their will and power using any
availableinstrumental or structural sources of powgccording to Fairfield categories).
Stakeholder participation would be highly determined by input and output institutionsal
and informal. It is important toote that the analysis of decisioraking arenas will also allow
usto focus our attention on institutionalized sources of power.

1 The second set of institutions (tax rules) result from the tax negotiation processes and have a

further impact in stakeholdéend norstakeholdersealities and power (e.g., weak or stronger
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budgets, allocation of resources, etc.), in sum, an impact on state fragility and equity. These

tax institutions have a direct impact on sociésé&sicture and agencgs discussed below

-Power Resources Theory: Taxes and Democracy

Power resources theory has yielded mexelanationon how states and economic elites
(the owners of wealth) interaatontribuing to clarify the mechanisms through which economic
elitesexercise their powernal advance their tax interests several South American countries
This specifiditerature as Fairfields case studies shd®014) generally assuns¢he existence of
democratic systems and autonomous stategsellassumptions may not be problematic mwhe
exploring middle or high- income developing countries with strong institutions. Howevey, the
provide problematic foundations for understanding'théliers; where tax negotiation processes
occur in contexts of weak democratic institutianth low or no popular representatioro explore
fragile and postonflict affected states, like Guatemala, it is necessary to avoid general
assumptionssuch as the prexistence of democratic institutions (which may formally/minimally
exist), social represéation, state autonomy, and bureaucratic rationality.

As discussed, mortaxationdoes not necessarily mean mdemocracyand the latte(at
least formal democracyloesnot necessarily translate into méages Indeed, this thesis proposes
that the typ of political regime (more or less democratar)d especially the quality of the
mechanisms that allow social participation in tax negotiations, diraffibggts the quality and
characteristics ofthe tax systems. In other words, democratization and kpaidicipation may

impact tax structure and tax equity, as suggested by Madicd. (2018)® However, it is

16 These authors show that OECD and +@ECD countries generally differ on tax structures, levels of tax
progressivity, and state protection mechanisms.
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fundamental to avoidhe linear, teleological assumption that an increase in tax burdens will
automatically improve democracy and tax progressifrichards (2015) argument&sdd nuance
to that view, highlightingthe importance of political wilin building more accountable and
responsive governments

This later argument bringsn@wapproach tanderstandinghe Guatemalan case, different
from Aaron Schneidés view of the statebuilding agenda of transnational economic elitdg
approach contributes to understanding oW uatemalathose elitegwith traditional elites) also
contribue to building a norprogressive and neequitable tax sysim. Assumptions of
progressivity are also challenged by recent findings, including Schiseithett recent tax reforms
in Latin America are characterizég their lack of progressivity, anth more extreme casdsse

El Salvador, they even accentuedgressive tax systems.

Power Resources Theory and Social Participation

Given the nature of statociety relations iLatin America economic elitégpower may
overshadow the possibility of social participation (particularly by civil society) in deemsaking
processesyet aflaw of power resources analysis in Latin Americassveakanalysisof the lack
of participation of civil society in statelite tax bargaining processes.

As discussed in the previous chapteower resources theory allovenalyzing civil
societys active participation or deliberate exclusion from negotiations at key moments tdxring
negotiationgprocesses. Accounting for civil societyparticipation or exclusion thus appearbe
fundamentato understanding unequal negotiations and unegualutcomes as the Guatemalan
case showsFor this thesiscivil society is understood as per Gramsci's proposal, where civil

society can play a fundamental role either as supporting or challenging the economic structure (and
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superstructure), depending dmeir own interests, class, or relationships/membership of other
subaltern groups (Patnaik 2012; Macdonald, 2020).

Capital and labour mobility in the globalized market may be fundamental in determining
tax bargaining outcomes. According to power resouneery, the possibility to exit from the
bargaining process may generate different results for stakeholders. Michael Kellermann (2005)
argues that capital mobility allows wealth owners to avoid social and political pressures,
particularly from unions andteur parties. Fairfield (2015) also supports this argument in the case
of economic elites in South America. However, for workers, Kellermann atigaitise possibility
to exit may have ambiguous results. On one side, the possibility to exit could beibkmrefit is
for capital”by providing a higher threat poihipn the other, it might incentivize worke'te leave
rather than press for redistributive policies, even if organizations designed to express the views of
labour already exist(Kellermann,2005:7). According to these ideas, exiting negotiations (e.g.,
migrating to other countries) is a potential outcome of failed policy bargaining processes when the
social organization and negotiation capacities are low. In any case, labour mobility i® hard
document at any particular negotiation process and will not be explored in this research. Even so,
these arguments are useful to add nuance tostatety bargaining processes and to link them to

pressing problems, such as migration.

IlPover Resources ad EconomicElites in Guatemala
Following Winterss (2011) and Pikettg (2014) ideas, using Tasha Fairflel(R015) approach,
this research contributes to understanding the sources of power of the ecelites@nd the core
oligarchies, which preventrggressive and democratic changes to the tax system in contexts of
fragility and high inequality. | argue that the Guatemalan case, it is the institutionalized sources

of poweB which are the result of historical power struggles, experieraesecononic and
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political interests and ideologi@svhich limit and prevent democratic participation and social
counteractions in the tax bargaining processes. Institutions matter as sources of power for all
stakeholders. In Guatemala, institutions matter as diigsthexpressions of power, and sources

of power in modern’political* and highly unequal formaldemocratit systems (or'civil
oligarchie$d following Winters concept, 2011).

This thesis studies Guatemalan economic étasces of power, with an em@igon the
"institutionalized political sources of power, some of which Fairfield (2015) identifies and
categorizes a%artisan linkage$,"government recruitmefitand"informal ties" This research
explores formal and informal institutionalized souroépower (see table 3). By focusing on the
institutionalized sources of power, | also avoid Fairfeelthalysis of structural sources of power
determined by behaviour and perceptions from decisiakers (Fairfield 2015). In sum,
following Fairfields canceptualization, this thesis explores how these institutionalized sources of
power reproduce and perpetuate economic Etitelity to shape and veto progressive tax reforms
over time and across different decisimaking"arena$ or institutional framewads.

As discussed in chapter 2, institutions are defined as the formal and informal rules that
guide social action. Formal institutions refer here to the written laws and the formally and officially
established procedures in the political sphere (followiuyglas Nortts definitions, 1990).
Informal institutions are understood as defined by Gretchen Helmke and Steven Levitsky as
"socially shared rules, usually unwritten, that are created, communicated, and enforced outside
officially sanctioned channélgHelmke & Levitsky, 2006:5). They consist of shared expectations
instead of shared values; hence, they are different from political culture. Additionally, informal
institutions are different from weak formal institutiofifien, strength is a different alaateristic

of any type of institution, formal or informal (Helmke & Levitsky, 2006).
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According to these authors, informal institutions may result from formal institutions;
however, they can also be the bases for existing formal institutions. As Guili@Donnell
suggests; particularistic practices in informal institutions have been central to the trade of many
Latin American politicians before and during authoritarian regimes [so that] the formal institutions
of democracy have been, as it were, plunigeol a deep sea of pexisting informal rules and
institutions (in Helmke & Levitsky, 2006:289; see alsd0nnell, 1996 & 1997).

Informal institutions can also be complementary, accommodating, competsupstitute
for formal institutions (Helmke & kvitsky, 2006). For this thesis, the two categories,
complementary and accommodating informal institutions, are useful tools for agahfermal
political institutions framing tax bargaining processes in Guatemala. Accommodating informal
institutions m& contribute to ease inflexible or inefficient formal institutions, enhancing
cooperation (e.g., Siavelis, 2006; Mejia Acosta, 20@6)le complementary informal institutions
can contribute to the workings of incomplete or weak formal institutions &akes, 2006).
However, this thesis proposes thathough this type of informal institutions can contribail
not necessarily obstruct the functioning of formal institutions, this does not mean that they work
towards democratization.

This idea also atimpts to contribute ttheorieson how tax policy bargaining processes
occur in unequal and fragile democracies. This analysis propogdiéfetentiate fragile and weak
democracies from the catei category of "developing countrie€s (WB, 2016). This
differentiation will also avoid the use of broad regional categorizations sutlatas American
countries; which have resulted in generalizations that hide important differences and leave outlier
countries, such as Guatemala, unexplained. Firstly, byifagos the quality of state institutions,

in terms of democratization and autonomy from particular interests, this research contributes to
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adding nuance to the differentiation betwédaveloping and"fragile state$,and goes beyond
strictly economic catgories such dsniddle-income or "low-income countried!’ As discussed,

in the case of Guatemala, the change from-hoiddle income to higimiddle income country
categorization (as proposed by the World Bank index) is inaccurate and does not cotatribute
explaining the economic reality, and even less the social and political phenomena.

Secondly, many scholars addressing tax issues in Latin America from a comparative
perspective, analyze the region as a homogeneous block, generalizing their finditegs/zgd
outliers unexplained. For example, Martorano (2016) and Focanti et al. (2016) simply ignore why
the Guatemalan indicators behave diffelsefrom the rest of the Central American region, not to
mention the Southern Cone countries. Other authordi@i2015) analyze a few Southern Cone
cases (Chile, Bolivia, and Argentina) and extend their findings to the whole region. Meanwhile,
Schneider (2014) assumes the emergence of a powerful transnational elite, different from the
traditional economielites in each country of Central America. Although it seems intuitive that
tax mechanisms do not operate the same way in @hd&uatemala, it seems less evident why
tax reforms may be different between Guatemala, El Salyasor Honduras. This research
proposes to explore the relevance of the qualitydefmocratit institutions as an important
variable when studying tax reforms in contexts of fragility.

Thirdly, recognizing the limitations and relativity of thistate fragility concept, this

research ab recognizes its usefulness to categorize states and draw potential generalizations.

170n April 15", 2016, Neil Fantom, Manager of the Development Data Group at the World Baokrared on his

official blog, that the World Bank would no longer distinguish betwggveloped and fideveloping countries in

its data and databases. According to Fantom, the term was becligsagelevant and useful singeunder that

category it was possible to group countries as diverse as China, India, Syria,,Belizenduras (WB The Data

Blog, 4/15/201%. Then, the WB proposkthat references to income (high, middbe low) could be more useful,
depending on the analytical purposes. For example, gross national income (GNI) can still be the best specific measure
of economic development, according to thésne official (12/01/2016).
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According to their own proponentSstate fragility is a relative termthat measures the
performanceof states in relation to other states or to the same state aediffeoments in time
(CarmentandSamy 201136). According tacCarmentand Sammy,"all states are to some extent
fragile’; this is, we believe, a closer representation of reality than an arbitrafydimeyerdrawn,
betweeriweak and'strond or 'resilient and'vulnerablé' (Carmeniand Samy201137). However,
besides avoiding dichotomic differences, this concept assamormative position measuring the
characteristics andapacitiesof a state against idealized images of what a resilient, democratic,
legitimate and sovereigimodern statecould look like. | acknowledge that this research may be
tainted by these norative assumptions, that more resilient, ,justd democratic states are
possible, yet | strive to avoid particular prescriptions until the last section of my dissertation, where

potential policy changes and recommendations are identified.

Institutions and Causality

This thesis proposes to contribute to the analysis of the role of economic elites in
developing countries by using a power resources approach. However, a few conceptual variations
and additions to this perspective are implemeagediscussed iprevious section®dditionally,
| propose that documenting the actions and sources of power of the economreitesfficient
to explore exclusion by design. It is necessary to obs@twenlythe institutionalized sources of
powerthatallow andstrengthen the elitepower but also those that weaken or control the power
of other stakeholders@mely ofcivil society).By looking at the sources of power of the economic
elites as much as the data permits, this thesis also explores the imp#attoe institutionalized
sources of power of the economic elites for civil societganizationsdirectly or indirectly

participating in tax negotiations.
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Aaron Schneider analyzes the role of emergent transnational economic elites in Guatemala
He conclides that these new economic groups, a product of new global markets, have not been
"dominant, nor cohesiyeand their attempts to promote any stiatdlding project"have been
blocked by institutions which complicate poloyaking (2014:41). In the endSchneider
characterizes the stabelilding process in Guatemala asracurrent crisi$, without a coherent
program or"dominant social sector to promoté' iand without "institutions capable of
implementing it (2014:43). This thesis agrees with Schneégd&teasyet it also proposes that
looking at emergent economic elites will only provide a partial perspective of a much more
complex phenomenon. Precisely, | propose that the key explanation to the lackradtanmand
cohesion of emergent economic elites lies in the role of political institutions, which prevent fiscal
reforms and are fundamental to protecting the broat#us que which favours traditional
economic elites (not transnational elites).

Omar &nchez (2009) identifies four structural factors as the roaitsal explanation to
the lack of progress of fiscal refornithe continued negregemonic status of orgaed business;
the inorganic and nerepresentative nature of political parties; thegfentation and
underdevelopment of civil society; and severe state weakness coupled with low state dutonomy
(2009:102). Accepting the fundamental importance of these structural elements, as proposed by
Sanchez, this thesis goes one step futtlgestabishing causalinks between them, adiscussed
and summarizeth chart4. The empirical chapters (4, 5, and 6) present the evidence on those

causal relations, according to the methodological approach discussed in the following section.
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IResearch Methodology In-depth Analysis and Longitudinal Comparison in
One Case Study

By analyzing a case studthis researcher is choosing a research strategy based onrdiethin

empirical investigation of a phenomenon or event chosen, delimited, conceptwaizetalyed

empirically to develop theoretical explanations that may also apply to a larger group of similar

phenomena (King, Keohayend Verba, 1994; RagiA000; Vennesson, 2008). There is no unique

definition of what a case study is, howe\er this thesis hdopt Pascal Vennesseproposal that

a case study is ‘dheoretical categoly(Vennesson, 2008; Hall, 2003), a product of theoretical

constructs and conceptualizations (Rueschemeyer, 2003). Most importantly, Vennessa@n (2008)

following Bachelarts (1938,1949) idead proposes that a case study may reflect a concrete

epistemology through all the research stages, from its conception to its research outcomes

(Vennesson2008). In other words;the epistemological categories that we use, explicitly or

implicitly, affect the ways in which we evaluate the social scientific contributions of research

strategies and methodolodld¥ennesson, 2008:228).

Using Vennessos categories, the Guatemalan caseotha "deviant and"interpretivée
case usng a theoreticaframework to explairthatcase can lead to the refinement or adjustment
of an existing theory (Vennesso2008227 228). As the Guatemalan case represents a
problematic case or outlier, exploring it opens the possibility of adjusting power resourcgs theor
to explain failed tax reforms in the context of political and democratic fragility.

This case study uses different types of dmtthering procedures. It is grounded irdepth
empirical research, which does not assume a@ondsstakeholderpreferemes (as per Ondesi
proposal, 2018)ut rather draws on process tracing and chronologically comparative-agtbén
analysis (Vennesson, 2008; George and Benneett, 2005). Process tracing means the empirical

assessment of a thed'lyy identifying the casal chain(s) that link the independent and dependent
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variables, going beyond correlations (Vennesson, 2008:231, 236). Process tracing may also be
equivalento systematic process analysis (Ha003) such as decisieamaking processes (Elman

1996 in Vennesson, 2008). This perspective allows us to explore (not assumeé)paefersnces.

This proposal to use comparative witltiase analysis also allows this research to contrast different
negotiationperiods, during one same larger fiscal negotiation process in Guatemala. The time
historical depth, and micfprocesses are determined by the selected tax reform pradesk

started in 2006 and concluded in 2012, under three different governments.

This thesis explores how institutionalized sources of power in Guatemala reproduce and
perpetuate the economic elitpswer to shape and veto progressive tax refdovexr time and
across differentlecisionmaking'arenas.This research focuses on tax refsrfrom its agenda
formulation to the outcomes of the reform initiatives. The three deemsaking arenas or
institutional frameworks are the executive, legislateved judicial branches. This-itepth case
study, then, also allows for the comparisonwaetn periods and decisionaking arenas.

This concrete case study allows us to contrast three different presidential periods and tax
bargaining processes of one tax initiatiFgst fom 2006 to 2007, a comprehensive tax initiative
was conceived, elaboeat, and discussed during the presidential government of Oscar Berger and
the Gran Alianza NacionaParty (GANA) Second fom 2008 to 2011, the tax initiative was
finished, presented to Congress, and negotiated during the Alvaro Colom administration and the
Union Nacional de la EsperanZ&NE) Party Fnally, in 2012 the tax initiative was approved
during the first 100 days of the Otto Perez Battiota Party (PP) governmengetthat year, most
of the key reforms were reversed or annulled by the samergogat (Executive and Legislative
Branches) or Constitutional Court. d3e three moments of negotiation within and between the

government and the economalites are explored in three differeriirenas. the executive,
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legislative and judicial branches (g€Table 2). These arenas represent particular formal and
informal institutions framing the tax negotiations. Finally, these bargaining processes are also
contrasted with previous documented experiences during the fiscal pact negotiations in 2000.

Table 2: GuatemalaTax Negotiation Processed 2006 t02012

Executive Legislative Judicial Other
Arenas
Periods
2006 2007 v v
(GANA)
2008 2011 v v
(UNE)
2012 v v v v
(PP)

Additionally, to observe the impact of the economic élgesirces of power on tax decisions, |
also include the analysis oivil societyas an agent with the potential to influenesproduce or
change the tax outcomes. athvariable will be observed iterms of the existing formal
mechanisms for participation or exclusiomhree categories are proposegharticipation,
absence/indifference, and exclusidhose categories are contrasted among the sambusiness
social organizationand throughdifferent tax negotiation moments and arenas

In Fairfield's view (2015), actions are different from sources of power. Sources of power
are different from resources, as described in Tablelow.Whetheractions, lobbying, threater
corrupted practices influence decisiorakingor not,depend on the powerof the stakeholders
performing tlose actionsThe outcomes of these actions would depend on the real sources of
power on which those actions take root. For exampleetfmirce andrelationshipof economic
eliteswith policymakers are fundamental to understanding when lobbying, thoeaterrupt

practices may be more efficient in influencing tax decisions.
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Given Guatemalsa history and current circumstances, discussed ifollosving chapters,
| have addedanotherresourcecategory to the list proposed by Fairfield: violence. Since the
monopoly of violence is an assumed condition in modern democratic states, this variable seems
less relevant in more democratic contexts. Hmvein contexts of postonflict andextreme
fragility, the capacity of private actors to directly exercise, copgrairganize violent actions may
also be a key source of power. In the case of Guatemala, the use of vadl@wserivate groups
to organizeandexercise violent actions against any stakeholder dgiarpllel' non-state forces.
Violence alsallowsthe forces of the state (police or army) to protect personal or sectoral interests
against broader popular demands, as argued by EdelberesRo/as (2016).

The following table list the main variablethat will be observed throughout the research
processto explain the main stakeholders and their sources of instrumental power across different
institutional arenas at each different governtreriod. This table will be used in the last chapter
of this thesis (chapter 7) to contrast the three presidential periodszexhdhlyroughout the
empirical chapters (4, and 6).The outlined variables allow to observe the most important sources
of power (relationships with policymakers) institutionalized through formal and informal

institutions (e.g. laws or secret practices) for each specific tax negotiation period.
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Table 3 State-societyRelations: Stakeholders and Sources of Instrumentdfower
(*Sources of power categories adapted from Fairfield2015:28 42)

Agent

Institution

Institution
Type

Sources of
Power Type &
Definition

Economic
Elites

Levels of
Power

State
Representatives

Civil Society

Conditioned
Response

Countervailing
Power

Relationships with policymakers

Formal
I nstitutions

Informal
| nstitutions

Resources

Formalized
| nstitutions

Formal
consultations*
Partisan
linkages*
(transparent)
Election to
public office*
Recruitment
Government*
Palitical
financing/debts
(accountable)
Campaign
financing/debts
(non
declared/illegal)
Informal ties
(includes
family)
Informal/secret
consultations
Normalized
gender anc
ethnic relations

Cohesion*

Expertisé
Media Access*
Money*

T High
TLow

T High
T Low

T Electoral interests i Participation

T Rentseeking (high/low)

Autonomous/respons Absence/indifference
T Exclusion

T Electoral interests i Participation

T Rentseeking (high/low)

Autonomous/respons Absence/indifference
T Exclusion

Violence
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A Note onTax Equity and Gender
In contexts of deep inequality and fragility, gender becomes a fundamental variable. Although it
is a difficult variable to address, this thesis attempts to highlight any relevant data which may
suggest how gender imbalances affect tax negotiation precdsseexample, as proposed by
different scholars and underlined by Grown and Valodia (2010), equity is one of the central
cornerstones of tax policy. The key challenge for developing countries is how to improve their tax
revenue capacity while minimizintipe tax payment burden on the poor and marginalized (e.g.,
Grown et al. 2010) Here, women who are more vulnerable to poveatg major stakeholders.
Grown et al. (2010) proposehat tax policies have the potential to challenge and transform
existing gender inequalities, because, as they demonstrate through different case studies, most tax
policies currently allocate, promote, incentiyiaed reinforce policies which favour (t&n) men.
However, the power of transformation does not depend exclusively on the tax gueicgsbut
in the power of agen¢yvhich transforms and allows the existence of more progressive policies.
This thesis proposes to explore the gendered charddsx policy, first by identifying the
participation of women in statciety negotiation processes; second, by identifying concrete tax
reform proposalshatmay contribute to social equity, including gender equity. Additionally, this
research highligts any existent institutionalized sources of instrumental powkich may

directly reflect and reproduce unequal gender relations.

ResearchM ethods andChallenges

The data has been collected qualitatively and quantitatively. After seven months of
fieldwork in Guatemala in 2016, tigatheredresearch data extensive. The qualitative data is
based on primary documentsuch as original tax bills, final decrees and tax laws, court

resolutions, official documents, and secondary sources such as press, gdicieal articles,
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books and reports. My formal affiliation as a visiting researcher at the Central American Institute
of Fiscal Studies (ICEFI) was fundamental in getting updated quantitative and qualitative data and
official documents. Additional tohe access of ICEEI databases, quantitative data was also
gathered from official sourcesuch as the Bank of Guatemala, the Ministry of FinartbesYorld

Bank, and other country data sources. This affiliation allowed me to participate in severakreleva
meetings, discussions, panels, confererares fora related to tax discussions. Additionally, more
than 40 indepth interviews were conducted with key informants, namely deaisakers, high

rank (former) government officials, and tax experts.

Finally, my knowledge of the field was complementgdmy previous experience (and
professional network) working as a researcher in Guatemala from 2003 tce2066ially while
working as a research team leader at thien American Faculty of Social SciencesGnatemala
from 2005 to 2009. | also kept learning about the tax issues during other trips to Guatemala in
2014 and 2018, whilewaspursuing my doctoral program in Canada.

The data were analyzed in an iterative way, deductive and inductive, from tleory t
empirical data and vieeersa. The information collected through thedepth interviews was
mainly used to triangulate and complete existing ,datiah as dates, meetings, stakeholders
participation, positions regarding particular tax issaesl bills Although perceptions were not
included as a direct field of analysis, given the relevance of the interviewed stakeholders, their
positions and statements (which may be biased) are taken gespkdially when they played a

relevant parin defining the outcomes of the tax reforms.

A Note onlnterviews andRisks

Normally, in Guatemala, discussing fiscal issues and public resources with relevant stakeholders

is a difficult topic, given the high levels of personal interests-seaking, political campgn
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implications, corruption scandalnd high degrees of polarization on the topic. However, during
seven months of my fieldwork in 2016, discussing taxes became even more risky. Given the
unforeseen circumstances described below, my risk managemesg\s(rabted in the measures
approved by the University of Ottatsdthics Board in 2016) was considerably tightened.

In 2015, the president and vice president of Guateweieforced to resign their positions
due tosocial pressure. For the first time nimany decades, Guatemalaonsk to the streets to
demandjustice. The newly established UN International Commission Against Impunity in
Guatemala (CICIG) highlighted the existence of a strong corruption network linking the &ountry
corrupted customs systewith top government officials. By the end of 2015, Otto Perez and
Roxana Baldettithe former President and Vice Presidenere in jail facing corruption charges.
The scope and size of the corruption networks implicadpaanking government officialsnal
politicians "respectable bankers, businessmeand members of the traditional elite. 2016,
CICIG investigatdand uncovezdthis and other majdffiscal' scandals related to embezzlement,
misappropriation of state funds, illicit campaign fundimgney launderingand others

Almost every week,hte national newgublisheda new list of accused and prosecuted
politicians and businessmeM.any of the namesnothose lists were also on my list of potential
intervieweesMy former colleague in Guatemala made a sarcastic joke that | should organize a
focus group iN'El Mariscal Zavald, where many former financial officers were detained. The
Military Brigade Marscal Zavala was the improvised higécurity jail for the higkprofile
prosecuted officials and businessmen whmuld otherwise have been killed in theormal
(overcrowded) higisecurity prison. People also referreditaas the"VIP jail." Besides the
sarcasm, this situation forced me to review and modify my research strategy. My personal security

as well as the security of any potential informant willing to discuss tax j3sae=sat stake.
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| had to be clear and specific on my objectives when contapbtential interviewees, but
| also only contacted people through personal contacts and networks. | purposely avoided anyone
being prosecuted, at least that moment. The increaktension and potential risks associated
with my topic had an impact ohé¢ number of my interviews, which turned out toféeerthan
initially planned. However, this allowed me to interview people who were open and willing to talk
frankly about a topic that, at that moment, seemed even more relevant and tinted with corruption
My local affiliation with the Central American Institute of Fiscal Studi6SEFI, was a very
positive aspect at that momean@a requirement for my IDRC Doctoral Research Grant). | can
say that most of my interviews were of great quality, providingise and clear information about
the tax negotiations from 2006 to 2012. | avoided any questions or comments related to the
corruption scandals (despite the relevance of those issues). However, | also kept informed on these
issues by reading and followirttige CICIG reports and court hearings.

To my surprise, | found that the CICIG reports extensively quoted my own publications on
the workings of the political parties in Guatemala, especially related to the financing of political
campaigns when they weradtking and uncovering the corruption networks. This fact, which may
reflect a personal satisfaction, also made me think about my vulnerability. In sum, | had to keep a
low profile to pursue my research objectives while safeguamiiygecurity,that of my family

and of my interviewees.

Further Policy Implications: Normative Changes?

As part of my personal commitment to advance democratic change in Guatemala, the last part of
my concluding chapter adopts a more normativedenmocracy perspective. Althoudhg attempt

is limited, it highlights some potential paths to change the current state of affairs in Guatsinala

advance equity and democracy. Given my theoretical arguments, recognizing the limitations of the
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current political and economic systems isesgtial. Changing the balance of power that underlies
those systems seems fundameriait is that change possible? Alternatively, are Guatemalans
bound by path dependency and current power arrangements?

The complementary questions guiding the final réibes are the following:

1. What are the implications of the current tax institutions for the reproduction of a
weak or fragile state (by design)?

2. The potential for change: What are fisdamands and tax policy alternatives that
could reflect a wideraxial basis? What are the potential social bases and critical junctures for
institutional change? (problesolving vs. critical transformative perspectives)

Froma critical constructivist perspective, no systegoimpletelydetermired; all argorone
to negotiation(Guzzini, 2000)It is on that basis that the thesis ends with some reflections on the

agents andtsucturesthat couldcontribute to changelespite major constraints, in Guatemala.
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CHAPTER 4: HISTORICAL B ACKGROUND

That being théndependence from the Spanish Governithatgeneral will of the people of Guatemala, and
without prejudice to the Congress that must be establiéh#te Chief Political Officer should have it published to
prevent the consequences that would be fearsorie case that the same people would proclaim it de facto
(Independence Act of Guatemala September 15, B82 franslation).

This chaptebriefly reviews and reinterprets historical fadtscumening the importance
of political stakeholders (agencghdpolitical institutions in shaping tax policies in Guatemala
before2008 The main objectivef these pageis to highlight thepersistenpositionsof the state
and the economic elitescomparedto absentor changingpositionsof civil society during tax
negotiationsBy documentindnistorictax negotiationsthis chapter highlights thenequal power
structures, institutionsnd relationshathave determined the tax outcomes.

Additionally, as discussed in chapters two and three, Tasha Fa(&®L5) proposes that
resources such as money, cohesiexpertse, and media access have been fundamental to
enhancing the power of the economic elites. These resourceifarent fromthe structural and
political sources of power which determineshe g r o u p s 6lrhegepages algpantntzute .
to highlight some specific examples on the use of violera® argue that violence haseban
importantfiresourceé (presumablysupported by thpowerful groups) to veto tax decisions.

This chapterbriefly explores four periods of Guatemalan historgivided irto three
sectionsThe firstsection contrasthe yeardeforeand afte the transition to a democratic regime
in 1985 up tothe signature of the peace agreements in 1996. @drtis documentedhrough
secondary source$hefollowing two sections explore twperiodsfundamentato understanidg
the failed tax negotiations after tReace Agreementghe fiscal pact negotiations of 2000, and
the initial negotiations and conception b&t2012ax proposal under the leadership of the Group
for the Promotion of the Fiscal Dialogue (GR¥-GBrupo Promotor del Cilogo Fiscal, GPDF,

from 2006 to 2007Although the Fiscal Pact negotiations have been widely expioitbe fiscal
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literature this chaptemproposes nuancedeinterpretatiorof someeventsand updates the current
tax literature by exploring the inceptiohthe 2012ax law, since2006 from the creation of the
GPFD This later periodhas barelypeenanalyzed in the literature, except for the detailed personal
accountqnarrated by one dhe GPFDmemberslater Minister of Finance, Juan Alberto Fuentes
Knight (2011) Additionally, the last two sections algwesent informatiofrom primary sources
(documents and interviews)he last section presents an analytical synthesis and conclusion.
B T2x Negotiations Before and After the Transiton to Democracy.

Institutionalization of Instrumental Power

The history of tax institutions in Guatemala hasadtgyins in PreColumbian Mayan
societieshowever,according to some taexpertsthe modern tax system derives from threts
imposedon the indigenous populatiortsy the Sparard rulers during colonial time¥. Among
other political issueghe independare of the colonial Provinces of Central America from Spain
was first, the result ofthe Criollo (Spaniards born in Guatemala) political elites d e ditb s i 0 n
continue enjoying their privileged positidaf imposing taxes on the indigenous populatiwhge
avoiding transferring them to the Spanish CrqBAT-ICEFI, 2009, p. 15)Secondit reflected
Criollo e | i deeissolto fiprevend a fide fact@ declaration of independence by their people,
which was not desirable andgaseven seen afffearsomed as stated on the Independence Act
(Independence Act of the Province of Guatemala September 15, 1821).

It is important to remember tham Latin America land ownership was a privilege for the

ruling settlers from colonial time&or example, thereomiendasand later thénaciendasvere a

18 During the first decades after independerthe tributes continued the same colonial pattern and were based on

taxes to local tradealcabala interio)) and excise taxesn tabaco and hard liquor, among few othefhis wasuntil

1836 when a liberal government first attempted to impd&bract tax contributionon all male citizens between 18

and 46 yearsofagelowever , this failed attempt gsgovarhmenthbvbichalsb t o t h
ended the Centt@&merica Federation project (SAICEFI, 2009, p. XVI).
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form of economic, politicaland cultural power which expressed the power of the landlords
(European descendants) tderwover those without land (native indigendugpn the role of
EncomiendasseeKramer, 1994; Yeager, 1995; or history of haciendas, Legorreta, 2066se

old direct ties between political and economic elitastribute taexplainng thelong-lastinglinks
between the political and economic groups in countries such as Guatdiniglahistorical
background alsaontributes teexplairing other phenomenauch as th@ermanentnequalityd

as well asthe limited existence of property taxes the region €.g.,see Martorano, 2016;
Focanti, Hallerberg, and Scartascini, 2016).

State warfare and violendeenefied the accumulation ofthe power of political and
economic elites linked to land productiatwring colonial times(from 1530) the liberal
governmentg19" century) military dictatorshipgfirst half of the 20" century) and the post
second war authoritarian governmeni®rfesRivas 2016). A reinforcing relationshipstate
capitalcreated strogoligarchic groupsFor example,&ording to different scholars, the powerful
landed elite in Guatemala (established after the liberal revolution of h@¥&imposed their
dominance on Guatemal ads € padialptmough thdiscal glicy p me n t
(e.g.,Marti, 1994; ICEF| 2009) For exampleWernerMarti (1994)shows howhe opposition of
the agreexportersprevented any increases ttoe alreadyfivery low tax revenue@sduring that
period This fiscal veto deprived the state of fleds necessary to modernibe rural societyn

terms of infrastructure and human resources (Marti, 1994, p. Gin&).

19 A conservative counterrevolutipsupported by the US government and the CIA, overthrew the government of
Jacobo Arbenz in 1954 andestablished the military governments until the democraticitram®f 1985. However,

an important turning point occurred in 1963 whaifter a fierce opposition of a CACIF (created in 1957), the income

tax was established by the military regime (Decree 1559) when the first armed uprising agairstcilveed (the
beginning of the guerrilla movement). However, next to the new income tax system, generous and selective
exonerations and exemptions were granted (B28FI, 2009).
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The Guatemalan el#éstrategies and organizat@itapacity to negotiat@ndfight against
tax laws hae existedsincecolonial timesand hae been presenduring eventhe most violent
times ofauthoritarian militaryrepression. For example, the Development Plan i1BF450f the
Military Government of General Carlos Arac@ntemplated the increase of several t§gesperty
taxes, vehiclesd circulation, income tax, and
duty). However this goalwas reveraccomplishedConsequentlyin 1974 when a new Military
President took powethe need for state resourceasmurgent. This triggered a new attetmpthe
government to increase export dutipgenthe fextraordinary growth of that secémturingthose
years(ICEFI, 2009: 169170) However the coffee producers were opposedhe initiative and
the Chamber oAgriculture Camara del Agrpled a fierce battle against the new tax laie
Coordinating Committee of Agricultural, Commercial, Industrial and Financial Associations
(CACIF)?° and other industrial and agricultural producsupported this taxesistance (Prensa
Libre 29 Mayo 1974n ICEFI, 2009:170. The coffee producers threagelithe government with
not payinganytaxes andtarting @ employerbusinessockout(huelga patrong.

One of the proponents of the law, Gert Rosenthal, Secretary of Planning, had to leave the
country due to a murder attempt (see IGE2BD9:169170). Finally, thepolitical pressure forced
the government to accept a n&ax proposal drafted by the priteasector, which benefited their

interests (see ICEFR009:170; Marti1994:131) This form of operation of the econonetites

20 CACIF wascreated in January 1957, however, as their webpage exptdias, its roots ithe Economic Society

of Friends of the Country b éFrom tha firdt gears df maeperndent lifet they 6 s i n
economic sectors of the country were organized with the aim of helping to create an environment favorable to
investment ad economic growth. The first of these institutions, the Economic Society of Friends of the Country,
incorporated in its bosom a group of prestigious and notable citizens, who with their vocation for progress and their
long-term vision, contributed to theedelopment of the productive apparatus of the coonfGACIF-Nuestra

historia).
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exertingpressuren the governmento veto tax reformswasrepeaédon many occasions as will
be noted in the subsequenttsats and chapters.

During the possecondworld-war military governments, the social conflict aeg@ression
from the military statdbecamamnore acutecontributing to théransfornation ofthe government
oppositiongroupsinto an armedguerrilla movemerd unleashingcivil war that lasted more than
33 years.Therefore the use ofviolenceby the state tdicontrob armed movementand social
unrestwas an open and recurrent resowoél the signature of the Peace Agreements in 1997
(eg.,CEH, 1999)

According to different scholars, the violence of the state also served the interests of the
economic elites.For example, Edelberto TorreRRivass (2011) accounts of the failed
revolutionary movements in Central America suggests that twerpaf the economic elites in
Guatemala cannot bleducedo their material conditiong he political and economic powers of
the oligarchic elites can be understood and accounted sepéfatebsRivas, 2011)Then, even
when the structural (economic) power of the elitess weak, their political power served to
maintain and perpetuate their power and domination over the Guatemalan population. Following
the arguments oforresRivas this thesis agrees with théea that the power of the economic

elites is historically rooted in the use of violence, as the following quote illustrates.

In short, liberal democragydefined in the first lines of this analysis as a
mechanism to organize relations (of domination) leetwsocial classgisas not

been able to prosper. What we caliistate of forcé has persisted, which in
Guatemala seems consubstantial to its political life. During the last years, the
different bourgeois factions of the country have finally had the roppity to
prosper at a juncture where power and economy have been totally at their service.
Supported ideologically and financially from the outside, counting internally
with the fipacifyingd environment of the counterrevolution, first, acolnter
insurgency, afterwards, they have been able to strengthen themselves as a class.
In that climate they have managed to organize themselves in a;gieliénd
against feigned, imaginedr real threatsfiercely defend their interestaind
develop a defensive awaress of their status. The State, with the military inside,
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has been aggressively put at their service, establishingcegparatist forms of

control. The counterpart of this classte idyll is a virtual war against the trade

union movement, the peassnthe protesting students, in short, the political

representation of the dominated classeBorresRivas 2016:554 my

translation).

It could be argued thahe previous Marxist analysis of the state could be applied to a
previous nordemocratic period. Heever, when looking at the current tax system, explored in the
following chapters, iwill be argued thatite domination o$ociety, especially thgrowingmiddle
class was formalized andnstitutionalized through tax policiegGiven its characteristicgyne
cannotcall this afimodernization or fidemocratizatiod process)For example, dring the last
years of the military regime, in 1983, the Value Added Tax (VAT) was created a deep
economic crisis and the worst years of tiel ward the years of the genocidear against
indigenous populationsinder the government dfrain Rios Montt(CEH, 1999) However,
despitethis fiscal reform and the strong alliance between the military and the private sector (see
Rodriguez Pellecef013; ValdezandPalencia199856) the tax burden fell to one of its lowest
levels in history, below 6% of the GDP. It is important to remembeyrdbapitetheinitial strong
military-private sector alliance, the implementatioradfAT was alsoinitially opposed by the
economic sectord.he economic and politicaénsionsplusthefailure of General Rios Montt to
implement the military-designed projecto transition to ademocréc regime and more
specifically, o call for elections, resulted in a new military cand 983 Additionally, considering
the severity of war and genocide in those yeians tempting to conclude that a tax based on

consumption could not yield good results in those circumstédnaeen thestate was killing the

(rural) potential internal market.
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Constitutional Padlocks: Low Taxes and a Minimal State

Under tle new and last military governmentjled by amilitary council (junta) lead by
General Oscar Mejia Victores, the formal transitioa tiemocratic government started with a call
for elections to create a new Democratic Constitutional Assembly. In the meaaltinie,1983,
a new complex package of fiscal reforms was proposed by the military government as an attempt,
first, to solve thei pressingfiscal needs and, second, to modernize the economic regime and
comply with some of the demands of the International Monetary Fund &NmHResetax reforms
were, once again, strongly opposed by the private sector represented by CACIF. Thigappos
was echoed by the (private) press and thefitamocratio political leaders and candidates taking
part in thepolitical transition procesPue togrowingopposition, that same year, the government
abandoned the tax reform initiative and startedoad economic dialogue calleithe dialogue
for the national economic salvatibnof Guatemala(SAT-ICEFI, 2009, p. XXII) This
circumstance is evidence of the increasing and pressing financial needs facednltahe
governments whichsince the times of U®resident Carterhad also been denied any other
international aid or financial assistance as part of the sanctions against their vicgaornst
human rights USA-PD 30, 1978. Most importantly, the ldcof supportfrom CACIF for any tax
reform was also pushing tfieow inconvenientinilitaries out of powerThese factoralso explain
some of the main motives that triggered the military plan to transition to a civilian government

(seeOrtiz Loaiza, 2007)

21 The negotiations between the government and the IMF to obtain a crediDo$125 million began in the first
quarter of 1983. The Guatemalan Government pledged to (a)nmaptea program of stabilization via financial
adjustments; (b) redequblic expenditure; and (c) implemeatax reform... These actions were the result of a
program callediiShortterm Economic Policy, which resulted from the discussions between the President of the
Republi@ the public sectd and the private sector in July 1982 (Marti, 1993:68; see also Valdez and Palencia
2013:42 43).
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It is important to remember the international context of those years, what Jenkins calls the
finecliberal fiscal policy revolutioa (Jenkins, 1995) at the beginning of t#80s. According to
Jenkins (1995)his policy represented an emphasis on taixieficy andhorizontal equity at the
expense of redistribution in Latin America. The World Bank (WB) and the International Monetary
Fund (IMF) promoted a strong reduction in international trade and customs tax wditieh at
that moment were seen asurces of inefficiencies in the local production and international
resource allocation. These institutions also promoted the introduction of theadaleé tax
(VAT), the reduction of personal income tax, the reduction in the number of existingdactes
the broadening of the tax bases (Gomez Sabaini and Moran, 2013:12; Mahon, I12004).
Guatemala, the IMF was promoting and negotiating structural adjustments and liberal reforms
conditioned to financial aid argbvernmentending €.g.,Valdez y Palencial998; seelao Del
Castillo, 2001).

Once the military had been removed fritagovernmentthe power of theconomicelites
to veto tax initiatives would be tested and reinforoeanany occasionthroughout Guatemalan
history?2 The real democratizaticendfimodernization of the country wreat stakeOne of the
most important moments that would set the pafctuture tax negotiations happened after the
transition toa democratic regime, during the first democratically elected governniéret.

transition to a nomilitary and democratically elected government, in 1985, came with hope and

22 The transformation towards a more modern liberal economic sysised on the production of coffee occurred

after the Liberal Revolution in 1871, during the government of Miguel Garcia Granados, with the instauration of some
export duties and, for the first time, direct taxes (at this moment also some other meawiingéd phich change

the course of the political economy of the country, were implemented, such as the reintroduction of foucedidhbo

the redistribution of dispossessed land belonging to indigenous communities (Marti, 1994)). Afterwards, in 1881, the
liberal government of Justo Rufino Barrios implemented the first Tax Code (Decree 263). The consecutive
governments of th&9" century kept this same legislation and barely modified the system only to create tax incentives
for traditional products (sucas coffee and sugar) and the two new industries: textiles and beed C&&T, 2009).
However, the state always operated with a precarious and deficit budgetC&AT, 2009).
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huge expectationsom society and the international communig;d., seeLovell, 20109.2% The
newly elected government of Vinicio Cerezo inherited an ecanaenisis and a acute fiscal
deficit which required urgent fiscal reforn#ss with the previous government, the fiscal reforms
wereapart of the structural packages promoted by the IMF, tied to financial aid.

The attempt of the new democratic governmenteform the tax system resulted a
nationallockoutstrike andthe paralysis of the economic system, promoted by the private sector
and business ownersyelga patrongl This failed attempt to reform the fiscal system marked the
beginning of a long ktory of opposition and failed attempts to modernize the tax system under
the new fidemocratio regime in Guatemala Nonetheless, the wetirganized Guatemalan
economicelites continuedto useold (and testefinegotiation strategie® veto tax reformsand
maintain their political and economic privileges.

Additionally, the newfidemocratio constitutionprovidedkey legal mechanisms to protect
the interestsof the economicelites by preventing tax reformdnitially, some of those legal
obstructons (padlocks)were allegedly adopted to prevent authoritarian experidgantsified by
the history of the countryHowever, this would alstmit any possibilitiesof strengthening the
central governmentyhile protecting pwate propertyand economic interestser any othesocial
rightsor public goods**

For example, Fernando Valdez and Mayra Palencia docuthenjustifications to

introduce the second paragraph to Article 28 of the Guatemalan ConstiAdarding to one of

23 After the call to create a new Constitutional Assembly in 1983, a few miatérsunder a new constitution and
electoral rulesnew political parties were registered and democratic national elections were scheduled by a new
Electoral Court in 1984.

24filn 1985, without there being historical reasons to justify it (as there werexdmple, to create the institution of

the human rights ombudsman), a disproportionate constitution defending individual property rights was approved,
seeking to preserve the Guatemalans from a State that in Guatemala we have not known: the expBtgeatimng

the Welfare State or the socialist Stef¢aldez and Palencia, 1998:426).
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the stakeholders interviewed byotl authors, this initiativeesulted fromiithe abuses and the
systematic corruption provided by previous legislation, in the face of real or supposed tax
anomalies, under the principle that the eitizpays first (a fine for example) and only later could
he/she request a reviéwValdez and Palencial998:427.2° Article 28 of the democratic
constitution establishes thdin fiscal matters, to challenge administrative resolutions in the files
that orginate in repairs or adjustments for any tine taxpayer will not be required to pay any
tax or guarantee beforehaadmy translation) With a veryslow andinefficient courts system
this article means thatt is difficult for the state tdorce citizens to pay owedtaxe® especially
when they caafford igood lawyers This thesis agrees wittaldez and Palenciaho argue that
fiby seeking to attack a certain and unobjectionabléfaotruptiord a disproportionate measure
was chosen when approving t@enstituent Assembly, a constitutional article that narrowed the
weak coercive capacities of the state in tax mat(@faldez and Palengid998:427)Y*°

Furthermore, ecording to more than one interviewdamesBuchanar@s theory and a
extreme libertariandeology were fundamentalin shaping the actions dahe constitutional
legislators representing the intereststioé economicelites in the Constitutional Assembfy
According to discal expert whalosely followedthesenegotiations in 1984hese measures were

not fortuitous; from a liberal or libertarian perspectivdithey [the Constitutionalists] said that

25They based this conclusiam a series of interviews, particularly thetAdolfo Menéndez Castejéh Director of

CACIF, representative of the Sugar Producers Associagéiod in charge of the Fiscal Commission of CACIF at that
moment (Valdez and Palenci98:427).

26 For example, Fernando Valdez and Mayra Palencia propose that Articles 24, 28, 39, 40, 41, 239, and 243 of the
1985 Constitution were fundamental in expagdidisproportionately the de facto powef thefibusiness leadership

before the Statein the tax field (1998:425ny own translation

2’For exampl e, JPabiicePancifes of Public ®Deliroposes that the cost of public activity and the

stak can be shifted onto future generations through public debt. According to thessddeess of public revenue

may become irrelevant, and instead financing public debt may be perceived as a potential business.
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democracy increases the size of the state, so yduchaut [legal] padlocks to avoid this
(Interview, July 4,2017).

In other wordsfrom a neeinstitutional framework, those constitutional rules known as
flegal padlocks(candados constitucionalgsnaintainweak state institutiontherebyreinforang
path dependence. The impossibility reforming the tax system is thelearestexanple, as
discussed in the following chapters.

Additionally, the persistent veto ttax reforms during the 1980s wowtsoexpressan old
fear of the economicelitesof any potentiahgrarian reforrandthe nationalization of the banking
system. This featintedthe relationship between the private sextord thegovernmentat least
between1982 and 1994 including thelast two military governmentand the Presidency of
Vinicio Cerezo Arévalo (198b 1987) (Valdez and Palencial998. For example, Fernando
ValdezandMayra Palenci§1998:53)quote & filOctober Memoranduaissued by General Efrain
Rios Montt(seven months after taking control of the government in l@@ocumenthe fears
of the economic elitesThis memorandum constitutes a dall a AGovernmerd Businessmen
settlement agreemeatin which the Minister of Finance gave explicit assurances that the
government would not undertakkEonfiscatory agrarian refomnand would fieliminate any
possibility of nationalization of private bank&l982).These real concerns of the economic elites
wererooted in the history of the agrarian refofine., 1954)andthereal needsf land for peasants
in Guatemala(Valdez and Palencial999.?® The cited memorandumalso offeredfito start,
immediately, a process of privatization of public enterpdsesee the private sector would

determine thecquisitionconditions of those companies. They also committd@hebincreasng

28 Additionally, thesefears were exacerbated by the Salvadorian expedetieetriumph of the left developingat
that moment.
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the bureaucragyneither cause redundancies:inally, the governmentoffered to fiensure the
constant and reinforced fight agairsbcial] subversive actions to achieve their complete
eradicatio® (Memorandum, October 11, 1982producedn Valdez and Palencid 998561 57).
Therefore understanding the fears of the economic elitesfimdamentastep tounderstanding
thar preferences andegotiationstrategies

Despite the democratic electiorssyiolent war between the army and the armed groups
continued shedding blood across the courtepween1984 and 19%.2° The rew electoral
fidemocratio systemwas built without the participation of lefiving groups in a violent
repressive environmenit was only after two democratically elected governments aederal
years of negotiations between the civil government and the guerrillanmov&epresented by
the Guatemalan National Revolutionary Uni@iRNG) that the PeaceAccords were signed in

1996 tenyears after the transition tadf@mally liberal democratic politicabystem.

IO emocraic Negotiations The Fiscal Pactof 2000
Thesigning of the Peace Agreements and the operationalization of peace renewed old hopes for
democracy and economic developmexibngside the renewed expectations, mewenuefrom
international cooperation came to Guatemala. A liveativecivil societyfull of new projects,
NGOs andsocialdemand$egano participate angroposevaysto achieve the goals established
in the Peace Agreementsor examplejn 1997, the presidential initiative of convenifigpen

forumsd allowed the gathering of governmaenificials, political partiesand representatives of

2 The hardest years of the genocide had passed, however, targeted violence, kidaappkidings (from the
guerrillaand,especially the army) wee part of everyday life in Guatemala during ke 1980s and the 1990s.
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different groups oftivil society to discussurgent issues of national I[dMINUGUA 1997,
ASIES 1997)This enthusiasm also shaped the tax reform discussions during those years.

The peace negotiatiodlowed thesigning of twelve comprehensive agreements dealing
with a wide range of problems in the Guatemalan soéfeBne of those documents was the
agreement on Social and Economic Aspects and Agrarian Situation-€ociomic Agreement),
signed on My 6", 1996. Ttat agreement included tlgovernmert sompromise to improve the
fiscal system to achieve other important democratic and social policies. The most important fiscal
objectivewas toincrea® the tax burden by 36, thusreachingl2%of the gross domestic product
(GDP), by 2000. According to the Guatemalan Ministry of Finance (1849%)objective meant
flovercoming the barriesdhat kept the average tax burden as one of the lowest in Latin America
since thel 960s at belowB% of the GDP (MINUGUA, 1997):3!

By 199§ theincrease of théax burdento 12% ofthe GDP hadnot advanced. For that
reason, the government rescheduled the goal for the year(R@®2ad of200Q as initially

scheduled)Additionally, with the Commission for the Accompaniment of the Peace Accords, the

301. Acuerdo Marco sobre Democratizacién para la Blsqueda de la Paz por Medios Politicos (Querétaro, México, 25
de julio de 1991). 2. Acuerdo Global sobre Derechos Humanos (México, D. F., 29 de marzo de 1994). 3. Acuerdo
para el Reasentamiento de las Pablaes Desarraigadas por el Enfrentamiento Armado (Oslo, Noruega, 17 de junio

de 1994). 4. Acuerdo sobre el Establecimiento de la Comision para el Esclarecimiento Historico de las violaciones a
los derechos humanos y los hechos de violencia que han caugddoentos a la poblacién guatemalteca (Oslo,
Noruega, 23 de junio de 1994). 5. Acuerdo sobre Identidad y Derechos de los Pueblos Indigenas (México, D. F. 31 de
marzo de 19966. Acuerdo sobre Aspectos Socioecondmicos y Situacion Agraria (Méxicogdefmayo de 1996).

7. Acuerdo sobre Fortalecimiento del Poder Civil y Funcién del Ejército en una Sociedad Democratica (México, D.
F. 19 de septiembre de 1996). 8.Acuerdo sobre el Definitivo Cese al Fuego (Oslo, Noruega 4 de diciembre de 1996).
9. Acuerdosobre Reformas Constitucionales y Régimen Electoral (Estocolmo, Suecia 7 de diciet@96)dé0.

Acuerdo sobre bases para la Incorporacion de la Unidad Revolucionaria Nacional Guatemalteca a la Legalidad
(Madrid, Espafia 12 de diciembre de 1996). 11iekdo sobre el Cronograma para la Implementacion, Cumplimiento

y Verificacion de los Acuerdos de Paz (Guatemala 29 de diciemdr@a@#e.12. Acuerdo de Paz Firme y Duradera
(Guatemala 29 de diciembre de 1996).

31 The agreements also established a 50% aserén public spending on education and health (as a proportion of
GDP) between 1996 and 2000, other targets for increased expenditure ongusti@enoderate reduction in military
spending. According to the Peace Accord, the United Nations (embodidiNiyGUA) would be responsible for
monitoring the advancement of those goals.
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governmenpromotel the adoptionof a National Fiscal Pact among alf the sectors in society

(Fuentes K. & Cabrera, 2006; Sanchez, 2009)

Chart 5. Tax to GDP ratio: Guatemala
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Source: ICEFI, 201 8ttp://icefi.org/observatori@stadisticefiscal/cifrasfiscales

The fiscal pact proposal went through an intengsigasultationprocess with different
sectors such as academia, the private sector, trade unions, cooperatidepolitical parties.
International cooperation also provided technical support, which was extended to diverse academic
and social organizations, contributing to the preparation of figgdosals and extensive fiscal
debates during the year. The (private) media gave broad and positive caettagéssue. The
final proposal was presented by the Preparatory Commission on Dec2®ibd999 (on the
second anniversary of the sigg of the Peace Accords)The initial fiscal proposal was

comprehensive and addressed issues beyond tax re\Paces Fiscal, 2000%

32 The proposal includeeight sections: 1) fiscal balance (vs. government deficits), 2) state revenues and the
mechanisms to facilitate the increase of the tax burden, 3) threvempent of tax administration, 4) public (social)
expenditure, 5) sustainable public debt, 6) public patrimony/property regulations (to avoid corruptduses), 7)
monitoring and evaluation (ethics in the management of state resources), and &)efiecatalization (including

fiscal commitments from autonomous municipalities) (Fiscal Pact, 2000; ASIES May, 2000).
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In February 2000, the Committee to Monitor the Fulfilment of the Peace Accords (Peace
Committee¥® invited nearly 150 organizatiotfto discuss and analyze the proposal and, in return,
48 documents, representing 131 organizations were received. A technical team appointed by the
Committee identified the main points of consensus and dissent and thed oatra campaign to
reconcile positions between the organized business sector and the social organizations (Fuentes y
Cabrera, 2006:150Reasants, indigenopgopleswomen businessand the traditional economic
elites expressed their concerns, fadidith by an active role of the international cooperation
agencies. The fiscal pact was perceived as a strong mechHanistrengthening the role of the
government and achigg durable peace and economic development in thevparisera

At that momentthe strength of civil societysupported by international cooperatiags
the perfect counterweightd balance the usually orsded tax negotiationsas indicated by this

former official

There was much international cooperation, much presence of Unitezh$|ati
MINUGUA [UN-Verification Mission in Guatemala agencies of various
governments, with investments, large investments in citizen participation, in
learning from the experiences of the Spanish transition and the Moncloa Accords,
etcetera.Internationalsupport was extended to many groups of society. The
fiscal pact,strongly supported by the [international] cooperatiomnagedo

bring together darge group of social organizations, NGGsade unions,and
peasants. Thaptendedo be the social countgartand counterweighb CACIF
(Interview, Juned", 2016).

33 This Committee was composed of government representatives, the political party representing the former insurgent
forces (Guatemalan Natal Revolutionary Unity URNG), eminent citizens representing civil society, and United
Nations representatives (with observer status) (Fuentes and Cabrera, 2006:150).

34 Including cooperatives churches nongovernmental organizationspeasant, indigensy a n d womenos
organizationstrade unionsuniversities and research cent@sall and mediursized enterprisebusiness chambers
andothers.
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After the National Forumor the Fiscal Pact an agreement was reached and the Fiscal
Pact was signed by more than 100 organizatmtkepresentativeBom each ofthe threestate
power$® executive legislative andjudicial (Fuentes y Cabrera, 2006:1%acto Fiscal2000.3¢

However the negotiationgh 1999 had taken place during an election yea2000,at the
very last minute, the consensual proposal was vdtpd#ue newCongresd now under the control
of the newly electeduatemalan Republican Frorffrénte Republicano GuatemalteERG).
Ironically, the newgovernmentclaimedstrong electoral legitimacy becauthey had won the
Presidency and a majority of the National Congress, with 68% of the total valid votes

unusudly high percentags Guatemala’

Political Parties and Personal Bx Agendas

According to several interviewees who were active players during the fiscal pact
negotiations, the main mistake during those negotiations was thmciosion of the political
partiesand congress membeas the negotiation table. Although tpact had been signed in by
the legislativebranch, only a fewongressmen, especially from the outgoing governntexd
discussed the proposal. However, this participation did not guarpatBeconsensusior the

participation of the newly elected Congsenembersin words of one interviewee:

The errors in the process: not having involved the political parties, nor the
Congress. [The pdcts made outside the Congress, between the private sector
and social organizations and the Governmentwithbut the Congress. It occurs
during a call to new elections, within a scheme of negotiation [between} PAN
URNG [Partido de Avanzada Nacional and Unidad Revolucionaria Nacional
Guatemalteca]the signatories to the peace agreements. But the [FRGte
Republicano Nacionaljith Rios Montt andPortillo breaks ito [the process], it

35Which brought together the organizations that had sent the proposals.

3¢ The official name of the document s/éPolitical Agreement for the Financing of Peace, Development and
Democracy (June 28, 2000).

3" That represented 1,184,932 votes in the second round in 1999 (ballotage 8ys$&m)Ortiz Loaiza et al008.
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also changes the configuration of the Congress. Not having involved all political

forces, tltma kes agreements and commitments to

the Portillo Government was noincluded But in terms of social participation,

this was the strongégiinterview Juneo™, 2012).

The newCongressiot only rejectedhe fiscal pact in 20QGt also approved a new set of
tax reforms One day before theigning of the Figal Pactthe new president, Alfonso Portillo,
presented a new tabll to the National Congress, and his party (FR& majoritarian force,
approvedt immediately These tax laws started a new process of legal battersaxedetween
the economielitesand the FRG government, from 2000 to 2088merefer tothis process of
legal battlesasfithe tariffs wayo from the end of 2002 to 2003 (see ICEED15:70). Thiswar
meant that every new tax bill presented and approvedebyRiG govemment would be appealed
before the Court of Constitutionality, by the private sectors, represented by QB&tierallythe
Court would rule in favor of the later, abrogatinghe billsanddeclaring thenunconstitutional.

The FRG govenment wauld hastily present and approve new laimsCongressand the process
would berepeatedver and overAt least twelve different tax bills were approved by Congress
betweenlune 2000 an®ecember 2001 (ICEFI, 2015:64). Following the approval of thesaxt
laws, the private sector, the mediad the social organizationkallengedhe government andh

the endthe Minister of Public Finansavas replaced.

Two reformsin particularincreased the polarized and confrontational environnibet
increase othe VAT rate from 10% to 12% and the tax on assets and sales of commercial and
agricultural establishments (IEM&)a temporarybut direct tax The private sector, the social
organizaéions, and the nofgovernment parties rejected these latwough media campaigns
against thgovernmenta lockoutby the private sector (huelga patronal), mass demonstrations by

social organizations,na more urban/middikelass protests, in whichigh ard middleclass

citizens would rally wearing black. Howeyéhe confrontation between the government and the
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social organizatio@s signatories of the fiscal pact also resulted in disadvantageous and incoherent
measures for the socieff\CEFI, 2015)

For examplethe VAT increase had been consensuatigepted by albf the social groups
during the fiscapact negotiations, and natwvas being rejected under allegations of government
corruption (Fuentes and Cabre2806:153).In the end, albft h e Haw&wese rejected and
contestegwith at least 61 appeals of unconstitutionatftyn most of the cases, the Constitutional
Court ruled against the government repealing the new laws (ICEFI, 20T%)64These
experiences weralso a learning process for the private sector and civil society: no matter the
strendgh anddiscipline of the political party in government, laws can always beseyer

Interestingly, despitethe fierce opposition to the tax reforms, the third yearof Pa | | 0 6 s
government, 2002, reached one of the highest historic peaks in tax reverapsr@ntage of
GDP) The tax burdemcreagdfrom 10.31% in 2000 to 11.64 % in 2002 axwatinued al1.36%
in 2003 the last year of the FR&ministration(to provide a comparative perspectitae only
year when tax revenasurpassed the 2002 mark wa2007 with 11.74% of GDP). After all, the
polarized battles between the FRG gomeent and theocial andeconomiogroupsmay have had
the side effect of enforcinigx compliance of general tax rul@€EFI, 2015)

It is important to add that more than a tax battle, the opposition between the FRG
government and CACIF and civil society was a political battle, rooted in historical reasons. Former
General Efrain Rios Mintt, founder of the political party and fathierlaw of President Portillo

had beerfichief of staté during the worst moment of the civil war and genocide. This fact,

38 According to Juan Alberto Fuentes and My@abrera, in 2001 a total of 41 legal complaints were filled: 31 by the
business sector, three by political parteasd seven bgthercivil society organizationgn 2002,a total of nine legal
complaints were filed, five by the business sectorfand by civil society; and in 2003, 11 was the total: six by the
businesseconomic sector and five by civil society (Fuentes and Cal2@6#:153).
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combined witithe sociatpopulist ideology of the partyprovided the perfect combination for fear
and rejection fronCACIF andthe civil society organizations (especially those promoting-post
conflict justice and human rightshese tense momentsy have beealso fundanentalfor the
society in earning how thenew democratic systerwas still carrying the burden of old anti
democratic political forcege.g.,the military) The political polarizationa fierce opposition to the
FRG, prevailed until the change of governm@n2004.

According to different interviews, in generdbetyear 2000 was a milestone in terms of
concerted action but also disenchantment with political parties and lack of representativity. Most
importantly the failed fiscal negotiations asgll perceived as daugelost opportunity in the history
of Guatemala. Howevett, is important to note thdhe signed Fiscal Covenant contairggsheral
agreementaot specifiactions which, as time has showhave beeinterpreted in different ways
by different political stakeholders (as discussed in the following chaptsdsljtionally, the
mechanisms of legal contestation described above alsmsetportant precedent for all future

fiscal battles led by the privasectori institutionalized mechanisms to reject tax bills.

I he GPFD: Tax Experts Shaping aNew Tax Agenda(2006 2007)

In 2006, during the government of Oscar Bertfex National Council for the Accomplishment of
the Peace Agreements (CNATdNnsejo Naciongpara el Cumplimiento deos Acuerdos de Paz
prompted the governmettadvanceheold fiscalcovenantThe new attemptonsisted in shaping
a new tax agendarovidinga morecoherent respong@ terms of the Peace Agreemeritsjhe
constantow tax revenug@roblen®d equal to 10.3% of GDP in 200After the 2000 experienc
was clear that a new process of negotiation was needed.

However, this more coherent approach was also a reactionpimcagment and renewed

tax negotiations between the Berger administration and the ecoealiegcin 2004, that resulted
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in less progressive neoliberal refornfhe new government had to faestremdy low tax
collectionas aresultof thefailed Fiscal Ractandthefiwar on excise taxa®® In 2005 tax revenues
reached its lowest trough at 10.93%tloé GDP. Those tensecircumstance contributed to the
victory of the rightwing and prebusiness candidatéOscar Berger, andorced the new
government to pasggenttax reforms, with the approval ofheeconomially dominantsector§
nowwidely supporting the new government.

The new regulations granted more room for negotiation and benefits to the eceli@sic
According tothe four main approved amendmeffishey provided: a) meehisms to pay less
income tax (by creating small enterprises), b) mechanisms to negotiate and pressure new
govanments via temporary (renewable) taxes, c) a stronger conviction on the effectiveness of
complaints ofunconstitutionaty, and d) more room for the financial sector to benefit from
providing loans to the central gawenent. Tleseamendments did not imprevtax revenues,
producing only half of the expected results: 10.3%hefGDP in 2004, equivalent to the 2003
level, but lower than the 10.6% achieved in 2002 during the FRG government (Fuentes and
Cabrera, 2005:154; see also Sanchez, 2808neider, 2013

In the meantimethe Law for the Implementation of the Peace Agreements (Legislative
Decree 52005 establishedthe National Council for the Accomplishment of the Peace

AgreementgCNAP), which resulted from the evolving work dafs predecessothe National

39 Between the former FRG government andabenomic elitesas discussed in the previous chapter

40 The 2®@4 reforms included: 1) changes in income tax (a streamlined payment regime of 5% on gross income tax
was introduced in place of the 31% rate); 2) the creation of a special Temporary Tax in Support of the Peace
Agreements (IETAAP): a tax on assets and safémilar to the previous Tax on Mercantile and Agricultural
Companies (IEMA), but with lower rates and on a temporary basis, responding to the position of CACIF; 3) a tax on
alcoholic beveragéswhich had been declared unconstitutional during the prevgmeernment; and 4) the
authorization to increase the central government debt (Fuentes and Cabrera, 2005:154).
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Commissiorfor Reconciliation formedin 1987on the basis athe Esquipulas Il Accottf This
National Councitonvened aewGroup for the Promotion of the Fiscal Dialogue (GBFGrupo
Promotor del Délogo Fisca), and heir members wersworn in by the National Congress in
Augud 2006 This groupworked consistentlyfrom that dateuntil theend of 2007for a detailed
account of te GPFD discussionseeFuentes Knight, 2011)

The GPFDwasintegratedby recognizedandeminent economists, lawyewnd technical
tax experts some of themong-term politicians*?> among other advisors and collaborat(sse
Fuentes Knight, 2011:16) he role of this committee was stronglypported byhe international
community specifically the Inte-rAmerican Development Ban{DB)** and thelnternational
Monetary FundIMF) throughthe provision of fundand technical support.

Juan Alberto Fuentes Knigtgformer member of the GPFD aratér Minister of Finance
(from June 2008 to 201eveaedin his book Accountability(Rendicion de Cuenta®011), that
there were at least three differgrtrspectiveamong thesPFDmembers. Different interviewees
corroborated these perspeetivFirst, Alima Quifiones, Carlos Barreda, Eduardo Velasqrat
Juan Alberto Fuentggomoteal the need to reform the income tax, the most progressive approach

This grouprepreserdgd a more haktic approachcentredon tax justice and equitysecond, José

41 0n August ¥, 1987, the Esquipulas 1l agreement (the antecedent of Peace Agreements) established the National
Reconciliation Commission whigbiromoted a national dialogue between the Government and the URNG (the leading
guerrilla organization). After the Peace Agreements, signed on Dec2@ih@096, a new National Commission for

the Peace Accords was created on Febr@sfy 2004 (Governmenfgreement 862004) to achies effective and

timely coordination of the peace commitments and to develop the initiative of a framework law for the fulfillment of
the peace accords.

42 Such as Alma Quifiones, Lizardo Sosa, Eduardo Velasquez, José Angellaggea)ejandro Arévalo, including

some coming from civil society, such as Carlos Barreda, and Juan Alberto Fuentes. This group also included the
Minister of Finance on duty (Maria Antonieta del Cid, Hugo Beteta, and Mefi Rodriguez, consecutively) and the
Superintendent of the Fiscal Administration (S8Uperintendencia de Administracién Tributaria), Carolina Roca
(Fuentes Knight, 2011:16)

43 Alberto Barreix, from the Fiscal Direction of the IDB was perceived as a very active suppathés pfocess
(Interview, April 4™, 2007).
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Alejandro Arévalo andCarolina Roca (SuperintendenrSAT) would emphasize the need to
increasendirect taxes, specifically AT collection, thusavoiding the income tax discussioh
pragmatic approachcentredon the need to fund the government budgghout tackling
inequality Finally, there was a more political perspective in favour of reaching conciliatory
agreementsvith the private sectorThis position wasnaintained by Lizardo Sosdosé Angel
Lopez and the Ministers of Finance on duty (Marantonieta del Cid, Hugo Beteta, and Mefi
Rodriguez consecutivelywho favoured stability and thestatus go, which represemd a non
progressivepproach to taxatio(Fuentes, 2011)

The creation of the GPFD responded to the political dynamics to fulfitdhemitments
of the Peace Agreements, also signed during the-wgig government of Alvaro Atz As this
thesis shows, theght-wing governments have been greapporters of creating groups and spaces
to discuss the fiscal pact, maybe as a form to disarticulate conflict while advancing their economic
interests with concrete reforms beyond those spaces of negotiation. Additionally, it is proposed
here that theseght-wing governments keep the negotiation spaces very close by prolilding
mindedexperts and prbusinesgechnicians (such as appointed ministers, think tank experts,
political advisorsand political representatives).

According toa formermember of theGPFD, there was a clear difference between the
agenda of the Ministry of Finance and the Tax Superintend@AT had its agenda and Finance
a similar one, but not the saniehe overlappingat times was great, at others lefsterview,
April 29", 2016. In thewords of this participant, the politicaiot thefitechnicad content was the

main issue under discussion:

We had several important moments offitechnical workd Thus although
everyone knew about public finances and thtesthe tehnical world | thinkd
wasrelatedto buildng the political discourse that would accompany the [fiscal]
reform. With many Awork-confinementd days €ncerronay in Antigua
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[Guatemala] and other places with the technocrats... It was like hapoiiical
objectivewhichwe hadto clothe with technocracyInterview, April 29", 2016).

Part of thechallenge to the GPFiWwas the political timingegardingthe forthcoming
electon in 2007 According to the Law on Electoral Campaigns and Politicald3athe political
campaign should only lagtreemonths(to elect mayors, congresspresentativegpresidentand
vice-president However, it has been broadly documented and discussed in Guateatala
despitethe law, the political parties (especigtisior to 2016)hadstartecther political campaigs
many months earlieThis has been called thfg@re-campaigrtime 0 which canlastmore than a
year(See Ortid_oaizaet al, 2008;Accion Ciudadana, 2012:995).

The political campaign was not a minor issleto the long history of failed reforms and
disagreements between the government on duty and the private sector, repbgsenpaditical
arm, the Coordinating Committee of Agricultural, Commercial, Industrial and Financial
Associations CACIF). Therefore part of thechallengevasto know when to present the new bill:
either before thgovernmentchange in2007 and during the campaigioy wait until the new

governmentdok powerin 2008

There were those who were more willing to bet on the reform and compel the
outgoing government to take a more definite and clear position, to see how far it
wouldallow us to @d a reality checkWhile the technical work was happening,
there was aontinuousmeasuring of the political climate, above all, of the
chances of success tite (National)Congress.We did not know in which
moment todo it. It was the last year tiie [GANA] Governmentlf they were
already there, why not assume the adsthe reformand leave some room for

the new administration to maneu9erhere were alssomewho said that it was
necessary to take advantage of the first 100 days of thgaernment to make

a larger reform: aradeoff between thelepth of thereform vs. the political
moment(Interview, April 29,2016).

As discussed in the next sects,noneof the political moment&avouredthe negotiation
and approval b the new tax proposalneither before nor after thegovernmentchange.

Additionally, while more broad and comprehensive discussions about tax reformstarére to
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developwithin the GPFD the urgent reforms and new tax regulatiapgprovedin 2004 had
markeda truce and closer relationshietween theight-wing government of Oscar Berger and
the economicelites However the approvedpartial reforms granted more tax bdtefand
influence to the lder, strengthening the already regressive Guatemalan tax systditionally,
they set new thresholds for the upcoming negotiation progéssezampleby establishinghort

term income taxeseeSanchez, 200%chneider, @13), as discussed later.

The GPFD, Civil Society, and the Private Sector

The GPFD advanced some consultations and discussions with members of civilchoangfyts
first year of operationsdhowever, officially, no negotiati@took place The fact that th&sPFD
was created and supported by the National Council for the Accomplishment of the Peace
Agreements (CNAPgould haveseemedike a majorstrendgh and supporfor thegr o u \woiks
in term of the participation obroadc i v i | soci et yHowever, apthiesdiont at i v
highlights, no real political discussiohappenediuring those yearseither with the privateector
nor with most relevant groups of civil sociefys stated by ame of the tax proposal negotiators,
during the Berger administratiorthe discussion@mong the GPDF membergere mostly
fitechnicaldd and as we know according to the previous sectionfiteehnicab discussionslso
represented a great deal of strategic political decisions on how to presdintegotiate the
content otthe tax reform.

In terms of previous theoretical discussions, this section is key to understanding the
importance of thétechnical discourseas arexisting barrier to social paticipation.

Accordingto article sixof its by-laws (Government Agreement-2004 see also 22006
and 1562006, CNAP was includedby designated members from the three powers of the state

(executive,legislative, andjudicial), the political partiesandthe differentgroupsof civil society.
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However,during the first yearthere werethree majorcharacteristicgdentified in the process of
CNAP-GPFDinteractionsFirst, the strongefin terms of electoral resul)mostly right-wingd
political partieswere notproperlyrepresented at CNARs a result of its role as negotiator and
cosigner of the Peace Agreemertte, IRNG, the former guetta group and now a small political
party, keptstrong participation irthis political spacewith other leftwing political groups
However, many social groups, especially the most radical social movemergsot represented
at this institutionSecond, the private sector was patt of thissociopolitical spaceo negotiag¢
among thalifferent groups otivil society, but waskept informed of the tax discussions through
very loyal tax expertd=inally, the interestnd capacityf the social movements aoiVil society
to participate and directlgroposespecific fiscalissuedo this groupwvas very limitedduringthose
years, especially when compared to the fiscal pact experie268@n

As the following chapter will discusshe work of the GPFDwhich also extendedsit
legacy tothe Colomadnmninistration was respected and trusted by the social organizatioms. Th
legitimacy may contribute to explaing the limited tax demands from the sociatganizationgo
this group of expertsSome of thesexpertshad participated in the fiscal pact negtbnsfrom
the side of the social organizatiorad were rooting their proposal in the Peace Agreements
guidelines All this may contribute to explaing the absence of tax proposals from the CNAP
members to the GPFAdditionally, it could also be arguaethat given its lack of participation,
civil society organizations represented at CNAé&reertrustingthe negotiationsvith the private
sector the National Congresand all the relevant veto playets the GPFD tax expertsithout
directly getting involvedAs discussed in the following chapter, these power dynamics could have
been deepened by the fact ttiese groups didot have théechnicalcapacitiestime, or resources

to outline particular tax demands given the technical knowledpédtmt separates them from the
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tax experts. In other words, representatives from the organizations represented atgeNl
to have entrusted the whole fiscal refoprocessto this highprofile group of experts and
governmenbfficials. In any casehts fact becomemorerelevant when taking into consideration
the high polarization(left and right) inequality, and history of the Guatemalarsociety.
Additionally, at this point, the presidential support to this tax proposal was still uncertain.

In contiast dthough the private sector seemedeatt from the negotiation tabé this
point,they wereaware of th&GPFD0 discussionsin words of one of the grobpparticipantsthe
private sector was indirectly presefit realized thathe private sector was not there yet. It gave
me the impression that some people were talking with them bilatef&ipril 29", 2016). A
coupleof interviewees suggestedhatsome former ministers of finance and SAT superintendents
were in contact withihe private sectarepresentativeand were representing theigendan the
GPFD (ApriliMay 2016) However , t her e wer e al so Arepr e:
representatives of sector s ,Mayh 8016y emogeintpeandt o f
were part of the economic sectdtsThe following quotes from one of the GPFD participants

illustrate the nature of the discussions and negotiations:

In the promoter group (GPFEhere was no negotiation, only discusgidnom

a more technical point of view, with vigorous support from the IDB, with a
national and several international consultants...

Income tax is always the most complex issue: entrepreneurs were concerned
aboutfibank secrecyg and the global income issue. Social interlocytsush as
unions, women, indigenous people, peasantshpnoan rights organizations,
these groups were concerned about income tax reform for employees. But the

4 Such as JasAngel Lopez Camposeco from the banking and coffee sBcemident of the Board of Directors of
the Rural Development Bank, Banrural, and president of the National Association of Coffee, ANAGIs&;Ho®
AlejandroSinibaldi businessman, cattle rancher, coffee grower, and publicist, now a fugitive from fiesticsedf
corruption during the Otto Perez administrati¢®inibaldi is accused of participating in the césenstruction and
corruption @n alleged netwd of illegal fees collection made to contracting companies at the Ministry of
Communications, receiving payments from state projects. Sinibaldi, a former ministggsecuted forother
corruption cases allegedly committed during the Patriot Partyg@®Rynment(Prensa Libre, July 12 2019).
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technical proposal for the incontax was recommended by the IDB: middle

ground, between world income and national income, called enhanced national

income. It incorporated elements of international taxation...

Why there was no third chair for the civil socidtgfer] during the negotiabins?

Because they were only interested in what the Government thought and what

CACIF thought(Interview May 29, 2016).

The GPFD proposal was not presente@ongresdefore the national electionand the
GANA presidential support was never statetbwever, oon after theelectoral results were
announcedn November 200 Zhetraditionalprivate sectomadeits first move Before the official
presidential inauguratigm group oprominentCACIF membersield a meeting with the incoming
sociatdemocraticpresident Alvaro Colom,from the Unidad Nacional de la Esperanza party
(UNE). They asked him to abolish a taxbill linked to the income tax: the Extraordinary and
Temporal Tax to Support the Peace Agreetm@-uentes Knight, 2011, pp. 4131), which they
had negotiated and accepted temporarily during the B&§&IA administration

This informal and sermsecret meetingvasa very significant starting pointsymbolically
and pragmaticallyfor the new government and the private sedtnst, because ihaugurated
and consolidated an old practice of thaitionalprivate sector leders which consists bhaving
an operdoor and direct access to theresidend sfficed regardless of how much money they
invested in the electoral campaign or how much thedldeedisliked the presidentAs former
Minister Fuente&night accounts in his boolkendicién de Cuentathe private sector was able
to have private meetinggith the presidenat almostanytime, which at some point was not even
possible folsomeof his ministers(Fuentes Knight, 20115econdthis finon-official 0 meetingset
the pace for the comingx reformsdiscussionsasthe private sectomadetheir initial rejection
stanceclear Third, this meetingprovides evidencef the importance othe temporary and

extraordinary taxeasnegotiation tooldor the private sectdo influencepolitical decisionsn a

quid pro quostrategy where the privatsecto agrees to pay temporary taxes if the government
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respongto theirinterestqthis had already happened during thetfand Berger administrations)
That meeting certainly reminded President Colom and oth¢E leaders ofthe political

importance othe existingemporary taxes.

T he Legacy offFailed Tax Reforms: A Weak and Regressive Tax System

The Western experiencas documented b§harlesTilly (1985), shows that the need of
resources for making war (extertyal and providing internal protection contributed to shaping
parliamentary states wher the beginning, democratic participation was restridtedhose
paying taxes(landowners)Later, democracy was extended to other groups withyngranted
citizenships. However, in developing and confhffected states, such as Guatemala, the
relationship between violence and taggslveddifferenty. War andviolence from the state were
used againgheindigenous populations to keep small oligarchic groups in power, shaping specific
and exclusive economic means of accumulatmg.(coffee or banana producers, Semres
Rivas 2011).In Guatemalastate vidence has been fundamental to controlling and dominating
large firebeb) groups of society during colonial and postonial times€.g.,TorresRivas 2011).
The contributionby largergroups of society to the tax burdéspecially middle classeg)as
implementedespeciallyin 1983, as part of the military projectéstablisha democréic political
regime This changealso allowed a shift frongollectingsmall taxesand tariffsfrom traditional
wealth owners to taxing middle classThisremodelling oftax systemsn the 1980s and990s
was strongly supported by the international -tieeral discourse operationalized through
structural adjustmergrograns. However, instead of creating a more progressive tax systém
the newfidemocratio system,the tax burden shifted towasdthe working classesreating a
regressive system amptanting generoutax exemptiongo the economic elites (as discussed in

the following chapters).

111



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

Later, during the years of the fiscal pact negotiations,she a | mo vcapaoiyntd s 0
get organized, present proposals, and negoti at
technical and financial assistance (ICERId.). This active cooperation, participatiocand
organization was the result of they@ing of the Peace Agreements and the implementation of
peace after more than ten yearsattemptedpeace negotiations between the government and
revolutionary armed forceséePorras 2008).Many of the few fiscal experts in Guatemala were
trained during this time, thanks to the support of the international community. Additionally,
althoughthese pages document the historical dominance of criollo and méiiiropean
descendatmale stakeholdergnortindigenous)in the tax negotiating arenas; during thscal
pact negotiations of 2000, for a brief momeil society and théwomerds sectoo (el sector de
mujeres) gained relevanaethe discussions, even presenting their own proposals

However, through the yearsnany of civil society fiscal experts moved to other
organi zations, N GO6 s, or hacamd govemmeatroHidials. Duripgathel z a t |
2006 negotiations onwardsivil societylackedtax participation ancexpertse. In general, the
interviews showed a generalized taboaccepting taxechnical discussionastoo difficult and
specializedwhich prevented civil society from participating in thextiscussiorprocessedg-or

example, m thewords of one of thehfghly qualified) civil society represtatives:

The Group (GPFD) was in charge of the technical discusdon at what point
can you argue® believe in the need for participation, but the limits are the
technical part. In the political spaces, themes was a discussion, aralsoon
thes o c i 0 e ¢ 0 n aanthectechmiaat paténterview, May 239 2016).
In the end, there wengew limited democratic circumstanceshanging international sources of
support for civil societybut the continuity of old veto strategieise(, business lockouts, threats,

attemptect o u p , dndofagt otheérsfrom the private sectorssavell as growingveaknessand

corruptionof the governmentMany of the resources and sourcegaf o n o mi power hadt e s 6
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been institutionalized through the ne@mocratic laws; such as their links to the political parties
and elected officials through the financing of political campaigns or the Constitutional Court.
However, otherless democratic but importanésources and sources of power had been preserved
and mutated into informal institutiord common practicesuch as the use ofolence After

the Peace Agreemebteforms the military state was dismantled little by little, but violence also
becamdessmonopolized byhestate creating other chalfeges, including the use of violengaid

by private resource®.g.,see PNUD2007) There were also other informal institutipsach as

the private orsecret negotiations, which persisted through the years. All these elemmerds

determine the results future tax negotiations, aiscussed ithe following chapters
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CHAPTER 5: THE UNE GOVERNMENT A ND A NEW REFORM
ATTEMPT

It is essential, both for the realization of the production potential of the Guatemalan society and for the
achievement of greater socjaktice,that all sectors of society participate effectively in finding a
way to meet their needs, particularly in setting public policies that concern them (Agreement on Social and
Economic Aspects and Agrarian Situation, Gumaala, May 6, 1996, p. 1).

The following sections describe, in a detailed manner, the political negotiations undertaken by the
Alvaro Colom administration and the Unidad Nacional de la Esperanza party (UNE) to approve
the new tax proposal drafted by fBeoup for the Promotion of the Fiscal Dialogue (GPFD). This
chapter is mostly an account of the resistance, mistakes, and failed negotiations which marked the
process between the centeft-wing government and the economic groups, especially between
2008and 2010. Most importantly, the events and processes narrated in these pages highlight the
interactions between the stakeholders (agency) and the structure, institutionalized through the
existing political institutions, which would frame tax decisioaking arenas. Additionally, these

pages explore how the political will, interests, and existent sources of power (instrumental and

structural) of the tax negotiators contributed to determining the outcomes of the tax reform.

Il The SociatDemocrat Governmentand a ComprehensiveTax Law
A high-quality, progressive, and comprehensive fiscal bill, conceived by the GPFD and rooted in
the content of the Fiscal Pact of 2000, was almost reddgvember2007 and finalizeth January
2008, under a new gertnment. The new circumstances seemdavourthe approval of the law,
except for the opposition expressed by the private sector.
The tworoundnationatelections took place on SeptembearZiNovember 42007, and

Alvaro Colom was elected president bétrepublic®® The new president appointddan Alberto

45 Alvaro Colom won the presidency with 1,449,533 votes, 52.81 % of the total valid votes in the second electoral
round against thPartido Patriotad PP (TSE, Memoria de las Elecciones Genera@g7).
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Fuentes Knigld a member of the GPFDasMinister of Finance. A few other former members
and technical advisors of the GPFD becaXiee-Ministers (Carlos Barreda and Ricardo
Barrientos) and legal advisof(Alma Quifiones). Fuentes Knight (from now on Fuentes)omnas
of the creators and faithful defendants of the new taxabitl, he believed that the final document
was a sound and integral proposal wi i mwithigr eat
the appointment of the neMinister and his team, the fiscal reform seemed to have a big chance
of success under the new, getbclaimedsociatdemocratiggovernment.

Yet the expertisef the Ministry of Finance team, tingjood intentiongnd the necessity
of new financial resourcesvould not suffice to pass a fiscal reform. Some of the main reasons
were as follows: The new government was very slow in presenting and negotiating the
comprehensive tax bill. Additionally, during most of its mandate, the UNE party was fiercely
opposed and questioned by the traditional priga&tetor weakened by constant economic and
political crises, and undermined by corruption scandals. The tensiovesinethe government and
the private sector also accentuated the divisions among the presidential oadimedrsand
amplified the fragmentation of the UNE block@wmngresd alongside the lack of party discipline
conditioned by t hrerestsNgtiorsall palitical crises triggereddy maturall i
disastersaand amplified bythe world economic crisis of 2008, féie arguments against the tax
reform All the previous arguments contributed to fregressivesolation of the preeform
Ministry of Finance team, and later of the whole executive branch, wiiarentedthe UNE
governmentrom passing the Fiscal Modernization Progiamoposed by the GPFD.

The socialdemocratic ideology of the UNE party and the life trajectories of President
Alvaro Colom and his wife Sandra Torres created a lot of tension and mistrust between the

traditional economic sectors and the UN&ernmentThis circumstance manifested in many
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ways since the electoral campaign signified a constant and opmossitignn mistrust and
accusations from the private sector against the Colom administration (see Fuentes Knight, 2011).
These sameharacteristicof the UNE leaders opened the possibility for the existence of a
government that could bmore responsive to s@idemandsThis responsiveness was true, at
least regardingthe new discourse about inclusion and the implementation of direct transfer
programs in Guatemala, for the first time. However, the political links and motivations of the party
were not exclusivelgocio demoraticas the party claimed.

The UNE party hadisento power thanks to the financial support of emerging economic
sector§ e.g., themaquilasectod to whom tke party owedfavous from the beginningof its
government. Additionally, the disproportionate ¢beal interest of SandfBorresand the personal
economic and electoral interest of most UNE deputies in Congressntedany progressive
attemptto respond to social needs (as discussed in the following sections). These electoral interests
created a copiex cocktailof personal pursuits of state and private resources by legal or corrupted
means. All these elements alpmvokeda strongeroppositiondiscourse from the traditional
economic sector, reflected in permanent-atite media campaigns, discussed below.

Alongside the fierce opposition and resistance to the tax bills from the psaetwrand
the lack of support in Congress, other keytetyez reasons for the failure of the tax reform were
the slow pace of the negotiations and the lack of decisive actions from President Colom to move
the bill forward. Former Minister of Finance Fuentes would describe the failure of the negotiation
processas t he resul't of President Col ombés Al ukew
i ssues: AOne of [the presidentdés] major weakn
and he would give the impression ioflecisiord (Fuentes Knight, 2011, p. 72 & 15)hese

political strugglesand the lack of support from tpeesident to advance the fiscal reform prompted
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the resignation of Minister Fuentes in June 2(Aientes Knight, 2011; Central America Data
Business, June 24, 2016

The Colom administratioalso suffered strong challenges from many frokts. example,
oil and food price increases at the beginning of 2008; the world financial crisis, which also affected
Guatemalan investors at the end of tleahe year; a steep drop in fiscal revenues at the end of
2009; and the political crisis triggered by the assassination of Rodrigo Rosenberg in May 2009,
which many analysts alstescribeas a failecc o u ptat (Rasetverg was a prominent banker and
lawyerwho, before his death, accused President Colom and his wife of his possible assassination).
Finally, the government also had to face the Pacaya volcano eruption and the tropical storm Agatha
at the end of 2009, among other issues (see Fuentes Knight, 2011).

The following sections explore the main stakeholders and institutions, as well as the
political dynamics and negotiations which led to the failure to approve the comprehensive tax
reform despite the active support by Maisterof Finance and his teamlthough theMinister
of Finance set the approval of the integral fiscal reform as the most important objective of his
ministry, that goalvas not achieved\ccordingto Minister Fuentes, themere at least three failed
attempts to negotiate the politiclpport required to present and pass the bill during his time in
office. Instead of approving the bill, after two years of negotiations, two partial bills were
approved: the law reforming thelueaddedtax (VAT) (Decree 3874), and the Solidarity tax

(ISO)o a temporaryax transformed into a permanent tax (Fuentes Knight, 2011). We will return

46 The Central American Data Business Information website repdidedn Alberto Fuentes Knight resigniedm

the Finance Ministry; he is unhappy with the little progress made in tax matters. In a press release, Knight commented

the positive things achievéd his tenure, which include the creation of a transparency vice ministry, four information
websites, and i mproving Guatemal adés standing in the | n
that Moodyds i mpr ov e andthdltbey avoided anegorfomic recessién. He aegrettadghe little
progress made in tax matters, despite all their efforts. He added that little more can be achieved if he remains in the
positiord (June 24, 2010).
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to those pyrrhic victories at the end of this chapter on fiscal reforms during the Colom
administration.

The President, the Cabinet, and thie Commitments to theEmerging Business
Sector

In January 2008, Minister Fuentes presented a political strategy to advance the fiscal reform to the
president. This strategy had been creatgdvite-Minister, Carlos Barreda, a former social
activist'’. It consisted btwo mainactions first, informing and consultinghe social and academic
organizations, the international community, and some key government officials; and second,
negotiatingwith the private sector and the CongréBaentes Knight, @L1, p. 13) That same
month, the presidenthad agreed to create a politikstfategic committee to steer the process.
However, President Colom officially approved the proposed strategy in March, too late to be
included in his first 10@lay actions.

The late approval of the political strategy to start the negotiations of the fiscal proposal
elaborated by PGFD was the result of a clear tension between government objectives, electoral
campaign promises, amifferentpersonal agendas among the membeth®tabinet Besides
the good intentions of the Ministry of Financ
100 Days of Government P | governmentdlah did rtotrinclude i st
anything about thdax reform (Ortiz Loaza, 2007) Most importantly, during the political
campaign, the president had committed not to raise taxes during his first presiden{fligetes

Knight, 2011, p. 4)Contrarily, the UNE government platforfi,launchedduring the electoral

47 Carlos Barreda is formesocialleaderandtax expert who also participated very actively during the Fiscal Pact
bargaining process. Later, he becavliee-Minister offinance (20082011) and congressman representing the UNE
party (2012 present).

48 One of the few first comprehensive documenisravritten by any political party in Guatemala

118



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

campagn, did not include the possibility afomprehensivdiscal reform.Instead,it includeda
proposal to extend thauty-free zones gonasfrancag, which had granted many tax exemptions
to themaquilas(Fuentes Knight, 2011, p. 48y any companyble to register as maquilain
Guatemala (e.g., mining companies). From the beginning of the government, the tax issue
represented a clear tension between the Executive Office and the Ministry of Finance, especially
because it was known then t W®atstroriglpaty lpadesz and d e nt ¢
power f ul voi ce dur i dwas @uosinesswonsawho tuittiher fogune i t i o n
themaquilasector(Nufiez, 2008)

Additionally, the existence of the new steering committieenot guarantee psidential
supportfor the fiscal reform project. The politicatrategic committeavas composed otthe
Minister of Finance, theMinister of Foreign Af f ai r s (Harol do Rodas) ,
superintendent (Edgar Barquin). According to Minister Fuentedvithister of ForeignAffairs,
though he did not oppose the proposal, was mostly abroad and so his support could not be counted
ont o advance the r ef or nSugefterdert wes$ally afurtctiodajy whoT he B
is ideologically related to priva sector interests, elected by the Monetary Boduht&
Monetarig), and highly influenced by and linked to the private banks owned by the traditional

economicelitesin Guatemald® However, in this particulacase Barqui was also alleged to be

4 According to the Constitution, article 132, and the Organic law of the Central Bank of Guatemala, article 13, the
Monetary Board is integrated with the following members: a. the President, who will ailsofiresident of the Bank

of Guatemala, appointed by the President of the Republic and for a period established thythawministers of
finance, economy and agriculture, livestock and fomda member elected by the Congress of the Republic of
Guatenala;d. a member elected by the business associations of trade, induastiggriculturee. a member elected

by the Chairmen of the boards of directors or policy of the private banks national council; and f. a member elected by
the Superior Council of thUniversity of San Carlos of Guatemala.
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linked © the illegal and money laundering netwotkéJnsurprisingly, those ministers did not
supportthe advancement of progressive tax reform.

Furthermore, since the beginning of fwernmentthe cabinet was divided between those
closely related to the (notraditional) private sector who wemggainstthe income tax and
corporate dividends proposals, those who waedifferent to the proposal, and the few who
supported the reform. Given the initial lack of decision from the president and the power dynamics
in the presidential cabinet, including the role of the First Lady, the cabinet was very important
adding up to the lack of direction by the Executive branch (see Fuentes Knight, 2011).

Besides the high cost of his political campaign, given the ideologicadatkastics of the
political party and their links with the emerging private sectors, the president never had the open
support of the most traditional and powerful members of the private sector: the oliarehtes
Knight, 2011) Insteademerging businessméinked to the trade, export, and service sectors, see
Schneider, 2013) were key in supporting the electoral campaign of the UNE. Since the beginning
of his electoral campaign, Alvaro Colom had benefited from the supparparticular group of
entrepreneurs, who also became part of the government (i.e., Private Secretary of the Presidency

Gustavo Alejos! Minister of Energy and Mines Carlos Mearfgural Development Program

500n September 16, 2016, Edgar Barquin was sentenced to 30 months in prison forimgftuafiicking and money
laundering of at least U5$30 millionf ol | owi ng a joint i nvesticeglbwnealyby t he
as the Public Ministry (Ministerio PubliéoPM), and the International Commission Against Impunity in Guatemala
(Comision Internacional Contra la Impunidad en Guatetn&@liCIG) (Prensa LibreSeptember 16016).

51 Gustavo Alejos Cambaraas described in the Political Financing in Guatemala report by the International
Commission Against Impunity in Guatemala (CICIG, 2016)adscilitator of business, political operator, and
financier of parties. In his own wordse financed the parties B GANA, and TODOS, and his assets were more

than UD $180 billion. Until March 18, 2015he was the legal representative for Guatefsala |. Cohen, an
intermediary of international pharmaceuticaiach as Roche. Since October 201& has been chargéy CICIG

with active bribery, traffic of influencesnd illicit association. He is alleged to be one of the key players whose
networks of corruption are so vast that have been implicated in several major corruptignwithsesany
investigations still ongoing since 2015 (Plaza Publicootmt28, 2015). Br example, Alejos was one of the main
suspects in the Pisa corruption case, related to the Social Security Institute and its hospitals, which was one of the
main corruption scandals uncovered by CICIG in 2015. He is also one of the main suspectscienthe apened

case (March 2018) to arrest former President Colom and most of his ministers, including Fuentes Knight (Finance)
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Roberto Dalton Aceituno; and Minister of Comnmations Luis Alejos). Thisneantthat the
Colom administration had no explicit links or political debts to the traditional ecoralités
however, it wasndebtedto the nortraditional groups$?

The relationship between the Colom administration anclatse financiers and allies was
complex and showed the tension between the sderabcratic intentions of the president and the
entrepreneurial economic interest of First Lady Sandra Torres. According to a former government
of ficial, dume nwerte armariy mfeo ri@areenmientfor politicahor o Co | «
business reasonso (Ilnterview, July 4, 2016) .
the Minister of Finance to meet with the (emerging) private sector representativescthesdo
and part of the government, to present the fiscal proposal. This wsesupummonely Gustavo
Alejos, PrivateSecretary of the Presidencyndiincluded the other ministers from the private
sector, as well as other members of this sector. Althsogte of them understood the nded
resources for the state, and besides the attempt of Minister Fuentes to convince them, they were
mainly opposed to the income tax proposal and, especially, any form of corporate profits tax
(dividends)(Fuentes Knight2011).

Later, the cabi net dgowidginfoanmaliponweo fs hti i ¢ epr evs it dh
wife, Sandra Torres. Her support for the fiscal reform was never stated and, in the end, was
overpowered by her presidential electoral interestsres, now he party leader and future
presidential candidate, was already workingnonning the next presidential election. The most

important campaign promise from the UNE government was the new-tlilreda n s f er pr ogr a

Salvador Gandara (Interior), Ana Orddéfiez (Education), Abraham Valenzuela (Defense), Edgar Rodriguez (Labour),
Erasmo Velasquez Bnomy), Celso Cerezo (Health), Jer6onimo Lancerio (Culture), Luis Ferraté (Environment),
Alfredo Pokus (Energy and Minedjlario Aldana (Agriculture)and Gustavo Alejos (private secretary). They are all
accused of fraud and embezzlement.

52Some of which werelateraccused of illegal practices and money laaiimgy by CICIG and the Public Ministry.
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Familiaprogresa ( My Fa mi | go Mifapro)Pled dygTorees. $his program became the
main priority of the government and many actions and budgets of other Ministries, such as
Education and Health, were also |linked to thi
political agenda. Sadr a Tor r e s 0 s -institutiohalizedvneandate gave,her a trof
power and economic resources, above and beyon
Despite thé still invisibled increasing tensions within the executive branch, in March,
President Clom approved the strategy to negotiate the tax reform with the traditional private
sector. After the presidential approval of tbbbying strategy in March 2008, the Ministry of
Finance teandiscussedind polished the fiscal proposal with the SAT supendént, Carolina
Roca (a former member of the GPFD) and her team of tax experts. They undertook the task to
transform the proposal into a bill. I n words
(legally) protected t hanks t o Al mtatior@listilafvgenwhs waé anadvisooto s t
the Ministry of Finance at the time (Interview, July 4, 2016). This bill was also approved by the
SAT directorate, on May 23, 2008.
Parallel to these discussions with the SAT team of experts, the Ministry of Eiteam
had also organized several systematic meetings to discuss the issue with representatives of
society in March. By April, the Ministry had also organized some meetings with the steering
committee and representatives of CACIF, the political degdion of the traditional private
sector.However, as stated by several interviewed politicians and government officials, at the end
of May, the political moment and the momentum to approve the reform had been already lost, and
there was no decisiveaatio yet , from the government, to move

(Interview, July 4, 2016)At the end of May, Minister Fuentes wrote in his notebook:

On Friday, AC [Alvaro Colom] gave me his approval to present the new
legislation to Congresst was difficult to get his explicit decisiode started
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talking about Lula, Leonel Fernandez andhe UNé however,my obsession

required his approvadnd, finally, | g o t It . That same day | C &

Taracena aredl Manuel Baldizof t he party bl ock and Congr ess

Friday¢ we had a meeting with Pepe [José Pivaral], R. [Roberto] Ardon and

Alvaro Colom, to which later, a broadened team from CACIF and MINFIN

[Ministry of Finance]were invitee They [ CACI F] opnr esented t

proposal, very critical of the Income Tax, already ready to be presented to the

Presi[dent], besides the fact that we had not talked about itlid\Meotdiscuss

the technical issue$nsteadwe insisted on the necessity to negotiate, and that

was the dcision thatwas taken or which they acceptéd (Fuentes Knight,

2011, pp. 3B34, my translation)

The following paragraphs narrate long bargaining process that forced the UNE
government and its Ministry of Finance to readjust the fiscal proposal angectiennegotiation

pathwayon several occasions.

Il The UNE Government and the Traditional Economic Elites
This section analyzes the tax negotiations between the government and the traditional private
sectod specifically through the CACIF representatives @sdmore powerful and traditional
group of businessmen, the-& The Coordinating Committee of Agricultural, Commercial,
Industrial and Financial Associations (CACIF) is the political arttefprivatesector, and the G
8, their most powerful representads. Thi s parti cul ar group is al so
el itesd t hr oug fhiswbargaihirngipecess,avhich maad rstarted informally before
the inauguration of the presidential mandate, proved to be increasingly difficult.

CACIF is nota homogeneousnd monolithic block. In general,it responds to different
coexisting interests, however, when there are real or perceived threats, this group seems to act and
react, responding thierarchicaland concrete strategic interests. As this thebisws, their
strategic actions and positioabouttaxes can vary through differeatiministrationsdiepending
on the political circumstances. For example, during the first year of the Colom administration, the

fact that the president of CACIF, José Pivanald been one of the main negotiators representing
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the private sector during the Fiscal Pact negotiations in @g@f@htes Knight, 201X5eemed to be

a positive sign for the advancement of tbenprehensivéax reform However the conditions and
pressure surrounding the negotiations in 2008 were very diffefidrd.tense relationship between

the UNE government and the traditional private sector was the result of different political factors,
exacerbated by, and going beyond, tax reform. Those factotsl@ttkhe long UNE campaign
financed by particular netraditional economic groups; the fears of the private sector raised by
UNE 6 s -democratia ideology and specifically by its social cohesion program; the electoral
and personal interests of Sandrarré€e, boosted by her clientelistic approach; and broader
difficulties like the global economic crisishe complicated context facilitated tjuent efforts of
theprivate sectoto oppose any major tax initiative. However, as expressed by the fighimister

of Finance, they alsoshowadn fAextreme drffcaubhtg any joint
alternative tax proposal (Fuentes Knight, 2011, p. 3)

On March 3, 2008, President Colom had finally approved a detailed calendar to start
negotiation®n the fiscal bill, according to a strategy proposed byvtiméster ofFinance (Fuentes
Knight, 2011, p. 27). Accoweciexclgsivdlyoeservddathe st r at
private sector, which was expectedvieto the proposed bill. On the other hand, civil society
representatives were invited for Ainformation
they were expected to support the reformdjasussedn the following section).

Besides the noofficial and secret encounters, the official meetings between the
government and CACIF started in March, first addressing political issues and later technical

aspects of the proposal. The first meetings were dmvthe steering committtea nd CACI F6 s

53Which included déMinister of Finance, theMinister ofInternationalAffairs, and the Banksuperintendent.
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representatives, including its president, José Pivaral. ltat@technical committees representing

the government and CACIF met periodically dadseveral week$o discuss the content of the

proposal. At that poit, although the private sectid notexpress any open disagreement with the
proposal, according to thHdinister of Finance, the detailed discussions of technical matters and

the proposed ideas t o r e adelyingtoa citThegcéaeded inger e e me
to understand the propos#ieyhad to study it and discuss it with us and among tisififully

they sought to delay the discussions and avoi
(Fuentes Krght, 2011, p. 61) However, it was only after the
in Washington(explained later) that the private sector seemed to worry about the postibility

the bill could be approved in Congress. This worry was suggestée bgw media attacks on the

reform and the sudden intervention of th& @ the discussion processes in May 2008.

The G8 represents the most powerful members of the traditional private sector in
Guatemala. This elite (oligarchic) group includes Juan Luis Bosch (and Dionisio Gutierrez, not
present in the meetings) from the GutierBrisch agrefood-real estatefinancial conglomerate
Juan Miguel Torreviarte from the Industrial Bafdafco Industria), Mario Montano or Thomas
Doughertyfrom Progreso Cement€émentos Progre3pRodrigo Tejeda representing the beer
brewery from the Castillo familyQerveceria Centroamearang, Jo® Luis Valdés from the agro
commercial bankBanco Agromercanii) andFraterndvila from the sugar sect¢Fuentes Knight,

2011, p. 11)This group of powerful men also represent the big monopolistic conglasaenat

Guatemala and the richest men in the coutftAdthough the G8 is a core part of CACIF, ¢h

54 According to Forbed/exico, there are four Guatetans among the twelve richest men of Central America
Dionisio Gutiérrez, former epresident of Multi Inversiones Corporation (CMI), a multinational holding company
that brings together businesses in the agribusinesdofatt financial, energyand rel estate sectors. Among his
multiple companies there are Kirghicken (Pollo Rey), Pollo Campero, Modern Mills, Telefor@antroamerica,
Banco Reformador, the Realtor Multiprojédtiltiproyectos and the hydroelectric plants of Project Renace, located
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latter is a coordinating bodgpresenting all the economic conglomeratesduasinbers, making
for more complexolitical dynamics.

The participation of the @ consisted of a series of informal and secret meetings with
President Colom and some of his closest collaborators (Intervielys2016; see als&uentes
Knight, 2011) In June 2008, President Colom, Minister Fuentes, and @ustkejos, among
others, met with the @ to discuss the fiscal reform. Although this was not the first nor the last
meeting discussinthis issue, it wagertainlya very important one because it was the first time
the G8 clearly expressed its veto pow€&he following words written by former Minister Fuentes,

summarize the meeting outcomes:

Juan Luis Bosch, one of the richest men in Guatemala, emphasized the

apocalyptic perspective of the world economy, relying on the PowerPoint with

eloquence and abstdu selfassurance. His ideas remindete of alarmist

presentations by supposedly independent local analysts with very similar views,

which the press usually liked. His style was congruent with that of the

Guatemalan [Spanish descendant] createsl(os) who have power and who

have had it for a |l ong ti mashasheensaichs al so a
before. The argument was simple: with such a crsigscal reform cannot be

implemented; it is not the timéFuentes Knight, 2011, p. 11; trangbat and

emphasis mine).

in Alta Verapaz. Gutiérrez, is no longer ap@sident of CMIHe is now dedicated to his Foundation, which promotes
initiatives such as the school of Government. Them@sidents of the Corporation are Juan Luis Bosch and Juan José
Gutiérrez, members ofisrown family.

Carlos Enrigue Mata Castillo, President of Central American Bottling Corporation (Cabaarpinpany that
manufactures food and beveragepartner of Pepsico, Ambeand Livsmart, and whose emblem brands are Brahva

and Pepsi. This corpdian includes Cerveceria Centro Americana S.A., which, according to Bloojapergtes as

a brewer in Central America. The company also runs its own supply chain and manufactures its own glass bottles and
packaging materials. Its brands include Gallo, MoGarlo, Moza, Gallo Light, Victoria, Cerveza Mariachi, and
Dorado Ice. The company also offers bottled water under the brand Salvavidas. The company was founded in 1886
and is based in Guatemala City.

Finally, José Miguel Torrebiarte NovellRresident of Grupo Progreso, a company which not only dominates the
cement market in Guatemalait also has businesses in real estate and banking. He iBM\isielent of the Foundation

for the Development of Guatemala (Fundesa), President of the Nalmeting of Entrepreneurs (ENADE),
President of the private Council of Competitivenesssd cefounder of the Cultural and Natural Maya Heritage
Foundation (Fundacion Patrimonio Culturaly Natural Maya).

(ForbesMexico, December, 2014; see also
<https://mvww.bloomberg.com/research/stocks/private/snapshot.asp?privcapld=25576662>).
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Finally, the private sector had clearly expressed their disagreement with the comprehensive
fiscal bill and its incapacity to hold serious open dialogues. They continued to lobby against the
formal presentation of the bill to Congeethrough a succession of meetings with the president
over the coming monthS.President Colom respded by discussing the issue in his cabinet. This
time mos (though not all) of its members reacted against the proposal, and he officially decided
not tosend the proposal ©8ongressThe G8 strategy to prevent the advancement of the fiscal

reform had succeeded once more:

On July 3, the Fiscal Modernization Program wasb# presentedo the
Congress The previousSaturdaya meeting requested by the8Gwith the
president, and excludingie at their request, gave rise to the decision of the
president to postpone it. The decision took the form of launching the issue for
discussion in the cabinetthe arguments against it sounded sadly familiar, equal

to those that for so many years the private sector has expressed against any tax
reform... it was undeniable: we took a step batke answer [from the 8] was

that the reform was untimely, unnecessary and immodéFratentesknight,

2011, pp. 7671).

Facing al|l the opposition and criticism to
16, Fuentesannounced that they would moderate the bill and propose a new gradual reform to
implement an auxiliary tax, instead ofiacome tax reform (the ISO tax). Howeveer,June2008,
CACIF published a press commgoés t at i ng t hat : AThe grleeual ity
announcecaontradicts the message of the existence of a fiscal hole, whidbebasmentioned

would occur &er the expiration of the Extraordinary and Temporary Tax to Support the Peace

5 |t is important to mention that the positions against the fiscal reform among-thevée not completely
homogeneous. According to some interviewees, #8d$s: much more chalhging group to negotiate with compared

to the most political representatives of CACiithe CACIF representatives behave in an open and friendly manner,
but they are tough negotiators. Real negotiations are always secret; they are nat (kmt@mnew, June 10, 2016).
However, according to Fuentes Knightne of the few participants in those secret negotiations with B8 G
businessmen like Rodrigo Tejeda andélosis Valdes showed more openness when negotiating the tax reform; in
contrast with the mostonservative and even hardened positions (and personalities) of Juan Luis Bosch and Juan
Miguel Torrebiartefil remember one time when Juan Luis Bosch, in the presence of the president [Colom], made a
presentation and then left the meeting [room] withaiehing to any reactioagFuentes Knight, 2011, p. 65).
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Accords (I ETAP)O (Prensa Libre, June 18, 2008
government 6s decisions publicly waesgovermmemot i on
was responding to the opposition of the8@nd CACIF to the comprehensive reform. However,
the government was also displaying mixed indecision, lack of will, -plage, and ingenuity,
precisely because the tactics of the private sector rearerepeatedly used during many decades.

After the presidential decision to postpone the presentation of the reform to Congress, a
facilitation teant® wascreatedo start a new round of negotiations between the government and
the private sector. Tse negotiations ended with an agreement which established that any reform
to the income tax could only be presenteddongressafter an expressed agreement with the
private sector (an agreement on conditions). The private sector also commidiscligsinghe
issue only until January 2009 (a new delaying strategy). Additionally, the document included an
agreement to immediatefyresento Congress the section of the bill related to indirect taxation
(including VAT, vehicles, Tax Code, and tariffs regimefjch mainly affected the working nen
corporate sectors. The agreement was signed by members of the presidential cabinet, including the
Minister of Finance and some CACIF representatives, on August 1, 2088ain, the main

triumph of the traditional econaic elite had beerhe neutralization of the income tax proposal.

56 This facilitator team was conformed by members of the Ministry of Finance and some representatives of the private
sector includingeconomist and banker Federico Linares.

57 Other issues included in this agreement were the commitment to advance budget transparency and the international
competitiveness agenda (Fuentes Knight, 2011).
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Table 4: Temporary (Income) Taxes and Dates of Creation

(PostPeaceAgreements)
Tax to Mercantile an¢lEMAOJ Impuesto a lag 1998
Agricultural Companies Empresas  Mercantiles

Agropecuarias
(Decree 9998)

Extraordinary and Tempori IETAAPS Impuesto 2004

Tax to Support the Peaq extraordinario y temporal d¢

Agreements apoyo a los Acuerdos de P
(Decree 1904)

Solidarity Tax ISOd Impuesto d¢ 2008
Solidaridad

(Decree 722008).

After the newagreement between the government and CACIF was signed, the ISO bill,
designed by the Ministry of Finance, was presented in Congress. In theory, this new tax, the
Solidarity Tax (mpuesto de Solidaridadhad been negotiated and accepted by CACIF. This
parial and urgent reform responded to the need to renew an old temporary tax called IETAAP, in
Spanish the Extraordinary and Temporal Tax to Support the Peace Agreements (D&zge 19
which was created in 2004 and renegotiated each year (see Table 4).REWaSAcreatedo
substitute the Tax to Mercantile and Agricultural Companies (Impuesto a las Empresas
Mercantiles y Agropecuari@slIEMAS Decree 998) created in 1998 after the signing of the
Peace Agreements to fulfill its social investment commitmenisally, the UNE government
proposed to set the ISO tax rate at 1.25%. However, during the negotiations in Congress, especially
advised by the GANA and Unionist parties, it was set at 1% (over a quarter of the gross income of
any legal persons who obtaigeoss gain margin greater than 4% of their gross income), the same
rate that private sector was already paying that year under the IETAAP régiragemporary

tax, the IETAAP validity was about to expire at the end of 2008 (Fuentes Knight, 2011; ICEFI,
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2015).%8 However, the main difference and success of$k&was that it was not a temporary tax,
as it did not need to henegotiatecand approved each year, since the new bill established that
this tax would be valid until the approval of a new income tax.

Against all oddsjncluding a surprising and fierce opposition by the private sectors, the
ISO lawwas quickly approveat the encdbf November 2008The private sector had agreed to
support the partial reforms, on the condittbat they would withdrawhe income tax proposal.
However, when the ISO and the Afvasion Il laws (a new bill to strengthen tax contrelgye
advancing inCongress, the private sector rejected them. The potential approval of these laws
triggered a strong rejection campaign by the private sector in the prieatabd media (see
Prensa Libre, 2008).

On September 2008, Thomas Dougheatynember of the & std e @ocialfinvestment
does not make a country grpdoes not create sustainable jobs or allows a healthy and dynamic
economy so that people coming out of poverty
emphasis mije Keeping the same tone, diovember 27, the private sectors, through CACIF,
expressed their strong rejection and disagreement with the initiatives in a public declaration. They
warned that the most affected sectors would be the micro and small businesses and the final
consumers anthat, before proceeding with tax reform, the government should fight against tax
evasion and smugglinuentes Knight, 2011, pp. 3B3.4), whichthe AntiEvasion law proposed
to facilitate.ln the same way, the opptign to the ISO lawwvas expressey different chambers,

including the Agro Chamber, the Industry Chamber, and the Commerce CBathiselast one

58 |nstead of a progressive Income Tax, this tax proposes a flat rate of 1% calculated averatthe gross income
of any legal persons who obtain a gross gain margin greater than 4% of their gross income (B2@08%. 73
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is the only chamber that is not part of CACIF and generally not seen as part of the traditional
economic fores, but the emerging ones (Prensa Libre, Ali@egitember 2008).

However, the opposition extended from CACIF to all the private media, including the
libertarian radio programs, which are very active and widely heard in urban Guatemala. Although,
this libetarian group claims toriticize CACIF for theirmonopolisticcontrol of the market, their
discourse, and permanent criticism to the governrfeuturs Regardingtaxation issues, their
discourse is always aligned with the traditional sector argument®x&anple, this blog quote
from a famous radio journalist reflects some of the ideas expressed through different radio

programs and written media that same day:

Borrowing and more taxes will be needed to cover the aberrations, that now this
governmentdeceld t o cal | isoci aldogovesatbudget 0 and AsCcC
of this size will mean resorting to more borrowing, which is nothing more than
future taxes, which is doubly impoverishing, because they will trigger [higher]
interest rates, resulting in $thore restrictive access to credit. They have barely
finished approving it [the budget], and they are already thinking about increasing
taxes and taking some more out of their sleeve to continue harvesting us, those
who pay them [taxes] to feed the pooeature that while larger eats more [the
government].

The budget is alsmsanesince, again, the areas that sholddgivenpriority
have been relegated f ardhehusticecand séchriy fisoci al
[budget] assignments allow, again, thatnens of the stolen goods, and those
criminals and kidnappers who have us on our kn&agontinue making
mischief; knowing that no one will catch them because the security forces lack
resources, and that in the unlikely event of being capgdtice will not do more

than give them a little pat on the back, because it does not have the necessary
resources.In any case, they already have the perfect excuse, because the
blackmailer Colom said that if his Q53 billion budget was not approvedythat
could forget about security

Again, the Government approved a budget out of all logic and against all
common sense. And unfortunately, it will be us who will pay the feast with the
new taxes which, like the 1SO, will make the investments and capataked to

create wealth flee, terrified, to other countries which have understood that a tax
increase is not the best way out of a crisis... (Jorge Jacobs, November 27, 2008).

Also, on April 24, 2009, a new statement by the new CACIF president, Jorge hégnte

expressedhe rejection to any tax reform in times of economic cresngl that the best way to go
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would be to reduce taxation (Prensa Lil#gril 24, 2009)The negotiations with the private sector
related to the fiscal reforms continued for altnasother year, but they proved that none of the
commitments of the sector to support the partial reforms were true. After eliminating the possibility
of an income tax reform, and strongly opposing the reforms to the ISO law, in August 2009, the
partial indirect tax reforms, including VAT, were rejected by Congress after a long battle and
opposition from all fronts.

Without the comprehensive tax reform and any advances in the partial reforms, the pressure
for the government to increase its revenoestinwed rising during the following months. The
failed negotiations to get the private sectol
income tax reform) and the growing world economic adisienstantly mentioned by the
economicelite® increased thgovernment worry of a steep fall in the tax burden at the end of
2009. In 2009, the estimates previewed a maximum collection rate of 9.9% in tax revenues by the
end of the year, and the concern was real because the tax burden had fallen from 12.1%in 2007
11.3% in 2008ICEFI, 2015; Fernandez & Naveda, 201h)reality, the tax burden fell less than
expected in 2009, to 10.3%, which was still problematic given the historically small budget of the
Guatemalan state.

Responding to the criticéiscal situation and the ongoing opposition of the private sector
to any comprehensive reforms, at the end of 2B0@nteproposed a new partial tax reform he
cal |l ed At h dardfarmitd. It mcluded:fthe inamrease the recently approved ISO tax
(paid by companies on net sales or assets) from 1% to 2%; a change to the income tax (ISR),
specifically to the fA5% regime, o0 (for medium
earning Q.60,000 a year or less) gosing to increase it to 6%; the modification of a small tax,

sealed paper for notarial registrigsdtocolg from Q1 to Q10 per sheet; and doubling the stamp
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duties from 3% to 6% (on any legal transactidr)is proposal also contemplated the creation of
a new tax for mobile phone calls (telephone traffic) which consistéakorgQ0.15 cents per call
minute from the companies offering that service (Fernandda®eda2011; ASIES, 2010).

After almost two years of negotiations betweengbeernmentandthe traditional private
sector, the new proposed biltsiggered one of the tensest episodes between the Colom
administration and the economic elites in November 2009. The actions of the private sectors,
especially the traditional sector, were varied,atpg andfinally vetoing the new tax proposals.
These actions included the use of media directly, by CACIF or the different private sector
chambers, or through third parties: columnists, radio journalists, think tEmksjations and
others For exampleon November 4, through different printed medieefisa Libre, El Periodico,
Siglo XX), CACIF stated its opposition to any direct taxes claiming that taxation was not the right
way to reactivate the economy. T hneeys to tackle st e d
smugglingo first as a way to raise the statebo

Later, on November 15, representatives of the Chamber of Industry of Guatemala (CIG)
had a meeting witthe GANA party congress block, formed by 25 deputies. The Ctiaésof the
hardcore organizations of the& represented by CACH2.The message of Juan Antonio Busto,
Presidentof ClGwascleari s mug gl i ng and bétackledad f cervea sd hoann gniursg
(Fuentes Knight, 2015. 341) The GANA party had been part of to&lE-GANA coalitionthat
led Alvaro Colom to the presidenciiowever theiralliancewith UNE had been weak from the
beginningpand crumbl ed during the tax reform negoti

year in powerThe GANA votes inCongressvere still very important for many UNE initiatives

59 This Chamber represents the textile, beer, hydroeleatrttcement industrieamong other¢Camara de Industria
de Guatemala, n.d.)
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and,on severabccasionsSandra Torres was still able to negotiate aodvince this block to
support UNE initiatives.

Given this feeble UNESANA alliance, the meetingetweerthe Chamber of Industry with
the GANA representatives on November 2010 was very important and symbolic. Convincing the
GANA congressmenetoefrejmct wobhled imeanl negl ect i
needed to present the bill @ongresdor its initial sanction (not even for approval), vetoing the
new bill from its inceptionAfter the bill was proposed by the executive branch, the required steps
to pass in Congress were: to present the bill at a plenary session in Congress; to be aoted
sent for approval to the Finance Committee; to be approved by the Finance Committee, with votes
of the majority of its members; and finally, to return to Cesgrfor three reading sessions, and
get the votes for final approval or rejectigdong with all these processes, the UNE needed the
votes of its ally, GANA, to guarantee the number of votes needed to pass the bill.

The strong animosity between the prevagector and the government expressed in
November 2009 had been growing since May 2009 when (after a series of violent assassinations)
Rodrigo Rosenberg was murdered. Rosenberg was a prominent Hedvaated lawyewith
strong connections to the privatector. His murder generated a politicasisand weakened the
government because, in a video recorded four days before his death, Rosenberg blamed President

Colom, his spouse, Sandra Torres, and his private Secretary for hi§°dgaresolution of tis

% ' n a viral YouTube video shared by one of hPesderdftri ends
and his wife of serious charges related to corruption and particular government trustHoovelger, after an arduous
investigation, the International Commission Against Impunity in Guatemala, CICIG, solved its first criminal case and
concluded that Rosenberg himself had planned his own murder. The evidence showed thaggsiktancef two
businessmefriendsd fugitives from justicé Rosenberg hired his own assassins (CICIG, Press Conference, January

12, 2010).
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case by CICIG, absolving thmesident and his wife from any responsibjliyas fundamental for
creating new conditions for negotiation between the government and the private sector in 2010.

In the meantime, the permanent veto and rejection by thateector to pay more income
taxes also prevented thapprovalo f t he nl idhig dcteve rejexctiom angntitax
negotiations contributed to the polarization of the political forces. On one side, the opposition of
some political parties resultad the paralysisof Congress; on the other, some more active
mobilizations of political forces were suppor
This polarization caused a series of manifestations and clashes in the National Congress. At the
sametime, the press waaccusinghe president of all this polarization and tension, also pointing
at Sandr a T dmrgetingcarspaignresowrceseas tne of the causes. In the end, the
failed bills meant that no changes to the status quo had pessible during the Colom
administration, and the state was, once more, weak and under attack by the private sector.

Finally, as pointed out at the beginning of this document, the economic sectors are not
homogeneous and, although they are efficientinmiefforts to veto certain reforms, their
strategies also contemplate separate actions.
contemplated the creation of a tax for mobile telepbariech prompted an active reaction from
the telecommunicatiorsector and inaugurated a series of secret meetings. In the words of former
MinisterFuent es, t hoclandestimer ed afrtki,ddennf,or mal 6 meeti ng
know, or which resul t qFuenteeKnight, 8011, g. 364@he tongpanto f t h ¢
negotiations inCongressand the fear of confrontationdethe government to look for some
rapprochement with the telecommunication enterprises. There was a relationship of friendship
mediating these mangs, between one of tlreo mp a directoisaid President Colom, through

Presidential Secretary Gustavo Alejos. There was an attempt to transform these informal meetings
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into something official by creating a working group with representatives from these companies
and a technical group from tiMinistry of Finance.Accordingto the former minister ofifiance,
these meetings were positive and fruitful; however, paralléledset meetings, the personal private
meetings between the president, his secretary, and other company presidents kept happening (a
dual working of formal and informal practices). Finally, that led to the dissolution té¢haical
group and ¢ duddenpecisianitodamove hédiative from Congress. According to
former Minister Fuentes, many months later he was told that the reason for that decision was that
one of the presidents of the telecommunication companies had offered to financeTSandna e s 6 s
political campaign in exchange for not paying any taxes. If those allegations were true, then the
campaign money would have eliminated any possibility of taxes paid by the telecommunications
companies. Although there is no tangible data to prgva&ccording to Minister Fuentes, these
episodes prompted his decision to quit his positfarentes Knight, 2011, p. 356)

In the end, the divisions and tensions in the cabinet were deepened by personal interests
and la& of party leadership, disciplineand cohesion. The formal and informal institutions
working within the presidential arena (the executive branch) were also weakened by external

forces such as private interests and the legislative branch, as discussedarttsection.

P2ty Fragmentation and the Electoral Interests
After three months in government, thBnisterofFi nanceds team overcame t
the government 6s cabinet and gained the final
present the new comprehensive tax bill to the National Congress. However, the fierce opposition
to the tax bill by the private sectaras accompanietdy t he weakness of the
support inCongressand the opposition of theatriota Party (PP. As a result, it was not possible

to approve the tax bill in Congress (officially callecbyecto de Ley de Modernizacion Fiscal y
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Fortalecimiento del Sistema Tributario Guatemalte2008); nor was it possible to secure two
other modified tax reformsers ent ed | at er , such as Athe [|itt]l
explores the dynamics that explain both failed attempts, rooted most notablyweakeesof
the UNE party and the (formal and informal) National Congress dynanfiesefore this setion
explores a few different institutions, the Congress and the political parties, and the personal
interactions and interests (agency) shaping the outcomes of the tax negotiations.

Several factors, discussed in this section, can contribute to expltisingeakness of the
UNE party in the legislative branchhese includedhte part yés numerical di s
alliances®! its rapid and growing fragmentatipthe lack of discipline and coherence with the
Executiveds agend alageadasdandtelactoraldnierestsrobties legiskitbist i ¢ a
sharpenedby theearly electoral race started by the First Lady, Sandra Tdrrest r e s 6 s el ec
intentions wereaquickly identified and fiercely opposed by the opposition parties, especially the
Patriota Party (PP)blocking any potential collaboration among the leaders. Givehigiiecost

of the political campaigns especially during the first year gbvernmentthere was a strong

61 The weakness of the UNE party in Congress is explained bylithi#¢ed number of elected legislators angak

alliances. In 2008UNE had almost onthird of the Congress votesl legislators out of 158. However, the approval

of the fiscal reform required at least a simple majority of the votes in Congress (80/158). Additionally, the electoral,
legislative alliance with the Gran Ahlaa Nacional Party (GANA) and the Guatemalan Republican Front (FRG)
happened as a result of electoral negotiations to support the UNE during the second electoral round. This alliance led
UNE to power, but resulted in a very weak alliance, with no cleardzgend opposite ideologies (between GANA as

a businessmenés party, the FRG | elistianyandcathefsariemograticAr my Ge
UNE with historic ties to the left and former guerrillaghat shortterm alliance required corstt renegotiations

(Ortiz Loaiza, 2008; See Ley Electoral y de Partidos Politicos).

621t is common knowledge that in politics timing is fundamental. In Guaterha@anedia and politicians repeat that,
especially for sensitive issud§ Congr e sass sd me srreéftorpm during the first yea
pass at any other moment. This is believed because the government period is short, four yeart)eyitresiibility

of re-election for the president. Thethe pressure to get-mdected a a congressman/woman highly depends on

moving on to the potential presidentiginne® party. The permanent interastthe electoral campaign and the re

election processes also creatémrgenumber of party deserters (transfugas) each year (Fori8) ZBlack & Lopez,

2005), which limits the possibilitgf purstuing unified party agendas, and constantly modifies the number of party

votes and alliances necessaries to pass any bill. For exah@leNE party started its government mandate with 51
legislators in January 2008, by June 2010 it only had 33 party meanigens 2011, since it was one of the strongest

parties according to electoral opinion polls, it raised its numbers to 40 block members by April (Blanco, 2011).
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alignmentbetween the legislators and their private campaign sponsors. All the previous elements
contributed to preventing any legislative advances to approve a coherent and sound tax reform.
The rapid fragmentation of the UNE party in Congress was due to diffpoditical
reasons, especially linked to the rising power of the First Lady, Sandra ToosisoMhe time,
Torreswas able to influence the direction of the party blockCongresshut shealso caused
serious ruptures among its members. For exampdeFitiance Minister Fuentes and his Vice
Finance Minister Barreda had started informal talks with some of the electeteyislgtorssince
February before the official date of approval of the negotiation strategy. In the words of Fuentes,
the comprehensve ax ref orm fAwas discussed with the (C
detail, and even a seminar was organized at the headquarters of the IDB [Interamerican
Development Bank] in Washington to discuss it, in 2008 [M&y218 along with other issues of
fi s cal (FAermdndez & Naveda, 2011, p. 20)
Furthermoreat that moment the presidearitthe Commitee was Manuel Baldizon, one of
the UNEcongressmeand party leaders who had a high degree of autonomy from thetiegecu
branch However, Bal di zonds interest in becoming
i mportant than any of the governmentoés object
UNE a few months later (December 2008) to form his politicaiypafter all, it was evident that
Torresbébs | eadership was growing stronger and
President Colom, Prensa Libre, July 17, 2015).
Additionally, the lack of leadership of the UNE legislators and the corruptiom@isaim
which many of them were involve(Fuentes Knight, 2011; see also CICIG different cases
involving UNE) alsoaggravatedhe lack of party discipline. As Minister Fuentes woelgbress

later, these intense talks to discuss the fiscal bill did nottbelpe advancement of the reform
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because, a few months later, several of these congressmen/women moved to another party
(transfugay,®® or were involved in corruption scand&fswhich nullified their credibility in
CongresqFuentes Knight, 2011, p. 28Furthermore, the degree of autonomy of the legislators
from the private sector was limited.

While these complex tax negotiations between the executive and the fowmnodttee
were happening, other contradictory tax exaeom® had been approved in Congress without the
participation of the Ministry of Finance. These events are particularly important because they show
the increasing lack of discipline andeaknessof the government precisely becaus&lE
legislators had propesd the new bill This bill proposedspecifictax exemptions which would
directly benefit the Mexican media mogéingel GonZlez. This businessman possesgesat
power and influence among political parties because his support greatly determines the
Guatemalan electoral results by grantingimd media support to the political parties. This support
consistf airtime,including commercials, advertisements, arffdmercialsin the local news, on
all the national television commercial channels, several radio stations, andtineaties (Ac@n
Ciudadana, 2012; Nufiez, 2008)nce most Guatemalans canaford cableservices® and given
thelevels ofliteracyof the countrythe existing four local television channels are highly influential
in the political campaigns. On September 3, 2008, Congress approved an amendment to the income
tax law which reduced the rate from 30% to 10% for television channels, radimpareitheaters

which would publish imported media material (such as movies, videos, radio novels, images, and

53 In Guatemalathe party desertersr transfugasin Spanish, are very common. Legislators vahange from one

party to another once they are elected as means to negotiate their voting preferences to support certain bills, in
exchange of party benefits. @sebenefits can be lower party fees, support for next electoral processes, coamccts
projects for their constituencies, among others (see Fortin, 2008).

64 See for example the case of Delia Back (El Periodiaoe 172018)

85 E.g, DataxisiiPay TV in Central America, 2012018 in Central American Data.Com, Trends in Consumption of

Paid TV, Awust 2013.
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sound materials, among others). The newwdbs quickly approveavith 113 votes, which is a
very highlevel ofendorsement by the legislatorscAor di ng t o Mi ni ster Fuent
to support the initiativeé only a few courage:
nobody had consulted with hi(Ruentes Knight, 2011, p. 30Rrensa Libre, September 3, 2008).

Furthermore,hie personahversionbetween Roxana Baldetti (leader of the PP block) and
Sandra Torres and her Social Cohesion Presidept@jram made it almost impossible to
negotiate any potential increases to the public budget (including the tax reform). The strong
popul ar support for t he UNransferaregeath alsorwontThrees go v e
muchopposition and many political enemies, within and outside her political party. The lack of
transparency and increasi ng thoatWwaving agyalectomldr t hr o
formal administrative mandatt&iggeredall kind of opposition from the political parties and the
media. This element explains a great deal about the rapid fragmentation of the UNE block in
Congressiur i ng Col o hmasdat@lhesescircdnestaniceédso help explain the fierce
opposition by théatriota Partyd which was a more disciplined party at that mordeaspecially
throughits congresenal block leader, Roxana Baldetti. Baldetti always opposed budget or tax
initiatives which could benefit the presidential campaign of Sandra Torres. The fierce opposition
and ill will between these two women overshadowed @oiitical discussion during the Colom
administration years. This example of strong personalities also exaspldiv strong interests
and agency can overshadow institutional frameworks or mobilize institutional frameworks to
benefit personal interests.

The political weakness of the UNE party in Congress resulted in the impossibility to
approve the tax bill presesd by the executive branch. This reality, at a moment of economic crisis

and lack of economic resources, as discussed icotiméngsections, also resulted in other urgent
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and partial attempts to reform the tax system and increase tax revenues. The tyNigig&tors
and their lack of ideological coherence and discipline cost the UNE government any possibility of

approving sound fiscal reforms.

The Congress andnstitutionalized Filibuster Techniques

As previously discussed, after months of negotiatigitls the private sector and the opposition
parties, only the Solidarity Tax (ISO) bill was approved in 2008. The new law, although a minor
successegardingax collection, was a major political triumph because it transformed the ISO into
a permanent (notemporary tax, removing an important political negotiation tool from the
economic sector. Additionally, on November 5, the Fina@oenmitteeapproved another bill
complementary to the tax reform, known as the Awtsion Law Il, a separate bill to strehgn
the tax rules to fight against evasion, also gtmduct of the initial tax bill. The approval of these
laws requires an exghation given the existing political situation, as well as the subsequent
techniques blockingarlierreforms.

In this process of approval of the ISO law, the role of Mario TaraeddBEcongressman
and, at that moment, Chairman of the Congressional Finance Committee, was very important.
Taracenaods experience was key i ncleverrdsadsionng p o |
moments to surpass the common filibuster techniques at Congress. For example, the day after the
PP legislators had abandoned the discussion, opposing the 2009 budgetary measures (discussed
below), the UNE took advantage of the situatapprove the ISO bi(Fuentes Knight, 2011, p.
314) This example shows how strong leadership and personal negotiations can facilitate
agreements even beyond ideological or electoral interests.

However, the ISO approval augmented the opposition andiogjfobm the traditional

economic sector, and the opposition was transferred to their party allies. After the ISO law was
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approved, the rest of the initiatives and bills related to the tax reform were strongly obstructed and
opposed by most of the partiespecially the PP. THeatriota Party openly expressed its rejection

to any of the fiscabills, echoing the & arguments, especially during the first two years of the
Colom administration. For example, a few weeks after the rejection of the reforrhe B8t

Roxana Bal det t ibegisningweesaid thatiwe weremottgbing to support it [the

reform], due to the situat iJone 172008).tSimtlaHyeOtto ount r
P®r ez affirmed: A tixerefodng it isnnott the angmmert.eAbowti thte Hbudget
expansion, wavilnots upport any more |l oanso (Prensa Libr

During one of the tensest momeatsoutthe fiscal reform, the PP and the LIDER party
blocks showed their strong opposition using differéifttuister techniques, including abandoning
plenary sessions, discussing each issue unnecessarily, not attending sessions toquexent a
mobilizing groups affected by taxes, among otli&#st the moment of the possible approval of
t he partriedlor inl 0t ttlheeraspeatedlywalled phaintstereof Finance for

interpellation. According to the Guatemalan law (Article 166 of the Constifttj@mce aminister

%Besides opposing the UNE partyo6és agenda, PP Il egislator
regime, which was affected by the new taxes on vehicles, proposed by a new partial tax bill (initially part of the
comprehensiveax reform). In 2009, the private sector, in partnership with the caucus &fatheta Party (and
supported by other parties), brougkhicleimporters to Congress for several days so they were able to submit their
complaints directly to the legislator&ccording to two journalistghis wasfia method of pressure common among
popular organizations but unheard of among entrepreneurs: the manifestations in Congress were direct, visible,
massive pressudbgFernandez & Naveda, 2011, p. 21). The rejectiahf@essure against this customs duty bill were
effective; the law was rejected (and later will also transform into a key source of corruption feattitea
Government). A few weeks latethe President of Congress, Roberto Alejos, from the UNE partguaiced that
Congress would withdraw the bill (Fernandez & Naveda, 2011; Fuentes Knight, 2011, ig8(20

57 Article 166. (Interpellation) Questions to Ministers. The Ministers of State have an obligation to report to the
Congress, in order to answer theestions formulated to them by one or more deputies. Except those that relate to
pending military operations or diplomatic affaiffie basic questions should communicate to the minister or ministers
concerned, fortyeight hours in advance. Neither then@eess in plenary, nor any authority, can limit the members of
Congress, their right to question, qualify the questions or restrict theynCongress deputy can make additional
guestions that he/she deems appropriate relating to the topic or topicotivattenthe interpellation and from this

may arise the possibility of a vote of lack of confidence, which must be reqbgsiear deputies, at least, and must

be processed without delay, during the same session or in one of the following immediatenatdui®n of the
Republic of Guatemala; see also Articlesil¥45 of the Organic Law of the Legislative Branch Decre®483
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hasbeen calledo Congress, the legislative agenda cannot advantkthe interpellation has
finished, and not even the plenary of @engres€ an pr event ointerpeltato a mi ni
this can take weeks or months.

This practicé interpellatior® has allowed nomajoritarian parties in Congress to veto
key legislative reforms martimes, and this is what happened in December 2009. In the words of
Minister Fuentes, hevas calledto parliament hearings by different political parties and under
different excuses, countless of times, which he saw clearlgstrategy to delay his effts to
negotiate and pass the tax reform, and to persuade him to abandon hiqfafiemtes Knight,
2011) For examp, Fuentes explained how the constant abandonment Gbtigress premises
by the legislators, to break quon, was one of the main reasons why he decided to organize a
seminar in Washingtorin 2008, with the support of the IDB, this seminar had the objective to
di scuss the tax reform and keep the | egigsl ator
of the negotiation@~uentes Knight, 2011According to the Chairman of the Economy Committee
of Congress in 20lAMar i ano Rayo, during that particul ar
spurious hearings (for thdinister of Finance), foolhardy or inconsistent reasoned votes [to avoid
voting in favor or against a bill], and ruptures of the quorum [required to pass the law] became
much more common and obvious. A variant of this method is to put the initiative poirside
Finance Committee, without discussi olhelater gi vi r
also happened with the bill against tax evasion in 2010 (in Fernandez & Naveda, 2011, p. 28).

It was clear thathte interpellationwasa strategyd delay and veto the reforraspecially
after the third time Minister Fuent@gms calledo Congress. Instead of discussing or approving
the fiscal reform, the opposition party deputies exhausted the time of the extraordinary sessions

guestioning MinisteFuentes about the proposed reform. For example, in one of the interpellations
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that lasted three days, tManister was only questioned on the first day. The following two days,
thePatriotaPar t y d e pshawupetsthedassion,&tihad tobe canelled due to lack of
qguorum. Finally, on Wednesday, an altercation and shoving between PP deputies and mayors
supporting the fiscal reform forced the suspension of the sessions (La Nacion, December 17, 2009).
Also, the third interpellation of thMinister lasted until January 2010, when he was asked to
explain the consequences of not approving the reform and not approving the 201QFuelges
Knight, 2011)

The interpellation of théinister of Finance during the second weekDecember 2009
allowed PP and LIDER to veto tlsecalledii | i t t 1 e tax reform; o it als
the new government budget for 2010. The ordinary sessions of Congress were almost over in
December 2009; the time to approve the tax refosass running out. Only a few issues, but not
the reform, would be discussed in the extraordinary sessiongliDecemberThe interpellation
meant that no issue except the questions to the ministerm®bkhrdiuring the ordinary sessions.
The battle ® approve any tax changess lost because, due to the nogtroactivity of the law
(Article 15 of the Constitution), any tax reform should be implemented at the beginning of the new
fiscal year, in Januanyhis fact was very clear to the deputies, ds firess statement by deputy
Roxana Baldetti from the PP shows: ATime is r
this mont h, it owi | not enter into force in
December 2, 2009).

Interestingly,as shown in next section, the atatx discourse of the PP leaders changed
during the last year of the Coloadministrationwhen it was evident that they could be the next

party holding the presidential power. The new approach and discussions betwdéNEhe
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government and the PP about the recently abandoned comprehensive fisatdidinuary2010,
became fundamental negotiations for the adoption of the fiscal initiative Batheta Party.

In sum, the formal and informaistitutionalized practices in Congress can work either as
mechanisms to expedite approvals of any reform or to block, change, or veto any law. Those
practices are determined by personal interests and abilities, but greatly conditioned by the interests

of the economic powers (institutionalized through the financing of political campaigns).

B udget Deficit and the International Financial Institutions

Congressodos veto of a new paggrgvaiesttee discab situation, t at
increasing the gabetween revenues and expenses for the giiNvErnmenin 2010. In the absence
of the fiscal reform and a worldwide economic recession, in a country with no other sources of
state revenue, the only available option was funding the national deficit with(tdebusual
practice). The following example of how the government managed the 2010 budget issue is a good
example of how the antax positions were played by the different stakeholders, including political
parties, economic elites, and internationahfioial institutions (IFIs).

The 2009 budget was the first designed by the UNE government because the budget for
2008 had been approved by the previous government duringeimralcampaign The 2009
budget included the expansion of the social budget and responded to maeahtiatelical
measureproposed by the Ministry of Finanddowever,given theimminenteconomic crisis, all
other government expenses Haeken reducedThe funding of his relatively expanded social
budget relied on support and loans from the multilateral banks, such as the Interamerican
Development Bank (IDB) and the World Bank (WB). The budgget also to be fundda public

bonds sold to private banks (national Igé@nsince the lawdoes notallow the Central Bank to

145



Ortiz Loaizad Tax Negotiations, State Building, and Inequality

finance the state. In sum, no revenues from taxation meant relying on international and private
sources of funding.

At the end of 2009, anticipating a steep fall in the tax revenues for 2@&L.§pvernment
presented a more moderate budget for approval to Congress (except for the social component,
which was claimed to respond to the Fiscal Pact agreements and countercyclical measures).
Considering the tax revenue tendencies and assumingnthaent nonappoval of the tax
reforms, the Ministry of Finance proposed to reduce the national budget from Q.49,700 billion
(2009) to Q.47,806illion for 2010. That was the equivalent of $6.659 and $6.404 billion in USD,
respectively. On that basis, the Ministry forgicareductionof the deficit from 3.4% to 3.1% of
the GDP.

This new budget also proposed an increase of resources for the Social Cohesion programs
of the presidency, which caused many problems among the same UNE caucus and the political
parties. The buddeproposal included the allocation of Q1.500 billion for the direct transfer
program Mi Familia Progresa ¢r Mifapro), led by Sandra Torres. Torres wanted an allocation
at least Q2 billion for her program, yet the opposition parties strongly crititizgaroposal

The opposition of Sandra Torres to the Ministry of Finance budget project stantéad
2009 and was more evident iNovember2009. Her strong power among the party caucus
competedvith her husband, the president, and the executive brBxaeimg the last congressional
session, while the executive branch was trying to push for the approval of the new budget, Torres
and her team were pushing the UNE congressmen

was no uni fi edjoverense FuestdsiKmght, 2011, pp. B5E5) %8 exceptfor a

iSandra Torresdé opposition to the budget, which we had
availableto Congress to approve our proposal, Monddgvember 30, 2009, when we were gathered at the
presidential house, at dusk. The President, with an evident nervousness that manifested itself in the fact that he smoked
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serious fragmentation among the UNE party and a lack of cohdretiear policies Finally, the
manyamendmentand the large debate exhausted the time to approve the budget. The ordinary
sesgons of Congress were over, and the extraordinary sessions would be used, among other issues,
tointerel at e the minister of finance to prevent
moment(Fuentes Knight, 2011)
Ironically, this time, the oppadsdbn parties seemed willing to support the more moderate
2010 budget proposed by tegecutivebranch; however, opposition came from the same UNE
party. Torres wanted a bigger budget to runrbeatbasedorograms Howeverthe new budget
gave her even & moneythanwhat hadbeen proposeih 2010. As a result, she stopped actively
supporting a comprehensive tax reform to finance the bigger deficit budget for 2010 (Fuentes,
2011), but it was too late, the time for the reform had passed. Thetdasof Torresin running
for the next presidential campaign, plus the lack of transparency and accountability of her vast
programs, as well as her rising unaccountgoler, raisedsuspicionand accusations from the
opposition parties. No political party wollsupport theéaxreform, even less when the public funds
couldbe perceiveh s di verted to support Torresods presi
The following statement from CACIF, published in Prensa Libre on November 7, is a good

example of the main arguments frone fprivate sector, also echoeddmymepolitical parties:

cigarette after cigarette, maintained gercommunication with the president of the Congress, the president of the
Commission of Finanéethen Mario Taracena [from UNE]and other members... She [Sandra Torres] already had
asked them not to approve the budget that we had proposed. And wipeedident finally gave the instruction [to

the congressmen], in our presence, to do all the possible to approve the budget, with some modifications that had
already been negotiated with various political parties caucus members, Sandra Torres left thighl@ggdarent

chagrin and departed.

In Congress, meanwhile, its members met in plenary session discussed the adoption of the budget. There was Erick
Coyoy [Vice-Minister of finance], to support eventual revisions... But also Cecilia Palomo, she wag pastie
instructions from Sandra Torres... some UNE deputies had other amendments that they also wanted to introduce...
There was no unified leadershifi-uentes Knight, 2011, pp. 25255).
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Financing the proposed budget with more taxes doemoentivizeeconomic

activity in times of severe world crisis, and it dvarseto the need to sustain

employment. We believe that the better way to face the crisis is through austerity,

the quality and transparency of public spending (Prensa Libre, November 7,

2009).

Ironically, this timeCongressliscarded a more moderate budgetddigger one, against
the discourse of the traditional private sec
government budget for 2010 meant thatadditionto the growing deficit, the government had to
continue implementing the expanded 2009 drt the following yearAt the end of 2009, the
government needed to find new ways to fund a deficit amount of around USD $300 million (Q2
billion) (Fernandez & Naveda, 2011his amount onlyepresentethe deficit to covethe new
budget expenses, without including other-pxreésting state debts, whiare not usually included
in the new year budget, tise-calledii f | o at i dewglaflatamtl).tSpecifically, the executive
promoted a budget readjustment, the approvaharsginternational credits, emission of Treasury
bonds, and new tax adjustment$uind the 201@eficit budge{Alvaro Colom, January 14, 2010).
Echoing this call, in January, the first day of the Congress ordinary sessions, the new president
theCongess (Speaker), Roberto Alejos, stated that the priorities of the legislative agenda in 2010
would be security and justicen(linewi t h CACI F6s expressed concet
adjustment promoted by the executive since the end of 2009 (ASIES;sAnilensual No. 1,
January2010).

Additionally, the large and pressing fiscal deficit also prompted a new round of urgent

negotiations between the government, the international donor community, the local private banks

(including the traditional economdites)®®, and the Congress partiéiswas necessary to approve

69 According to the Guatemalan lathe Central Bank cannot lendyamoney to the state, anahtil very recently
(2017) access to treasury bonds was only allowed to big investors, i.e., the private banks.
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new loans and treasury bonds to finance the budget. The good personal relationships between the

Ministry of Finance and the IFls were a start to guarantee some international loans.

| remember lose years... coincided with the economisis the election of
[Barack] Obama, the capitalization of the IDB, and the [re]election of [Luis
Alberto] Moreno. Hugo [Beteta, former minister of finance] and Juan Alberto
[Fuentes] were always in dialogue ivthem [the BID]. They saw it as important.
Juan Alberto asked for suppligeewanted to do interventions, changes, etcetera.
The international banks knew and recognized the administration that we had;
they knew their toolbox. From the outside, they ceumeighed the internal
pressures (InterviewApril 29, 2016).

According to different interviewees, the formkftinister of Finance had built strong
relationships with the multilateral banks and finanamstitutions which were key sources of

support for he Colom administration.

From wherd sat in those years, this is whaaw, the interest of the Bank (IDB)

to support with technical assistance and financial resourttésk Juan Alberto
[Fuentes] relied heavily on thatthink that there were officials at the Bank, who
had built relationships of trust with the country and these stakeholders (Interview,
April 29, 2016).

Again, the problem was to reach agreements at the negotiation table with Congress and the
private sectoto authorize the loans and emission of bonds. This proved to be one of the most

difficult tasks for the UNE government, or any government. In words of a former IDB official:

If the Bank [IDB] has the largest portfolio, not only in volume butphesence

in other sectors, you can also add to your agenda the different debtors of that
portfolio. The support of the Bank was an opportunity wyeumcould build a
discourse that others assume. The big problem is the final dialogue that happens
at the level of Cogress, the political dialogue with the private sector. It has not
been possible to cross that bridge, almost with any Government [in Guatemala]

(Interview, April 29, 2016).
Aware of the tense confrontations with the private sector and the politicalspertie

Congress, during the last months of 2009, the government changed its negotiation strategies. On

January 15, President Colom decided to start a new dialogue process with the private sector. For
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that purpose, four dialogue tables were organized to agedements on four topics: a) the
readjustment of the budget of the state, the negotiation of sources of funding, and a tax reform; b)
the implementation of measures for economic recovery; c) discussing issues of governance,
security, and justice; and dgweloping actions for social development. The call for participation
to this national dialogueras extendetb the Secretaries of all the political parties, heads of the
legislative blocks in Congress, social leaders from the cooperatives sector, ueasas)tp, and
other social organizations. Now, the executive assured, they would listen to their proposals and
accept some of them. In contrast with previous occasions, they had invited the representatives of
the Patriot Party (PP) and the Renewed DemacFatedom legislative bloc (LIDER) (former
UNE members) to the discussion. These two parties had maintained strong opposition to any
official projects and had permanently blockedretoedthe UNE legislative agenda.

This new battle to finance the natiofmmidget in 2010 was a direct result of the political
and economic crisis, but above all, the absencetax eeform. In November 2009, after many
months of negotiations and six congress sessions blocked by the opposition of the PP and LIDER,
Congress appwred a loan to support the budget granted by the World Bank. This loan was mainly
directed to cover the needs of the Ministries of Education and Hgaldntes Knight, 2011)
However, thatsame year, according to former Ministeuentes, it was not possible to get nion
reimbursable budgetsourcedrom the IMF (around USD $27@illion, Q2.2 billion) due to
strong opposition of the president of the Central Bank, Maria Antonieta de Bonilla, who neglected
the possibility to transfehe resources from the Central Bank to the Ministry of Finance (Fuentes

pp. 246 247)7°

°The Bank was the intermediary of those resources from the IMF, but the president of the Bank claimed that those
were reserves for the Bank, and that any interference from the Ministry of Finance was in violation of the autonomy
of the Bank. And claiming the autonomy argument, any legal battle against the Central Bank was lost.
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In the end, the newegotiation tables inaugurated in January 2010 also provided the right
excuse to postpone the tax reform in exchange for tax discussions. Atdtloé ganuary, the
Chamber of Industry asked the governmentdmovet he Al i ttl e refthor mo p
Congresmgenda t o fAcreate trust o amo (FygentesiKeightdd0HL] og u e
p. 366) Once agin,the possibilityof passinganyincome taxrelated reform wakeing eliminated
As a local newspapeeported fA Now t he dialogue tables are |
tableé and half the worl d tal ks eatddelaying, kedve m, wi
for | ater the tax daddiso¢cJarmayi2b, 2010).( Al bi zur es, EI
Furthermore, besides the failure to advance the fiscal reform, it was clear how the urgency
of the government to get international and local resources alsdirbdcas a mechanism of
pressure and negotiation favourable to the economic dlthesneed for resourcesgere expressed,
not only in the direct government and private sector/private baegstiationsput also at the
level of Congresqoliticising the possibility to get loans from the multilateral banks.
The good intentions and support from the IFls, as well as their conditiosapportof
the fiscal reform, were diluted in the murky waters of negotiations among many domestic
st akehol de iThe dnterplaytbetweers agency and structure (and institutions) was
fundamental in deciding the poor budget and fiscal outcomegh®wone side, good personal
relations and good technical and political understandings were key to attract the institutional
support of the IFIs. On the other, the possibility to authorize the loans from the IFls became a new
divisive process for the government, a negotiation tool for the legislators, and a pressure
mechanism for the econometitesfor the government to abandtre income tax reforms (rooted

in formal and informal institutional frameworks).
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I The UNE and Civil Society
There were some successful attempts by the UNE government to discuss the initial fiscal reforms
with representatives of civil societiHowever thesediscussiongid not provide the necessary
legitimacy, representativity, arsrengthto counterweigh the oppositidrom the private sectors.
Although these meetings with civil society cordially provided some feedback and legitimacy to
the reform content, they were r&iccessfuln creating a platform to listen and collect further
updated fiscal demands representativenoét s oci al movements asnd civ
proposedhere that some of the reasons for this lack of representativitystaagthof the
government are historical and institutional, while others were strategic mistakes from the
government authorégs when building the support froother groupgrom civil society.

This section analyzes the processes of negotiation between the UNE administration and
civil society (excluding the private sector) and some major miscalculations. This section also
briefly contrasts the 2002009 experience with the year 2000, when the Fiscal Pact
negotiationd and stronger social negotiatiénsook place, as discussed in Chapter 4. Among
other issues, this comparison showsgtrength support, and capacity of civil society create
tax proposals in 1992000,and exposethe systematic weakening and fragmentation of civil
societybébs groups by the time of the Colom adm

Different from the traditionatentreright parties, the UNE not only proclaimed itself as a
sodal-democratigoarty but also built relatively strong support from rural bases and some groups

in civil society, such as the unions and ttaoperativemovements?! At the beginning of its

" For examplein January 2009 the govenent would invite Rodlofo Orozco from the cooperative sector, as well as
Rigoberto Duenas Union representative, to make part of fi@®njuncturalCommitte® to implement the National

Program of Emegency and Economic Recovery, and to face the econorids. This committee also included
Arnol do Nori ega, repr es e nttonetg det Gide preBidert sfithd EentrabBank,aldlié i c e,
Hector Estrada, executive director of the National Program for Competitiveness (PRONACOM), Edgan,Barqui
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mandateAlvaro Colom enjoyed certain legitimacy among the left andal movements due to
his familydéds past and his political trajector
The party builtstrongelectoral suppo@ with clientelist characteristiésfrom the rural country
areas’?However, as demonsteal in thepreviaussections, the UNE party was lacking, in practice
and on paper, a unified and coherent agenda.

Additional ly, t hactignscasibutddetanthedneakdaningdottloeilirkks v e
and support from theon-businesselatedcivil society. For example, the fact that President Colom
took a long time to decide whether to approve the presentations of the comprehensive fiscal bill to
the CNAP repesentatives (their sponsors) at the beginning of his mandate was a major sign of this
initial disinterestThe official meetings between thenistry of Finance and CNAP only happened

in March 2008, three months after taking po@arentes Knight2011, p. 41)

Government Assumptions of Social Representation

This research proposes that the main mistake of the UNE government (and the Ministry of Finance)
was the assumption that its proposed tax bill was already represerdhtilve needs of civil
society. This assumptiowas clearly expresseuh the strategy proposed by the Ministry of
Financé to consult, not negotiate, with tm®n-businesgelatedcivil society. This assumption

may have been rooted facts, such as theeatoral and political triumph of the UNE party, the
socialdemocratic inclinations of the government, the origin of the fiscal reform at the GPFD, and

the fact that this bill took into consideration the Peace Agreements and the Fiscal Pact guidelines.

Superintendent of the Central Bank, Minister of Finafizan Alberto Fuentes and Marco Vinicio Cerezo Blandon,

its coordinator

2 Given the clientelist characteristics of the Guatemalan political parties (based on personal charisma and potential
sponsos, Ortiz Loaiza et al.2008), this electoral support was also evidenthe number of municipal mayors
subscribed to the UNE party and elected by their communities.
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However, each of these assumptions, somehow also manifested through the different interviews,
had weaknesses and flaws explored in the following paragraphs.

The assumption of representativity governmenbfficials was expresseih the strategy
to negotiate the comprehensive fiscal reform, proposed by the Ministry of Finance and approved
by the president. This strategy only contemplated presentations (not negotiations) to
representatives alivil society, different from the stragly of negotiations with the private sector.
This assumptionvas basean the fact that this fiscal proposal was the result of the work of the
GPFD, whch was initially supported by the CNAP and civil society organizations represented on
that body. That waalso one of the reasons why the presentation to Gi#sRproposeds one of
the first interactions with the civil society representatives (Interview, July 4, 2016).

Second, this assumption of representativity also had roots in the trajectory of therralnis
team negotiating theroposafor the government. Many of the ministry officials had a background
supporting and negotiating fiscal reform sitice year®f the fiscal pact. For example, théice
Minister, Carlos Barreda proponent of the governmistrategy and Ricardo Barrientos (former
technical advisor at the ministry and lakéice-Minister of Finance), both had represented the
social movements and organizations of civil society, as part of the Social Organizations Group
(Colectivo de Organizasnes SocialesCOS) during the fiscal pact negotiations in 2000. Both
professionals are still widely respected as serious tax experts, formeptatiatorsand important
proponents of the tax reforrfthis assumption was also legitimized by the fact Heme of the
members of the Ministry of Financedbds team had
ratified by Congress. This included thBnister ofFi nanc e : Al went to many
my collaborators and | already knew many [social] é&gadvho participated in these meetings

since the Fiscal Pact negotiations and, in ge
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(Fuentes Knight, 2011, p. 29\ccording to anothegovernmento f f i ci al , artBdwh e n W
promoting the reform we met with many sector s,
they [the private sector] were not able to mob

Third, the proposed reformesponedto the principés of the Fiscal Pact. Additionally, the
comprehensive proposal also reflected the principles and goals set by theABessaents
specifically the Socikkeconomic Agreement signed in 199he assumedegitimacyseemed to
have prevented the governmerdnfr any attempt to collect any other new proposals from civil
society (excluding the private sector). Instead, a process of presentations to discuss and validate
(not negotiate) the existent proposal was undertaken. According to the interviews, for thest of
government representatives negotiating the fiscal reform at different moments, their assumption
of representativity was based on the fact that they were responding to the Peace Accords.

During several weeks at the end of March and April, the MinistrFinance team
presented andiscussedhe fiscal bill with several social organizations represented at Civ&Be
were the groups who had supported the work of the GPFD. They also met with the General Union
of Workers, the National Coordination of NGQbke Office of Human Rights of the Catholic
Archdiocese, the Ecumenical Council of the Catholic Church, the Agrarian Platform, the Catholic
Social Ministry Pastoral Socigl , di f ferent think tanks and r esg¢
and indigenousrganizations Minister Fuentes, Vieinister Barreda, or Ricardo Barrientds
attendedall of those meetings. They also met with differenbgressiventellectualswith the
support of the Friedrich EbeRoundationand the Latin American Faculty of Social Sciences

(InterviewsMarch21,2016,andMarch22, 2018; see aldeuentes Knight, 2011, pp. 239).

"3 Director of Analysis and Fiscal Studies at the Ministry, and Mitee-Minister.
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At one level, the assumptions of tgevernmenbfficials were correct, since the social
organi zat i dives supportedptheengve fistah proposal without major questioning,
trusting that it was coherent with the Fiscal Pact and the Peace Agreement guidelines. Both of
those agreements were not detailed enoughstumethat any particular tax proposal could
repond to all the soci al groupso6 interests. Th
Fiscal Covenant are very general supporfimggressivetax reform, including an income tax
reform, without specific technical suggestions, leaving room for rpasgibilities Additionally,
the lack of concrete proposals from civil society also reflects weaknessesaptuwtyand will
of the nontbusiness social forcae question and enrich the proposed reforms, especially when
contrasted with the negotiatiatrategies and ultimate veto power of the economic elites.

All of these assumptions and broadly accepted reasons of legitimacy collided with the
weaknesses, fragmentatiéflPS, June 13, 2006; Kurtenbach, 2Q0)d underdevelopment of
civil society (Sanctez, 2009)and a general lack of support to the fiscal refofime reasons for
the weakness of civil society are complex and multicausal; many are rooted in historical and
structural explanationg.hese includethe long history of violence and repressianduatemala
(Brett, 2016; Dudley, 2018); the extended poverty and the struggle for survival of the majority of
the population (TorreRivas, 2011; EIU, May 29, 2018); and the evident and perceived
domination and privileges of the economic elites, and tagacity to misinform and manipulate
other social groupthrough their private media (Valdez & Palencia, 1998; Casaus Arzu, 2007).
Furthermore, the actual characteristics of civil society have also been impacted by international

community support, espedtiagiven the change in format and issues selected for the allocation of

" In Guatemalafieach organisation prioritises its own work over the common @accbrding to Sandino Asturias,
former UNRG guerrilla commander and currenteDtor of the Centre for Guatemalan Studies, agarernmental
policy research institute (in IPS, &3, 2006).
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resources (ICEFI, n.d.). None of these causes are exmghadistivelyin this thesis. However,
they are assumed as valid and il | ustatemarntsed by
The structural anohstitutionalvariables have shaped particular characteristics of the active
groups of society, which reduce their power of agency r@nderthem more fragile when
attempting to participate in the fiscal reform negotiatigAgain, we see an interaction between

institutions and agents her&uch characteristics are:

1 A growingmistrust of the government and its institutions (especially from the more radical
social movements and social organizations);

1 A crescent disarticulain of the mobilized society, after the signingtué peaceaccords

1 The idealization, nostalgia, and complete social trishe Peace Agreements and the
FiscalPac® as maybe the sole guidelines, to achieve the fiscal objectives of the country.
This woul also mean the permanent neglect of the possibility to build new fiscal proposals
relying on more diverse and evolving social néedspecially on the side of taxation;

1 And the objective lack of tax expesdiof thenon-businesgelatedcivil society, combined

with a subjective belief that taxation issues require high technical skills.

All of these reasonlimited the participation ofrepresentatives of society (withfew
exemptionsYy in the tax discussiongind thér ability to inform broadersectas of society, and
negotiatt ax pol i cies under their terms, to counte
In addition to the limited format provided by the central government to discuss the reform

with civil society representizes, one of the main observed characteristi¢thisfconsultationvas

> There are only a few social leaders suclingigenous leadeDaniel Pascual, who have been part of the Fiscal
negotiations for a long time, who can participate more actively defending their rights. However, there are under such
pressure to address many urgent social isghas,concrete fiscal demands are usualhgent from theiagendas
(Interviews May and June 2016).
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the lack ofcapacityof civil society to propose or support any particular fiscal refoeradapted
closer to theimecessitiesThe relationship of the UNE with thgroad civil society was not
exclusive of the fiscal e f o megosations; they kept some good allies and broader support in
other issues. However, this closeness to some samtoather issues also makes the lack of
commitment and proposals related to the fiscal refolwrenevident. For example, although the
relationship of the UNE with the cooperative movement was good, the pressing issue of the
international economic crisis and the increase in food and oil prices kept the dialogue tied to how
to solve the economic crssand propose a rural development plan, ignoring any other issues related
to the fiscal reforms or fiscal design demanded by these gféups.

Theg o v e r nassumptian shat the social organizations would accept and suppiort the
proposalwas true, excepbf acouple ofspecific demands. One of them was a formal complaint
by theunions that led to modifications of the income tax brackets affecting employees (ISR),
broadening the first bracketxemptedrom paying taxes, from 0.6Q.3,000 to 0.06Q4,000. Tle
other demand was related to inclusive procedures by the tax administration body, SAT, related to

theavailability of services in Mayafanguages

The social organizations were concerned about topics such as whether the Tax
Administration would offer biligual attention in Mayan languages; but gender
was totallyaside fronthe proposal, extractive industrie@grealso absent from

the proposa (Interview, May 2, 2017).

As the previous quote from a key participant in the tax negotiations shpedfic tax

demands from other social foragere absent during the UNE negotiations, sudeaslefrelated

6 For exampleRodolfo Orozco, a historical leader of cooperatives in Guatemala, with some other representatives of
this sectormade a presentation to the economic cabinet about the importasmestihg agricultural production, and

the strengths of the cooperatives to face the crisis in 2008. Later in 200@otheratives would propose to the
government a rural development plan to face the crisis, ($108 million investment to create arols@ dr520,000

jobs) (Central America Data Org., January 10, 2009).
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demands. The interest and capacity of the social movements and civil society representatives to
formulate their demands seemed very limited aftere than two years of formal and informal
consultations with thgovernmentThis was evident from the absence of tax proposals, as well as
by the responses from the social leaders interviewed for this research project. The expression of
surprise on theifaces when this researcher asked them whether they had any particular fiscal or
tax-related demands or proposal from their social movement or sector were clear signs of the lack
of debate on these issues among their social organizafibosurse, theiresponse was negative.
By no means this may suggest a lack of understanding of the fiscal problem. On the contrary,
social leaders broadly understand the structural, power, and economic problems of the country.
AThe f unda mehothas mora hatsspayemoieldowever,only VAT is discussedand
we are wrong'!o (Il nterview, May 23, 2016). The
complex needs and other urgent issues that the social movements in Guatemala must face.
According to a social Eder and activist, most of the participation of civil society in the
long negotiations of the reform, which concluded in 2@t2urredas part of the discussions with

the GPFD, at CNAP in 2008007,beforethe UNE administratiomame to power

| havebeenon the [fiscal] subject either directly or indirectly, since the fiscal
pact. We are taking pairt the discussion. In the case of the CNAP, at the social
level, therewereindigenous peoples, trade union sector, women, NGOs. About
women, it was discussedthe [budget] classifier, dudgetwith a gender
approach, tags, the need for a census so that the state meets its obligations. Also,
about theamplementatiorof public policy, in the municipalities, how to invest it

in programs and projects, attentiordaervices for women, including education,
health, safety, violence, economic recognition and projébiswas also part of

the work of the CNAP congress deputies (Interview, May 23, 2016).

All of the measures mentioned by the interviewee corresporatia sxpeditures, not
revenues or tax policies. According to a rep

proposal rel ated to taxes papetisoafara @dexemptionwo me n 6
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The proposal that hdmeen mades theexempton from t axes for womer
business. We also questioned exemptions for large companies which give bad

jobs. Many of the efforts that have been made only kill taxes.Wédmatliscussed

at CNAP (Interview, May 23, 2016).

These proposals are differemorin what happened during the Peace Accords and Fiscal
Covenant discussions, where the womends movem
to implement the Convention on the Elimination of All Forms of Discrimination against Women
(CEDAW) and proma& womenos inclusion in rural develop

Additionally, according to more radical activists, such as thoygmsingthe extractive
industry projects, and also according to some political analysts, the link between CNAP and the
sodal movementsioes noexist anymore. For some of these activists, CNAP is just a space to
optsocial leaders by giving them access to small state budgets. This argument would point out to
an institutional problem related to the lack of representat&itygy democratization of some
particular state institutions. This argument shows the complexity and different approaches among
the soci al movement sd a explainsthet absenbeeof widemfiscalt i me ,

proposals from the most radical movertse such as those working on mining issues:

The link between CNAP and social movements does not exist. There is a pseudo
representation at CNAP. Since peace was blorgehce entered into crisis
more or less since 2003 [during the FRG government led togefoGeneral

Efrain Rios Montt§ its institutions acquired some autonomy but could not
engage with the social movements. They saw themselves as betrayed. The CNAP
became a position of revenue for meals [expenses], without any social projection,
nothing. Vey different visions, from those who have believed the path of
transformation of the state, which passes through the peace agreements and by
thestate and through it.

| think there is a view shared today, more belligerent view from the movement
they know that inside of the state nothing will happ&Xcept forbetrayed
dialogues, inefficiency, lack of will, bad moves. Those who participate in the
state arrive there binfluencepeddling. There is a contradiction at CNAP, an
institution that ends up being-opted by a state like this one, which is and is not

a state, but theaffic of positions, influence, divisiongjerarchiesetc not for

the common good. There isu#pture between the state and the peace movement.
They cannot rally us anymore! (Interview, March 21, 2016).
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Academicswidely acceptthe weakness ofsuatemalansocial movements and the
organiations ofcivil society and recognize theirlackofapaci ty to counteract
government 6s interests (see for exampl e Sanc
Naveda, 2011) . As acknowl edged by di fferent

[developed] countries, one of the basépower which can counteract the private sector, a bit like

itself, are the unions, which are also very we
4, 2016) . Al do n opoliticaldoece ta direcbamewophth, dyaténe aldels o c i o
Things are moving on. .. but there is much cort
el ite, are those who decideé The indigenous

actions; not everything is solved with a new law (Interview, May 23201 6 These st at e
better understood when contrasting the present situation to the fiscal pact negotiations between
1998 and 2000, explored in Chaptemhencivil society actively particip&din the negotiations.

During the negotiations of the GP in 2007, the limited participation in the tax
negotiation processes may also be explained as the reg@arsf of disenchantment and failed
fiscal negotiations between the state and the economic elites. These failed processes may have
resulted in a lek of trust in the state and the economlitesfrom thenonbusines<givil society

andthe most radical social movements.

The problem is that there is no confidence indlage. There is a deep political

crisis of historical roots, a complex muttimersional crisis; it has no shetgrm

solution. The arrangements we live in are inadequate. Except for the agenda of

the international agencies who want to strengthen the statestafgish certain

rules of the gante to prevent the deterioration of thiswsury in the international

community (such as happened to Mexico). Facittte institutionalization of the

state versus mafias, capital, gangs, drug traffickers; against a perspective of the
nationstatethat finds no echo. The traditional oligarchy Ipasver because its

perspective has been the clientelist state, patriniohial s uppor t you i f \
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support me. 0 Wi,tdch tane ihovetpstrectiveatctions enqgre t a |
destructive every day(Interview, March 21, 2016).

There is, without doubt, a geral understanding of the fiscal problem by organized society
and the soci al .Howeveptnes hdas scd beéneay anebilization to support any
particular reform after the Peace Covenant experience. Certainlydaheytwant to commit to
paying more taxes in theurrentc i r ¢ u ms t ameghe dilemmi 5 mat the reform of the
state; it is more complex than that. An amendment to the law will not solve the problem; they [the
laws] are not fulfiled Why not just change the law®would bes o e @vargh 28, 2016).
Although the social movements usually present long lists of social demands to the government,
most of the time there is no reference to budget or tax issues to fund those demands, neither by the
governmennor by civil society(Fuentes Knight, 2011)n general, for most of society, not just
the activists, therexistsan antitaxesp e r s p eTchteirvee :i sih no cul ture of pa
May 23, 2016). Moreover, this is promoted and aggravhtedhe private media, especially
whenever there is an attempt to reform the fiscal law that affects the private Additanally,
it is well known by the social leaders that even the most comprehensive and inclusive reforms have
been dismembered aniuded in Congress, creatimgmplex,incoherentaws, which fail to fulfill
their original progressive commitments, as happened with the tax bill in 2012.

Under these previously analyzed circumstances, the lack of oppositiosoanter
proposalf r om ci vil soci ety beiotergreted arlaNeEnéatise wayaasarb i | |
expression of resistance (or indifference) to political processes #natsanlly managed and
vetoed by the economic sectors. The silence of civil society and social movements was not

necessarily aexpressiorof the recognition of the virtues of the fiscal projper se or as the

" The interviewee is referring here especially to environmental and mining issues, given our long conversation.
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acknowledgment of the representative chatae r of t he GPFDG6s tax pro
government proponents assumed. When salaries are ba@ynptetelyinsufficientto pay for
oneds necessities, p ay i naptiomespeeially wheneataxijusticen e v e r
is expecte@nd ro mechanism for real participatiain place This hypothesis would also explain
why the only formal requests received by the UNE Ministry, in relation to the comprehensive tax
reform, came from the union sector demanding the broadening of the lowlestlwoithe income
tax to widen the income tax exemption; or the wotnenr gani zati onsd® demands
exemptions foismall businesswomen. It is not just an extended culture of tax avoidance, but a
historical resistance to th&ate that isnadvetently reproducing the private sector discourse:
sometimes acceptinggressiveconsumption taxes, rejecting any other direct taxes, and looking
for particular exemptionslo contrast these ideas with other different moments of participation
the next palgr aphs discuss the soci al mobilization t
little reformo initiative.

In terms of the proposed theoretical framework, the marginalization and exclusion of civil
society(different from the economic elites and thaiganizationsjrom the state is also the result
of the design of the state institutions, including agencies such as CNAP, which do not actively
participate in the real discussions about taxes. Additionally, on one side, the disenchantment and
search for rare ethical ways of participation have taken many social movements and social
representatives away from the state, insistingntistate fights, in a vicious cycléhatdo not
find echo and solutions through state policies. On the other side, thogeanticgpate within the
state also are highly criticized, questioned, and delegitimizgden the lack of transparency, lack

of accountability, and corrupt practices in the government institutions.
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